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We  Are  Not  All  Keynesians  Now  i„ 

famous  analogy  the, economist  John  Maynard  Keynes  oni 
likened  the  stock  market  to  a  beauty  contest  in  which  the  obje 
is  to  vote  not  for  the  prettiest  face  but  for  the  face  that  the  majo 
ity  of  voters  will  consider  the 
prettiest.  There  is  some  logic  to 
this,  and  in  fact  Keynes  was  a 
shrewd  speculator.  But  taken  to 
extremes,  this  is  greater-fool 
investing,  and  it  has  a  way  of  end- 
ing badly.  In  the  1990s  the  popu- 
larity contest  on  Wall  Street  had 
people  buying  Sun  Microsystems 
not  because  they  wanted  to  get  a 
share  of  a  firm's  profits  but 
because  they  wanted  a  stock  that 
other  people  wanted.  A  leap  in 
the  price  from  $50  to  $100  made 
a  stock  doubly  desirable. 

A  different  formulation  was 
offered  by  Warren  Buffett  in  a 
FORBES  interview  in  November 
1974,  within  weeks  of  a  market 
bottom.  Stocks  were  cheap;  a  dol- 
lar bought  you  four  times  as 
much  earning  power  as  it  would  a  quarter  of  a  century  later.  S; 
Buffett:  "I  feel  like  an  oversexed  man  in  a  whorehouse."  To  p 
the  matter  in  more  practical  terms:  Buffett  buys  things  like  fi 
niture  stores  not  because  they  would  win  a  popularity  cont 
but  because  he  wants  to  get  his  hands  on  their  earnings,  witl 
view  to  investing  those  earnings  elsewhere.  The  attractiveness 
a  business  to  other  buyers  is  not  relevant  to  this  calculation. 

We  are  neither  exuberant  bulls  nor  stubborn  bears  here.  < 
the  one  hand  we  find  preposterous  the  proposition,  offered  fc 
years  ago  in  the  Wall  Street  Journal  by  James  Glassman  a 
Kevin  Hassett,  that  stocks  should  be  trading  at  maybe  100  tin 
earnings.  On  the  other  hand  it  is  not  foreordained  that  P/Es 
the  2 1  St  century  will  slump  back  to  their  long-run  average  of 
If  they  settle  in  at  16,  you  can  look  forward  to  a  6%-plus  i 
return — less  than  what  people  were  expecting  but  not  a  ticke' 
the  poorhouse,  either. 

Which  are  you,  a  Keynesian  or  a  Buifetteer?  If  the  former,  ] 
are  looking  for  a  buy  signal  that  will  tell  you  when  the  beauty  o 
test  resumes  and  will  be  disappointed  not  to  find  one  in  this  is 
of  FORBES.  If  the  latter,  you  will  find  value  in  the  expanded  Mo; 
&  Investing  section  assembled  by  Larry  Light  and  beginning 
page  1 14. 
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The  BWW  4.4-lfter  V8.  The  most  advanced  engi« 

Sometimes  it's  not  what  you  acd  to  an  engine  th-^  --  '"--^.  " 
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READERS  SAY 


Southridge  Speaks 

I  write  to  express  my  disappointment 
with  "Sinking  Fund"  (June  10,  p.  46). 
Southridge  Capital  Management  has 
advised  investment  funds  in  the  suc- 
cessful financing  of  dozens  of  small 
public  companies  over  the  past  six 
years.  Southridge  has  often  assisted  in 
providing  financing  when  others  would 
not.  Moreover,  contrary  to  the  impres- 
sion created  by  FORBES,  Southridge  had 
absolutely  no  involvement  with  the  fi- 
nancing of  either  EagleTech  or  Jag- 
Notes,  the  two  companies  in  the  article. 
The  general  allegations  regarding 
Southridge  alluded  to  in  the  article  are 
also  without  merit.  They  are  likely  the 
product  of  cynical  efforts  by  a  few  com- 
panies to  divert  attention  from  their  fail- 
ure to  honor  agreements  with  funds  ad- 
vised by  Southridge,  and  by  a  lawyer  to 
"conjure"  up  more  business. 

STEPHEN  M.  HICKS 

President 

Southridge  Capital  Management 

Ridgefield,  Conn. 

You  Forgot  Us 

I  wish  to  express  my  disappointment  in 
"Back  Break"  (Aug  12,  p.  123).  The  arti- 
cle discussed  new  forms  of  spinal  pain 
treatment.  However,  chiropractic — my 
field — was  not  even  mentioned.  Chiro- 
practic has  been  in  existence  for  over  100 
years,  has  been  used  to  treat  millions  of 
patients  with  great  success  and  is 
accepted  by  virtually  all  health  insurance 
companies  within  the  U.S.  I  hope  to  see 
an  article  in  an  upcoming  issue  extolling 
the  virtues  of  the  chiropractic  profession. 
DR.  LOUIS  KLEID 
Fulton,  Ky. 
In  "Back  Break"  some  accompanying 
illustrations  should  have  said  that 
patients  with  nerve  root  compression — 
or  sciatica — are  not  candidates  for  some 
of  the  mentioned  treatments. — ED. 

Legal  Shenanigans 

"Who  Gave  Lawyers  a  Pass?"  (Aug.  12, 
p.  58)  described  an  issue  that  has  both- 
ered me  for  some  time.  Just  why  does  the 
legal  profession  continue  to  mislead 
Americans  and  be  above  reproach?  The 


Armstrong  is  Over-rated 

In  "Tele-revision"  (July  22,  p.  56) 
FORBES  suggests  that  H.  Michael' 
Armstrong  had  the  wisdom  tc, 
purchase  all  of  the  cable  assets  he 
did,  at  the  totally  inflated  pricesi 
that  he  paid,  with  1.3  billioni 
shares  of  inflated  stock.  Get  real. 
When  you  overpay  for  some-: 
thing,  the  result  is  predictable 
Your  net  worth  falls.  AT&T's  share; 
price  fell  because  Armstrong! 
overpaid,  and  because  he  had  nc 
workable  strategy  for  the  assets 
No  wisdom — ^just  poor  analysis 
poor  judgment  and  poor  man 
agement.  To  suggest  that  this  guy 
had — -or  has — wisdom  in  man- 
aging a  major  corporation  defie: 
logic.  He  took  a  failing  compan; 
and  damn  near  put  the  final  nail 
in  its  coffin.  The  sooner  he  i 
gone,  the  better  it  will  be  for  Bij 
T  shareholders. 

CHRISTOPHER  BRINKMA^ 
Oregonia,  O/n. 


question  asked  by  the  author  goes  tc 
point  very  accurately:  "Is  it  good  tl 
profession  so  prone  to  harming  cli  It 
and  shareholders  remain  virtually  ui  3 
liced?"  Is  Washington  listening?  W 
lawyers  have  an  ethics  code?  My  con;  tt 
Illations  to  FORBES  for  hopefiilly  stai  pj 
some  review  of  a  profession  that 
grown  far  too  arrogant  and  harmful 
C.A.  MOl 
New  Castti 
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Jl^  The  Software 

Integration  Company. 

We  can  help  you  integrate 

I  all  the  data  and  business 

!  applications  in  your 

;  enterprise  and  extend 

j  them  to  any  location  in 

I  the  world.  So  you  can 

I  improve  efficiency  whi!-. 

■  preserving  your  cxistir-: 

i  infrastructure  iriVtr.i    ■' 


SYBASE    e-BUSINESS    SOFTWARE. 
EVERYTHING     WORKS     BETTER     WHEN     EVER 


Our  PATRIOTcompliance 
Solution  can  help  you 
meet  the  stringent  new 
requirements  of  the  USA 
PATRIOT  Act.  It's  secure, 
unobtrusive  and  cost- 
effective. 

And  it's  just  one  of  the 
software  integration 
solutions  available 
today  from  Sybase. 

Leveraging  our  expertise 
in  database  technology 
and  powerful  new 
integration  tools,  Sybase 
can  help  integrate  all 
the  data  and  business 
applications  in  your 
enterprise. 

So  you  can  extract 
the  maximum  value 
from  not  only  your 
current  infrastructure, 
but  also  from  all  the 
information  that 
resides  within  it. 

Visit  www.sybase.com/ 
integrationsolutions. 
And  resolve  your 
integration  issues. 


ms. 


I  Sybase 


Information   Anywhere' 


jRKS  together:" 


®2002  Sybase,  Inc.  All  rights  reserved.  All  trademarks  are  the  properly  i 
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Call  i.877.stregis    www.stregis.com 


READERS  SAY 


CEOs  Should  Sign  Off 

"Stocks  Stink — Is  the  Economy  Next?" 
("Fact  and  Comment,"  Aug.  12,  p.  31)  is 
insightful  but  missed  the  point  on  why 
we  have  legislation  to  ensure  CEOs  and 
other  top  officers  personally  sign  off  on 
their  companies'  financial  statements.  It 
isn't  to  punish  them  for  their  failures  but 
to  ensure  that  they  do  not  hide  the  debt 
of  their  failures. 

HELENA  M.  SEIVER 
Houston,  Tex. 

What  on  earth  has  got  to  Steve  Forbes? 
In  his  column  he  says  it  is  a  "preposter- 
ous and  pernicious  idea"  that  top  offi- 
cers of  companies  should  be  required  to 
personally  sign  off  on  their  company's 
financial  statements.  His  only  backing 
for  this  is  the  suggestion  it  might  inhibit 
risk  taking,  but  he  doesn't  explain  why. 
What  is  pernicious  and  preposterous  is 
that  top  officers  of  companies  have  been 
able  to  shrug  off  responsibility  with 
pleas  of  ignorance  and  professions  of 
shock  at  the  activities  of  underlings.  It  is 
high  time  we  called  an  end  to  that  re- 
peated farce.  If  the  CEO  and  other  senior 
officers  won't  take  responsibility  for  the 
company  accounts,  who  will? 

PETER  SAMUEL 
Frederick,  Md. 

I  have  three  comments  about  "Stocks 
Stink — Is  the  Economy  Next?"  Even  if  it 
involves  the  President,  standard  operating 
procedure  should  be  that  the  buck  stops 
with  the  CEO.  Bonuses  and  options 
should  be  strictly  tied  to  their  perfor- 
mance and  should  not  be  adjusted  if  the 
stock  declines.  The  person  taking  over 
should  be  confident  that  he  can  do  the 
job  and  have  some  risk  of  his  own. 

HENRY  GRIESMAN 
New  York,  N.Y. 

Secure  Accounting 

In  "Warning:  Credit  Crunch"  (Aug.  19, 
p.  62)  FORBES  advocates  in  favor  of  the  sta- 
tus quo  and  against  forcing  firms  to  con- 
solidate "securitization"  entities.  FORBES 
notes  die  good  default  history  of  such  enti- 
ties. I  counter  that  simply  because  a  finan- 
cial technique  has  worked  well  does  not 
make  it  proper  accounting  or  financially 
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prudent,  as  illustrated  by  Enron's  expeij 
ence  with  special  purpose  entities.  FA! 
•  holds  a  mandate  to  proactively  set  obje 
tive  standards  that  foster  confidence  in 
nancial  reports;  its  fianction  is  not  to  men 
patch  up  existing  standards  in  response 
the  latest  crisis. 

DOV  FISCH) 
Boulder,  Co 

My  Baby 

"Bad  Connection"  (Aug.  12,  p.  84),  t 
article  about  local  Bells,  was  very  goc 
However,  you  missed  one  major  reason ) 
customers  cutting  their  lines  and  usi 
other  means  of  communication — servi 
Local  phone  service  is  lousy  and  custorr 
service,  when  available,  is  dismal.  I  an 
customer  of  SBC.  Unfortunately,  becaus 
live  in  a  rural  area,  I  cannot  trade  my  la 
line  for  something  else.  SBC  has  me,  a 
quite  a  few  other  customers,  over  a  bari 
We  have  to  endure  frequent  phone  oi 
ages,  white  noise  and  lousy  service  to  co: 
municate  with  the  world. 

JUNE  HALISC 
Lytic,  7 


FORBES  has  a  gift  for  working  the  telec 
industry  up  into  a  lather.  And  whil 
respect  your  work,  I  think  the  conclusic 
you  draw  this  time  are  far  too  grim. ' 
can't  continue  to  use  today's  metrics 
measure  tomorrow's  companies.  Tod; 
trends  are  expensive  and  confusing  a 
messy,  like  all  transitions  are,  but  are  a 
necessary  if  telecom  is  to  emerge  . 

True:  There's  negative  line  growth 
second  lines  give  way  to  DSL  and  compi 
tion;  telecom  is  in  the  expensive  build-' 
stages;  and  local  and  long-distance 
blending  into  any-distance.  True: 
trends  are  from  voice  to  data,  wireline 
wireless.  However,  these  aren't  negati 
but  positive  growth  engines.  The  ph< 
company  of  tomorrow  looks  much  dif 
ent  from  the  phone  company  of  yesten 
JEFF  KAG 

Telecommunications  Industry  Ana 
Atlanta, 


Forbes 


Send  e-mail  to  readers@farbes.com  or  visit 
www.forbes.cam/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number 
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V\l  H  AT    CAN    A 

GOALIE     MASK 

TEACH    US    ABOUT 

RAISING     CAPITAL? 


It  can   he  mtim  idatm 

Most  effective  when  cu.^-     a  fitted 

Who's  behind  it  is  often  the  difference  hetween  success  and  failure 


You  want  to  grow.  We  can  help.  We're  a  premier  corpom'.c  and  investment  bank. 

With  capital  strength,  creative  ideas  and  strategic  insight',  tr  share.  And  a  commitmi^m  aSSSt, 

to  growing  companies,    thousands  oj  which  hav;     ,read)i  oenejited  Jron^  SECURITIES 


long-term  team  approach.  Talk  to  us.  Tooether,  we  con  achieve  uncommon 


Uncommon  Wisdom 


Wachovia  Securities  is  the  trade  name  tor  the  corporafo  and  investment  banl<.ing  ser  -     >  j(  W:  ;hovia  Corporation  and  its 


subsidiaries,  including  Wachovia  Sccuiities,  Inc.  ("WJi"),  member  NYSE,  NASD.  SIF- 


■'Wachovia  Corpaiation 


SSgA 


SPDR:  the  complete  S&P  500  in  one  share. 
stwsIK^n(,louALAllvlsoK^     Find  out  more:  visit  wwzv.amex.com/SPY  or  call  i-Soo-THE  AMEX. 


*lJsuiil  brokerage  c  "inini.ss.ion  applies.  Since  inception  in  UI93.  iWe  SFDR  I'lust  has  distributed  only  $0.l6  in  short  and  long-term  capi 
For  more  complete  '>PDR  information  and  a  prospectus,  including  potential  risks,  call  I-SOO-THE  AMEX  or  visit  www.amex.com/S, 
prospectus  carefully  i><  lore  investing. 

ALPS  Distributors,  Inc.,  a  re^stered  broker-dealer,  is  distributor  for  the  SPDR  Trust,  a  unit  investment  trust. 
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Along  came  a  spider  and  sat  down  beside  her  and  enlightened 
fi  Muffet  as  to  the  many  benefits  of  a  strongly  diversified  portfolio. 

Now  would  be  a  very 
good  time  to  get  to  know 
Spiders. 

Spiders  (SPY)  are 
exchange  traded  funds  that 
instantly,  in  one  transaction, 
diversify  your  portfolio  wflh 
all  the  opportunilies  of  the 
SS.P  500. 

The  story  goes  like  this: 
each  Spider  share  represents 
the  whole  basket  of  S&P  500 
stocks,  just  like  a  tradftional 
index  fund.  But  you  buy  and 
sell  Spiders  like  a  stock.  In 
fact,  you  can  trade  them  all 
day.  So,  it's  the  best  of  both 
worlds  —  made  even  better 
,  by  low  management  fees 

and  low  taxes.* 

Spiders  are  one  of 
more  than  lOO  exchange 
traded  funds  listed  on  the 
American  Stock  Exchange. 
Just  ask  your  advisor.  And 
see  how  smart  il  might  be 
to  balance  your  portfolio 
on  eight  legs. 


SRVDR 

AMERICAN 

STOCK  EXCHANGE* 


Rs  are  subject  lo  risks  .similar  to  those  of  stocks.  Investment  returns  will  fluctuate  and  are 
's.  when  redeemed  or  sold,  may  be  worth  more  or  less  than  their  original  cost.  Past  perfi  r 

and  SPDR'  are  trademarks  of  The  McGraw-Hill  Companies.   Inc..  and  have  ); 
Stock  Exchange  LLC.  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  .S(  . 
Mion  regarding  the  advisability  of  investing  in  SPDRs.    (©aOOZ  a.meeican  stock  ex<:-. 


.  I  uet  volatility,  so  that  an  investor's 
guarantee  of  future  results. 

or  use  by  PDR  Services  LLC  and 
1  s  and  Standard  &  Poor's  makes  no 


Your  legacy  systems  have  helped  you  grow  strong. 
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Why  uproot  them  now?  You  don't  have  to  start  over  to  get  ahead. 
Imagine  integrating  your  legacy  systems  easily,  adapting  to  changinr 
customer  needs  faster,  even  receiving  an  early  ROI  —  all  without  uprootinp 
existing  business  applications.  We're  already  doing  that  for  3  out  of  5 
Fortune,  500  companies.  And,  WRQ's  software  is  rated  #1  in  service  and 
support.     For    case    studies    with     proven     ROI,     visit    www.wrq.com/info 

,■^4.     .  ;■;  ©2002  WRQ,  Inc.  All  rights  reserved. 
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i  Steve  Forbes,  editor-in-Chief 
'ith  all  thy  getting  get  understanding' 


Why  Are  We  Expendable? 


:THE  federal  GOVERNMENT  THINKS  THE  POSSIBILITY  OF  A 
allpox  attack  by  terrorists  is  real  enough  to  perhaps  vaccinate 

00,000  health  care  and  safety  workers  so  they  can  respond  to 

ich  an  assault,  why  shouldn't  the  rest  of 

s  be  inoculated  as  well?  In  June  a  gov- 

rnment  advisory  panel  had  recom- 

lended  that  only  some  10,000  to  20,000 

:alth  care  professionals  be  immunized 

gainst  smallpox.  The  other  280  million- 
)lus  .\mericans  would  have  to  wait  until 
liere  was  an  actual  outbreak.  This  is 
ibout  as  dumb  as  government  gets. 

Smallpox  is  one  of  the  deadliest  dis- 
eases in  history.  Get  it  and  there's  not 
much  even  modem  medicine  can  do;  your 

lances  are  little  better  than  50-50.  Small- 

X  decimated  much  of  the  native  American  population  when  it 

[came  over  with  the  Europeans,  more  than  400  years  ago.  (One  rea- 

,  by  the  way,  the  buffalo  population  exploded  in  the  West,  leading 

ibsequent  settlers  to  think  the  animal  could  be  killed  with  aban- 

lonL  Smallpox  mortally  threatened  George  Washington's  army 
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Back  to  the  future.  Administering  smallpox 
inoculations  should  be  routine  again. 


during  the  Revolution.  Washington  decided  to  give  his  troops  the 
then-available  version  of  inoculation,  which  was  so  crude  it  could 
take  the  lives  of  close  to  5%  of  those  undergoing  the  treatment.  But 
his  decision  saved  the  bulk  of  the  army. 

Critics  point  out  that  about  one  in  a 
million  people  might  die  from  side 
effects  of  the  vaccine.  Some  people  might 
also  contract  a  cowpox  virus,  with  possi- 
bly lethal  results.  All  this  is  why  we  should 
start  voluntary  inoculations  now.  Health 
care  providers  would  thus  have  an 
opportunity  to  screen  people  at  risk  from 
the  vaccine's  side  effects.  But  it  should  be 
made  clear  that  if  you  choose  to  be  vacci- 
nated you  give  up  the  right  to  sue. 

The  risks  of  a  smallpox  vaccination 
program  seem  minuscule  compared  to  the  devastation  that 
would  be  wrought  from  terrorists'  introducing  the  highly  con- 
tagious virus  into  our  uninoculated  population.  Furthermore, 
the  public  health  community  hardly  covered  itself  in  glory  cop- 
ing with  the  anthrax  crisis  last  fall. 


Plus  Ca  Change... 


THIS   35-YEAR-OLD   FORBES  COVER 

underscores  the  obvious  but  oft-over- 

i)oked  truth:  While  numbers  convey 

ecision,  what  goes  on  behind  those 
lumerals  is  anything  but  precise.  What 

the  assumed  rate  of  return  for  pen- 

)n  funds?  What  is  your  discount  rate 

T  future  revenues  on  a  long-term 
Dntract?  How  do  you  book  probable 
Jst  overruns  on  a  long-term  project?  How  much  do  you  assume 

lu  will  recover  when  you  bill  a  customer?  And  on  and  on  it  goes. 


MAY1S.  1967/FIFTY  CENTS 


Forbes 


Investors  repeatedly  must  learn 
that  the  bottom  line — earnings  per 
share — is  only  the  beginning  of  finan- 
cial analysis.  Rooting  through  balance 
sheets  and  footnotes  is  a  crucial  neces- 
sity. Except  in  cases  of  outright  fraud, 
there  was  no  dearth  of  fiscal  informa- 
tion about  individual  stocks.  The 
dearth  was  in  the  digging  for  it. 
The  cover  should  be  a  warning  to  Congress  and  regulators: 
Ever  more  rules  rarely  contribute  to  clarity  and  truthfubiess. 


What  Are  Earnings? 


Bull  Market?  Buoyant  Economy?  Here^s  How 


lERE  ARE  KEY  FACTORS  TO  WATCH  OUT  FOR  IN  THE  FATE  OF  OUR 
hnggling  economy  and  wobbling  equity  markets: 
Tight  money.  Just  as  a  car  won't  run  well  without  sufficient  fuel, 
economy  won't  run  well  without  sufficient  credit.  The  Ped- 
al Reserve's  deflation  between  1997  and  2001  was  a  prime 
luse  of  our  slowdown  and  of  much  of  the  economic  turmoil 
around  the  world.  A  good  barometer  of  liquidity  is  the  price  of 
Id:  If  gold  falls  below  $300,  watch  out:  We'll  be  followmg  the 
e  disastrous,  too-tight-money  path  that  Japan  has  trod  since 


1989.  If  the  yellow  metal  settles  in  aroimd  $325,  we'll  be  in  good 
shape.  The  ideal  price  would  be  closer  to  $350.  Too  bad  Fed 
Chairman  Alan  Gr;rei;.sp<in  %von't  be  explicit  about  what  guides 
monetary  policy;  not  k'  o  .ing  adds  undesirable  uncertainty. 
•  Taxes.  Cut  them.  Democrats,  as  usual,  will  howl,  but  voters  will 
respond  positively.  Malv?  the  capital  gains  levy.  Get  rid  of,  or 
ameliorate,  the  aJternat  ■  minimum  tax.  Slash  business  taxes; 
our  burden  is  no\v  r. . .  ;ne  heaviest  among  industrial  nations. 
Make  dividends  .>;.-     i;ble.  And  make  last  summer's  pitiful 
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FACT  AND  COMMENT 

reductions — which,  adding  insult  to  injury,  are  phased  in  over 
several  years — effective  (and  permanent)  now. 

•  Trial  lawyers.  These  folks  have  destroyed  scores  of  tangentially 
connected  companies  with  asbestos  lawsuits;  driven  ever  more 
good  doctors  from  practicing  medicine;  enacted,  in  cahoots  vwth 
politicians,  a  multibiUion-doUar  unlegislated  tax  increase  on  ciga- 
rettes that  falls  disproportionately  on  low-income  Americans;  and 
infused  our  society  with  legal-action  fear  (you  can  be  sued  for  any- 
thing today).  Will  they  now  loot  and  wreck  corporations  that  make 
honest  but  unsuccessful  business  decisions?  In  other  words,  are  we 
on  the  way  to  making  a  business  failure  a  civil  or  criminal  offense? 

•  State  regulators  and  state  attorneys  general.  Will  they  rev  up  harass- 
ment of  companies — extorting  billions  of  dollars — ^by  charging 
them  with  "violating"  the  more  ambiguous  areas  of  accounting  and 
tax  law?  We're  not  talking  about  bucket  shops  or  fraud  but  about 
having  government  do  to  businesses  what  trial  lawyers  already  do: 
shake  them  down  for  money  and  eye-catching  headlines. 

•  Stock  options.  These  are  a  vital  instrument  for  startups  and, 
properly  employed,  are  a  great  motivation  for  executives  in  exist- 
ing companies.  The  new  accounting  oversight  board  may  effec- 
tively put  the  kibosh  on  them  with  arbitrary  expensing  rules. 

•  Consumer  credit  crunch.  Accounting  regulators  could  also  shut  off 
the  flow  of  credit  for  homeowners  and  consumers  by  making  it 
difficult  for  financial  institutions  to  sell  packages  of  mortgages  and 
consumer  loans  to  money  and  pension  fiinds.  How?  By  forcing 


lenders  to  include  these  packages  as  liabilities  on  their  bala] 
sheets,  even  though  they've  been  sold  to  investors.  Seeuritizat 
enables  lenders  to  spread  the  risks  and  obtain  liquidity  for  fr 
loans  and  mortgages.-But  accounting  pooh-bahs  dislike  securiti 
tion  and,  in  the  current  climate,  may  tar  it  with  the  Enron  brus 

•  Health  care.  Will  Washington  saddle  us  with  an  open-enc 
Medicare  entitlefrient  for  prescription  drugs,  burdening  us  all  -< 
crippling  pharmaceutical  research  and  development?  The  t 
proposal  is  a  plan  from  the  Galen  Institute.  It  would  provide  1( 
income  seniors  with  $600  a  year  for  drugs,  as  well  as  with  affo 
able  private  insurance  that  would  cover  most  costs  above  tl 
Alas,  liberals  would  rather  have  an  issue  than  a  sensible  solutic 

•  The  IMF.  Having  cut  off  at  the  knees  the  economies  of  Tur 
and  Argentina,  the  International  Monetary  Fund  is  now  app 
ing  its  chainsaw  prescriptions  of  high  taxes  and  currency  de^ 
nation  to  Brazil.  Without  the  pro-growth  policies  of  sta 
money,  low  taxes  and  property  rights,  Brazil  will  default  on 
debts.  IMF  bailouts  only  postpone  the  unnecessary  inevitabl 

•  The  war  on  terrorism.  How  President  Bush  chooses  to  deal  v. 
Iraq  will  be  crucial.  Appeasement  and  irresolution  will  unc 
mine  the  war  effort.  A  floundering  America  will  not  for  long 
a  vigorous,  prosperous  America.  The  President  and  his  li 
tenants  must  vigorously  make  the  case  to  us  and  to  the  wc 
why  Saddam  Hussein  must  be  forcibly  removed  from  pov 
The  sooner,  the  better. 


Monstrous  Example  and  Precedent 


Napoleon — ^by  Paul  Johnson  (Viking,  $19.95).  Succinct,  incisive  por- 
trait of  the  most  written-about  figure  in  history,  except  for  Christ. 
With  an  unerring  scalpel,  Johnson  cuts  to  the  quick  of 
Napoleon's  character.  Though  a  genius  of  extraordinary 
dimension,  Bonaparte  was  a  ruthless  opportunist.  No 
Lincolnesque  ideals  or  vision  motivated  him  in  his  end- 
less wars,  only  conquest  and  personal  power.  He  was  the 
prototype  of  the  20th-century  totalitarian  dictator:  He 
wielded  absolute  power;  created  widespread  networks 
of  secret  police  and  spies;  controlled  a  massive  govern- 
ment propaganda  machine,  aided  by  collaborating 
intellectuals,  artists  and  authors;  held  phony  elections 
and  plebiscites;  and  engendered  those  never-ending  conflicts. 
Bonaparte  was  no  ideologue  a  la  Hitler,  Mao  or  Lenin.  Although 
quite  capable  of  wanton  cruelty,  he  did  not  have  the  lust  for  killing 


for  the  sake  of  killing  that  drove  Hitler  and  Stalin.  However, 

example  of  unrestrained  power  helped  make  their  type  possiblt 
Johnson  gives  no  truck  to  the  argument  that  tl" 
oughgoing  transformations  of  governments  are  p 
sible  only  through  bloodshed.  After  all,  Britain, 
Scandinavian  countries  and  other  parts  of  Eur 
experienced  modernizing  reforms  without  con\ 
sions  like  the  Terror  and  the  Napoleonic  wars.  Bo 
parte  destroyed  the  Holy  Roman  Empire,  but  t 
made  possible  the  unification  of  Germany  and 
deadly  mutation  of  Prussian  nationalism.  By  the  t: 
Bonaparte  was  vanquished,  his  unnecessary  wars 

taken  the  lives  of  4  million  to  5  million  people. 

France  never  recovered  its  pre-Napoleonic  eminence 

European  power  politics. 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Meet-71-73  Gansevoort  St.  (Tel.:  242-0990).  Another  hap- 
pening scene  with  sleek,  modern  decor.  For  a  tasty  appetizer 
try  the  sundried  beef  \vith  pickled  beets,  arugula  and  horse- 
radish oil.  For  a  first-rate  main  dish  try  the  snapper  with  arti- 
chokes, carrots  and  lemon  emulsion  or  the  pan-seared  lobster 
with  potato  gnocchi.  The  mocha  zabaglione  parfait  and  the 
chocolate  pistachio  pinnacle  with  burnt  honey  ice  cream  are 
sensationally  sinful. 


•  Tatany  52-250  East  52nd  St.  (Tel.:  593-0203).  Unpretei 
tious,  popular  neighborhood  Japanese  restaurant,  with  attei 
tive  service  and  pleasant,  bustling  ambience.  The  skewers- 
meats,  seafood  and  vegetables — are  grilled  to  perfection. 

•  Josie's-300  Amsterdam  Ave.,  at  74th  St.  (Tel.:  769-1212). 
great  place  to  sip  an  organic  carrot  juice  or  a  magnificent  ma 
garita.  Classic  "healthy"  fare:  delicious  salads,  stir-fty,  salmc 
burgers  and  roast  chicken.  Be  sure  to  save  room  for  dessert. 
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Heller  Ehrman  y  The  System  jpr 


After  forty  years  of  helping  revolutionize  the  Lif6,'^tfent?es,s 
renowned  for  navigating  complex  legalv financial  and  regulatoryroadbldq 
But  challenging  systenns  nneans  more  than  grasping  the  cehtral  nervpijs  sy&t;| 
of  law.  It  means  keeping  our  finger  on  the  pulse  of  science  and  haying  jri||| 
respect  for  the  challenges  of  improving  aptci  prolonging  'nurn^a^JWe 


Challenging  the  laws  of  convention. 


►  Can  music  be  recorded  on  a  beam  of  light? 


Cassettes^- 


■Compact  Discs^- 


■DVDs^- 


maxell 

Expanding  Memory  &  Mobility^ 


Just  a  few  years  ago,  all  consumers  recorded  music  on  cassette  tape'    ^  iJay,  they  can  record  MP3s  on 

DVDs.  Maxell  has  helped  lead  this  extraordinary  rate  of  evoluti':     ■  '  developing  technologies  that 

expand  memory  and  mobility.  We  cieate  products  that  pri  '   .  ncr  capacities  and  increased 

performance  in  smaller  sizes-specifically  recordabl;;  data/entc;    :    :  nedia  and  portable  energy. 

We  also  strive  to  establish  partnerships  that  speed  the  development    r  v'lcve  technologies.  By  committing 

ourselves  to  the  key  areas  of  memory  and  mobility,  we  are  able  to  con'.isiently  introduce  new  products 

.     to  market-products  that  will  chai^ge  the  way  we  live  and  work  forever. 


naXBll       Recordable  Media      Data  Storage      Portable  Energy      Technological  Partnerships 


OTHER  COMMENTS 


If  history  teaches  anything,  it  teaches  that  simple-minded  appeasement 

or  wishful  thinking  about  our  adversaries  is  folly.  It  means  the  betrayal 

of  our  pasty  the  squandering  of  our  freedom. 


-RONALD  REAGAN  (1983) 


odd  Attitude  The  federal  government  needs  to  shed  its 
paternahstic  "father  knows  best"  attitude  about  the  smallpox 
vaccine.  Even  President  Bush  said,  "I  haven't  made  any  decisions 
as  to  who  is  going  to  be  vaccinated  or  not."  With  all  due  respect 
to  the  President,  it's  not  his  decision.  In  a  free  society,  it's  a 
decision  that  individuals  should  make  for  themselves. 

There  are  some  280  million  Americans  and  the  vaccine 
stockpile  will  be  more  than  450  million  doses  by  the  end  of  this 
year.  Even  if  only  a  fraction  of  the  population  were  vaccinated 
beforehand,  a  "community  immunity"  effect  would  occur  that 
lowers  the  rate  of  transmission  of  the  disease  and  significantly 
increases  the  chances  of  success  of  a  ring  containment  strategy. 
As  a  result,  the  chances  of  a  successful  attack  would  be  lowered, 
which  could  also  have  a  deterrent  effect  and  thus  might  prevent 
such  an  attack  from  occurring.  But  that  won't  happen  if  Ameri- 
cans aren't  given  the  freedom  to  choose  the  vaccine. 

—CHARLES  V.  PENA,  Cato  Institute 

1  ime  to  Act  The  proliferation  of  weapons  of  mass  destruc- 
tion has  flindamentally  changed  the  world.  At  the  rate  at  which 
nuclear,  chemical  and  biological  weaponry  and  missile  technology 
have  been  proliferating  we  must  expect  that  these  weapons  will  be 
used.  This  is  the  greatest  challenge  of  our  times.  We  must  rise  to  it. 
Saddam  must  go.  His  continued  survival  after  comprehen- 
sively losing  the  Gulf  War  has  done  untold  damage  to  the  West's 
standing  in  a  region  where  the  only  unforgivable  sin  is  weakness. 
His  flouting  of  the  terms  on  which  hostilities  ceased  has  made  a 
laughingstock  of  the  international  community.  His  appalling 


"Hold  on,  I  have  caw  waiting." 


mistreatment  of  his  own  countrymen  continues  unabated 
clear  to  anyone  willing  to  face  reality  that  the  only  rea 
Saddam  took  the  risk  of  reftising  to  submit  his  activities  to  I 
inspectors  was  that  he  is  exerting  every  muscle  to  build  Wt 
To  allow  this  process  to  continue  because  the  risks  of  actio: 
arrest  it  seem  too  great  would  be  foolish  in  the  extreme. 

—MARGARET  THAFCHER,  Wall  Street  Jo 


Back  to  School  in  the  Detroit  Public  Schools,  wl 
children  often  make  do  without  school  supplies,  the  dist 
[has]  allowed  thousands  of  items  to  collect  dust  for  years 
warehouse.  The  inventory — 5,692  supplies  for  a  total  of  426 
items — is  worth  $3.8  million.  Some  of  the  items:  63  pack; 
of  50  ml  beakers  ($3,034);  1,104  packages  of  thick-lead  cok 
pencils  ($21,815);  and  1,871  Houghton  Mifflin  Primary 
tionaries  ($14,981 ).  Officials  say  the  district  can't  give  the  supj 
to  schools  because  it  can't  afford  to  eat  the  costs.  LaShaw: 
Griffin,  16,  said  her  school  could  use  some  of  the  science  supp 
"We  didn't  dissect  anything  in  science  because  we  didn't  1 
the  stuff,"  she  said.  "We  just  watched  a  tape  about  it  instead 
—CHASTITY  PRATT,  Detroit  Free  1 

French  Stink  Henri  Ounoyer,  mayor  of  the  posh  re  t 
town  of  La  Grand-Motte  in  southern  France,  has  ordered  pc 
to  stop  people  leaving  the  beach  in  swimwear  for  an  odor  ch 
Anyone  found  to  be  too  smelly  will  be  ordered  to  cover  u- 
pay  a  fine.  He  says  he's  tired  of  foul-smelling  foreign  tourist 

—CHARLES  OLIVER,  Reason  0> 


n 


if 


Fatal  Flaw  The  great  evils  of  Bonapartism^die  deifica 
of  force  and  war,  the  all-powerful  centralized  state,  the  us 
cultural  propaganda  to  apotheosize  the  autocrat,  the  marsha 
of  entire  peoples  in  the  pursuit  of  personal  and  ideolo^ 
power — came  to  hateful  maturity  only  in  the  twentieth  cent 
It  is  well  to  remember  the  truth  about  the  man  whose  exar 
gave  rise  to  it  all,  to  strip  away  the  myth  and  reveal  the  rea  ': 
All  forms  of  greatness,  military  and  administrative,  nation 
empire  building,  are  as  nothing — indeed  are  perilous  in 
extreme — without  a  humble  and  a  contrite  heart. 

—PAUL  JOHNSON,  Napo 

Cruise  Control  Life  on  board  a  pleasure  stea  :r 
violates  every  moral  and  physical  condition  of  healthy  life  ex  )t 
fresh  air. ...  It  is  a  guzzling,  lounging,  gambling,  dog's  life,  e 
only  alternative  to  excitement  is  irritability. 

—GEORGE  BERNARD  SHAW 
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aturally,  they  came  to  Morgan  Stanley^;We  settp  Work  tg  overcome  regij 
ithinkable  acquisition  possible.  The  re^u|1?  The  PCJmpapy  grew  signific< 
pened.  Such  complex  challenges  are  our  passion.  Such  client  succes| 


'ments  and  services  are  offered  throuoH  M©'it.!-?n  Stanley  c 
5ct  their  privacy.  Morgan  Stanley  -  Client  At  A 


,tommunications  compam 
]  obstacles,  making  a  once 
^33  of  communication  were 
;ion.  What  can  we  do  for  you? 


itiployeg  names  have  been  changed 
lin  Stanley  ©  2QG2  Morgan  Stanley 


MARVIN  GARDENS 


PARK  PLACE 


ifHE  NEW'2003  1|TURN«  L-SERIES.  Does  a  practical  midsize  sedan  have  to  look  like  a  practical 
midsize  sedan?  Prescnring  the  redesigned  L-Series.  Available  with  a  powerful  V6i  Leather  Appointments!, 
a  DVD  systemt'aiatt  a  Marvin  Gardens  price  tag.  Every!i^ay,  meet  elegant.  Elegant,  meet  everyday. 


L300  shown.  $21,255  MSRP  Tax.  lille.  license  and  other  optional  equipment  are  extra.  Each  retailer  sets  its  own  price  which  may  differ  from  the  price  above.  'VB  available  in  L300  and  LW:  pF 


les  MONOPOLY.  MARVIN  GARDENS,  and  PARK  PLACE  are  trademarks  of  Hasbro.  \nc.  ©2002  Saturn  Corporatic 


ome  students  dream 

of  staying  after  school 


a  global  program  where  real  Agilent  scientists  and  en( 
volunteer  their  time  to  demonstrate  how  much  fun  sci( 
really  can  be.  It's  a  balloon-powered  car.  An  actual  cp( 
periscope  you  can  build  at  home.  It's  how  a  light  bulb  t 
It's  igniting  a  spark  in  tomorrow's  scientists  and  engini 
And  it's  just  a  small  part  of  Agilent's  ongoing  efforts  t( 
enrich  communities  the  world  over. 


Agilent  Technologies 


dreams  made  real 


UPRENT  EVENTS 


Ernesto  Zedillo,  former  president  of  Mexico 


Latin  America,  the  Wrong  Hangover 


RNAUSnC  ACCOUNTS  OF  THE  BACKLASH  IN  LATIN  AMERICA 
nst  economic  reforms  and  globalization  too  often  grace  the 
Id's  most  influential  newspapers  today.  In  colorful  chronicles 
report  how  Latin  Americans,  from  Mexico  to  Argentina,  are 
rtting  the  reforms  launched  15  or  so  years  ago  and  how  politi- 
s  promising  to  reverse  those  reforms  are  gaining  power  in  the 
an.  It  is  a  widespread  sentiment  that  privatization,  fiscal  disci- 
e  and  the  opening  of  markets  to  foreign  competition  have  not 
'  gone  too  far  but  also  failed  to  deliver  the  better  living  stan- 
\s  expected.  Overimbibing  reform  has  resulted,  some  say,  in  a 
re  hangover,  which,  when  it  wears  off,  will  leave  behind  a 
d  e.xperiment  of  free  markets  and  fiscal  responsibility. 
Mthough  still  short  of  openly  proposing  the  outright  return 
(rofuse  state  intervention  and  closed  economies,  these 
;rvers  have  found  fertile  ground  on  which  to  question  the 
rm  processes  of  the  1990s  altogether.  Seeds  of  doubt  have 
I  nurtured  by  the  rather  dismal  economic  situation  in  most 
n  countries,  ranging  at  best  from  cases  of  very  slow  and 
efore  insufficient  growth,  as  in  Mexico,  to  unprecedented 
ncial  crisis,  as  in  Argentina.  Almost  every  economic  and 
al  evil,  old  or  new,  in  Latin  America  is  now  too  easily 
uted  to  the  economic  modernization  policies  of  recent  years. 

iter  Think  Twice 

Tue  that  reality  has  not  met  expectations  and  that  according 
resent  trends  the  region's  ftature  does  not  look  partic;ularly 
ht.  Economic  growth  forecasts  for  2002  have  been  revised 
fnward  almost  monthly — at  first  because  of  the  crisis  in 
fntina  but  more  recendy  because  of  the  deterioration  in  the 
lomies  of  Brazil  and  other  South  Cone  countries.  It  is  now 
istic  to  anticipate  a  GDP  contraction  for  Latin  America  of  at 
t*1.5%  in  2002 — and  that  only  if  present  financial  problems 
't  get  much  worse. 

There  is  reason  for  Latin  Americans  to  feel  sour  over  the 
ient  state  of  affairs,  but  politicians  and  the  public  alike 
jld  think  twice  before  opting  for  a  vigorous  populist  revival, 
y  should  remember  what  brought  on  the  reform  processes 
le  late  1980s:  hyperinflation,  stagnation  and  political  insta- 
y — the  indisputable  legacy  of  the  previous  populist  era. 
re  important,  they  should  try  to  imagine  what  would  lie 
id  if  a  return  to  past  practices  were  attempted.  Irresponsible 
il  policies  and  isolationist  strategies  would  not  promote  eco- 
lic  growth;  they  would  make  the  region's  economies  even 
re  vulnerable  to  external  shocks.  And  unemployment. 


poverty  and  inequality  would  certainly  get  worse.  The  result 
would  be  another  lost  decade  for  Latin  America,  like  the  1980s, 
and  that  could  conceivably  threaten  the  significant  democratic 
progress  that  has  been  so  painfiJly  achieved. 

Please,  Not  Another  Lost  Decade 

Did  results  fall  short  of  expectations  because  there  was  too  much 
reform  or  too  little?  In  my  view,  the  latter  is  closer  to  the  truth.  As 
significant  as  they  were,  Latin  America's  economic  and  institu- 
tional reforms  were  insufficient  to  deliver  the  promised  results. 
Mexico  had  to  endure  a  major  financial  crisis  in  1994-95,  because 
its  otherwise  remarkable  macroeconomic  adjustment  of  a  few 
years  earlier  had  not  been  taken  far  enough  to  raise  the  domestic 
savings  rate.  Economic  growth  was  therefore  too  dependent  on 
the  availability  of  foreign  capital.  Also  the  privatization  of  com- 
mercial banks  was  not  accompanied  by  the  implementation  of  a 
strong  system  of  banking  regulation  and  supervision. 

Argentina  is  suffering  its  worst  economic  crisis  because  the  gov- 
ernment not  only  failed  to  complete  the  execution  of  its  reform  pro- 
gram but  also  made  decisions  that  fully  destroyed  whatever 
strengths  had  previously  been  built.  The  most  conspicuous  instance 
of  this  self-destruction  was  the  imposition  of  controls  on  bank 
deposits  last  December.  By  taking  this  absurd  action  the  government 
razed  the  exchange-rate  convertibility  system — what  remained  of 
it — as  well  as  the  banking  system,  which,  by  virtue  of  its  being 
backed  substantially  by  foreign  capital,  had  until  then  been  strong. 

In  recent  months  the  financial  markets  have  been  severely  pun- 
ishing Brazil.  According  to  most  analysts,  this  is  because  of  the 
political  uncertainty  there.  But  that  is  an  incomplete  interpretation. 
Political  uncertainty  is  affecting  die  Brazilian  economy  because  it 
was  highly  vulnerable  in  the  first  place.  Brazil's  public  debt  has  been 
growing  very  fast:  It  was  on  average  33%  of  GDP  in  1997  and  is  now 
more  than  58%.  The  likelihood  of  a  sudden  episode  of  confidence 
erosion  would  ha\'c  been  much  lower  had  diis  not  been  the  trend. 
The  IMF's  $30  billion  support  package  announced  last  month  will 
be  successful  only  if  Brazil's  government  finances  are  improved  per- 
manentiy  so  as  to  reduce  the  relative  size  of  Brazil's  public  debt. 

Latin  American  politicians,  both  in  office  and  in  the  opposi- 
tion, should  once  and  for  d!  recognize  tiiat  tiiere  is  no  way  around 


the  indispensabh 
They  should  r',. 
Bolivia,  Gonzal 
we  are  suffering; 
not  from  the  re 
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'at  have  been  too  long  postponed. 
•nth  of  what  the  new  president  of 

.  Lozada,  said  to  me  recentiy:  "Sure, 
•il'le  hangover— but  it  so  happens  it's 
V,  L;ut  from  those  not  yet  made!"       F 

.-ahnson.  eminent  Britisfi  historian  and 
.iijmn.  To  see  past  Current  Events  columns. 
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iqiTAL  RULES 


Rich  Karlgaard,  publisher 


American  Gothic 


DU  ARE  CYNICAL  ABOUT  CEOS  THESE  DAYS.  MEET  DICK  RESCH. 
's  the  antithesis  of  all  that  is  souring  America's  mood  and 
ecking  its  confidence.  Resch  runs  KI,  a  contract  manufacturer 
a  sector  he  calls  plebeian:  business  furniture.  Privately  held, 

does  north  of  $600  million  in  annual  sales — 12%  pretax 
)fit  in  a  good  year — with  3,500  workers  scattered  in  a  few  sites 
•und  cheesy  Green  Bay,  Wis. 

Before  I  go  on  about  KI,  let  me  connect  some  dots.  Readers 
this  column  know  of  my  interest  in  learning  to  tly  a  small  air- 
ine.  In  December  I  acquired  a  new  Cessna  Skyhawk.  Last 
)nth  I  earned  my  instrument-rating  certification  in  it.  The 
I  ticket  is  indispensable  if  one  wishes  to  travel  on  a  schedule. 

Thus  equipped,  I  have  begun  a  flying  tour  across  the  U.S.  to 
lort  on  what  is  right  about  American  business.  My  bet  is  that 
tside  the  panicked  technology  and  financial  capitals,  the 
jntry  is  soldiering  along  just  fine.  Honest  accounting  and 
dership  prevail  in  most  parts,  a  story  untold  by  the  business 
:ss  and  TV  shoutfests. 

KI  begins  my  journey.  Its  leader,  Dick  Resch,  ought  to  be 
joster  boy  for  upright  CEO  behavior.  He  grew  up  in 
nneapolis  and  graduated  from  MIT  in  1961  and  Harvard 
siness  School  in  1963.  He  followed  his  HBS  classmates  to 
Jl  Street  at  the  start  of  the  1960s  bull  run.  But.  like  Warren 
ffett — who  after  graduating  from  (Columbia  and  sniffing  Wall 
eet  up  close,  spun  on  his  heels  and  returned  to  Omaha — 
sch  fled  Manhattan.  He  took  a  job  at  Kreuger  Metal  Products 
Green  Bay.  Metal  products?  Green  Bay?  Resch's  dash  to  the 
onies  looked  like  a  study  in  status  suicide. 

inkruptcy  Nightmares 

sch's  connections  to  Wall  Street  would  later  come  in  handy. 
eliger  founder  Al  Kreuger  died  in  1967.  A  dozen  years  later  his 
rs  told  a  local  bank  to  put  their  70%  ownership  up  for  auction. 
5ch,  then  37  and  a  vice  president,  owned  just  3%  of  Kreuger. 
t  he  decided  that,  careerwise,  this  was  his  hour.  He  contracted 
ig-league  roster  of  Kohlberg  Kravis  Roberts,  Citicorp  and  Clay- 
1,  Dubilier  &  Rice  and  pulled  off  a  leveraged  buyout.  Resch 
ng  it  all  on  the  line:  "My  salary  in  1979  was  $40,000.  I  was 
rsonally  on  the  hook  for  seven  figures  to  make  it  happen." 

In  1988  Resch  and  his  managers  did  another  LBO  to  win 
Tiplete  control  of  the  renamed  KI.  Again,  Resch  pledged  his 
tire  net  worth.  He  now  says  these  personal  trials  by  fire  are  the 
sis  of  KI's  financial  discipline  today.  "I  had  »  picture  in  mind 
my  family's  going  bankrupt  if  I  failed.  That's  of  a  different 
ignitude  than  seeing  your  options  underwater." 

Management  and  employees  own  100%  of  KI.  Resch  makes 
;ryone  put  in  real  cash.  Options  do  not  exist  at  KI.  But  an 


internal  market  governs  the  privately  held  company,  and  the 
accounting  firm  KPMG  has  calculated  a  rising  valualion  lor  KI 
during  each  of  the  last  23  years.  This  despite  KI's  sales  having 
fallen  5%  a  year  for  the  last  two. 

Having  customers  in  a  broad  .swipe  of  industry  scgmcnt.s — 
education,  government  and  health  care — ensured  KI's  relative 
success  in  a  business-fiirniture  market  that  collapsed  in  mid-2000. 
KI  itself  had  a  big  exposure  to  technology  clients.  "Sun  Microsys- 
tems did  $18  million  with  us  in  2000,  and  ,$4  million  la.sl  year," 
says  Resch.  But  KI's  larger  competitors,  such  as  publicly  traded 
Steelcase  and  Herman  Miller,  were  hit  worse  by  the  tech  falloff 
Both  are  down  30%  in  .sales  from  the  peak.  KI  is  off  10%. 

Frugality  is  another  KI  secret.  To  see  how  this  works,  you 
have  to  walk  the  foctory  floor,  behind  Resch's  office.  KI  runs  on 
the  principle  of  cellular  manufacturing.  Teams  of  ten  or  so,  each 
ensconced  in  an  area  of  perhaps  a  thousand  square  feet,  handle 
most  of  a  product's  assembly.  1  saw  no  cog-like  assembly  lines.  I 
saw  few  signs  of  wastefiil  indirect  labor,  such  as  carts  with  parts 
zipping  here  and  there.  Workers  seem  to  prefer  cellular  manu- 
facturing. They  can  sec  the  fruits  of  their  labor  and  take  pride  in 
their  work.  The  factory  floor  was  spotless. 

To  institute  cellular  manufacturing,  Resch  had  to  fight  the 
machinists  union,  which  preferred  "35-page  descriptions  of 
what  each  job  title  could — and  could  not — do."  Eventually 
Re.sch  mounted  a  campaign  to  decertify^  the  union,  which  took 
several  years.  Why  not  just  move  to  South  Carolina?  "I  believed 
in  the  Wisconsin  worker,"  .says  Resch. 

Deep  Financial  Literacy 

The  stunner  about  KI's  workers  is  that  they  are,  to  a  person,  finan- 
cially literate,  although  some  didn't  finish  high  school.  Resch 
ob.sesses  about  financial  literacy.  Monthly,  he  makes  team  cell  lead- 
ers attend  classes  on  P&Ls,  balance  sheets,  inventory  turns  and  the 
like.  Each  cell's  results,  updated  weekly,  are  tacked  to  a  wall  for  all 
to  see.  If  a  cell  blows  it  on  customer  complaints  or  by  not  using 
available  scrap  metal,  the  sin  is  posted!  Monthly  bonuses  to  cell 
members,  called  gainshares,  are  based  on  these  results. 

KI  is  not  a  spectacular  success.  It  is  a  solid  one,  led  by  a  CEO 
who  believes  in  the  eternal  values:  fiscal  discipline,  worker  edu- 
cation, community  responsibility,  the  long  view. 

Cool  stories  '  "  "'.  "bound  in  America.  Intent  on  report- 
ing them  to  R)\  - icrs,  1  boarded  my  litde  Skyhawk  at  the 
airport's  Tideto  ■•'  <  ienter  the  next  morning  and  departed 
Green  Bay  in  lo"  iotj.  Next  stop:  a  visit  with  the  most  amazing 
software  compa: ".  vou'-, e  probably  never  heard  of  F 

li  Karlgaard's  home  page  at  www.forbes.com/karlgaard 
ail  him  at  publisher@forbes.com. 
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What,  Me  Worry? 

The  banks  that  led  $365  billion  in  telecom  lending  have  avoided  big  losses. 
The  folks  they  used  to  offload  the  risk  weren't  so  lucky,  by  scott  woolley  pi 


THE  BANKERS  THAT  FUELED  THE  TELECOM  BOR- 
row'ing  binge  should  be  throwing  themselves  off  a 
rooftop  by  now.  Since  early  1998  they  have  lent 
5365  billion  to  telecom  companies,  says  Loan 
Pricing  Corp.  Then  came  an  unending  string  of 
defaults.  Winstar,  McLeodUSA,  360  Networks, 
Global  Crossing  and  Metromedia  Fiber  have  filed 
for  bankruptcy  protection — trailed  by  the  biggest  belly  flop  of 
all,  WorldCom  with  S32  billion  in  debt.  Qwest  may  go  next. 

Yet  the  debacle  has,  io  tar,  barely  bruised  the  banks  that  led 
the  way:  J.P.  Morgan  Chase,  Citigroup  and  Bank  of  America. 
Those  three  each  led  over  ^4')  billion  in  telecom  debt  deals  last 
year  alone.  But  they  have  eluded  the  financial  fallout  by  shifting 
much  of  the  flaky  paper — and  most  of  the  risk — on  such  insti- 
tutions as  the  California  Public  Employees  Retirement  Systems 
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(Calpers)  and  the  pension  fund  for  government  workers  in  U^m] 
Angeles  County  as  well  as  lesser  rivals  like  Mellon  Financis'l 
Which  helps  explain  wh\'  the  banks  floated  so  many  risky  loaj 
in  the  first  place.  "Bankers  have  gotten  away  from  beirlnons 
bankers,"  says  Frank  Colombo,  managing  director  at  Seapo 
Group,  which  trades  distressed  debt.  "There  used  to  be  a  disc 
pline  founded  from  the  fact  that  you  owti  the  debt." 

The  big  banks  offloaded  the  risk  by  syndicating  loans  wide  iilers 
to  other  banks  and  shipping  bonds  to  pension  funds  and  insu  '& 
ance  companies  drawn  to  the  high  yields.  Now  Calpers  ar  'mpa 
other  pension  funds  are  among  the  bondholders  suing  J.P.  Mo  we 
gan,  Citigroup,  Bank  of  America  and  myriad  other  lendei  feij 
charging  a  lack  of  due  diligence  in  their  underwriting.  (Tl 
banks  say  the  suits  have  no  merit.) 

Calpers  lost  $330  million  in  WorldCom  debt  A  Texas  tead  Itker 


the  Numbers 


banks  were  lead  agents  on  hundreds  of  billions  in  telecom 
t.  Yet,  happily  for  them,  they  held  on  to  little  of  that  paper. 

ELECOM  LOANS  ORIGINATED  SINCE  JANUARY  1999    ^ 
(SBILLIQN) 

iJ.P.  Morgan  Citigroup  Bank  of  America 


J. P.  Morgan 


TELECOM  LOANS  HELD 
(SBILLIQN) 


Citigroup  Bank  of  America        j 


PERCENT  OF  ORIGINATED  LOANS  NOW  HELD 


J. P.  Morgan 

« 


Citigroup  Bank  of  America 


cm:  LiMn  Mdnc  Carpi,  conipany 


tension  fund  lost  $59  million,  the  New  York  State  pension 
S88  million.  Mellon  Financial  just  wrote  off  $100  million  as 
ult  of  bum  WorldCom  loans  it  held.  Since  the  beginning  of 
the  value  of  telecom  debt  in  the  secondary  market  has  fallen 
,  compared  with  no  change  for  the  debt  market  overall, 
"he  megabanks'  exposure,  by  contrast,  was  mild.  J.P.  Mor- 
which  led  telecom  deals  worth  $235  billion  since  1998, 
y  holds  $8  billion  in  telecom  loans — mostly  very  senior  debt 
is  likely  to  be  repaid  in  full.  Last  quarter  J.P.  Morgan  saw 
mercial  loan  chargeoffs  rise  $81  million  to  $293  million,  due 
irt  to  telecom  problems  as  well  as  the  overall  sluggish  econ- 
As  for  the  biggest  bankruptcy  in  history — WorldCom — J.P. 
gan's  exposure  ended  up  being  less  than  $20  million, 
ometimes  banks  fare  all  too  well  at  spreading  the  risk  to 
rs.  WorldCom's  wipeout  was  a  nonevent  at  Citigroup's 
ing  arm,  which  sold  off  the  risk  to  institutional  clients — 
iding  Citigroup's  own  insurance  divisions,  which  owned 
miUion  in  WorldCom  debt  that  is  now  worth  a  tiny  frac- 
of  that,  says  Chief  Financial  Officer  Todd  Thomson.  As  the 
began,  4%  of  Citigroup's  corporate  credit  loan  portfolio 
n  telecom,  compared  with  8%  of  total  debt  offerings  since 
.  Bank  of  America's  total  is  down  to  1%. 
Jow  the  big  Wall  Street  banks  are  capitalizing  nicely  on  the 
hape  of  telecom.  The  big  loans  they  make  now  are  debtor- 
3Ssession  financing  deals  with  companies  in  Chapter  1 1. 
ke  earlier  loans,  this  paper  is  typically  very  well  secured, 
ing  the  leaders  of  WorldCom's  recent  $750  million  posses- 
loan:  J.P.  Morgan  and  Citigroup. 

t  could  be  months  or  years  before  Calpers  and  other  stung 
-holders  get  a  verdict  in  their  lawsuits  against  the  lead 
;rs.  A  bigger  threat:  More  falling  telecom  dominoes  could 
:ick  the  banks  with  debt  they  can't  dump  or  hedge.  Wireless 
panics,  some  looking  overextended,  tend  to  have  much 
;  bank  debt.  Other  telecom  companies  also  have  bank  lines 
edit  they  can  draw  on  as  a  last  resort. 
>ut,  for  now  at  least,  the  megabanks  have  shown  that  mak- 
>ad  loans  can  be  a  good  business — as  long  as  you  can  find 
jrs  you  can  fob  them  off  on.  F 


An  Option  to  Do  Nothing 

As  companies  fess  up  about  earnings  hits 
from  options,  lots  more  are  still  keeping  mum. 
Small  wonder,  by  Elizabeth  macdonald 


So  far  30  big  companies,  including  Citigroup  and  General 

Motors,  have  announced  plans  to  expense  employee  options. 
But  that  leaves  thousands  standing  pat. 

The  table  below  shows  ten  S&P  500  companies  that  would 
have  had  the  most  dramatic  swings  in  their  net  earnings  had 
they  expensed  options  last  year,  based  on  a  study  of  footnote 
disclosures  by  accounting  pro  Jack  T  Ciesielski.  For  the  entire 
S&P  500,  says  Ciesielski,  not  booking  options  as  an  expense  in- 
flated earnings  by  31%  in  2001  and  9%  in  2000. 

But  there's  another  reason  companies  aren't  budging.  Figur- 
ing out  an  option's  fair  value  is  as  tricky  as  trying  to  throw  a  dart 
at  a  moth.  The  most  common  valuation  model  assumes  that  high 
volatility  produces  a  greater  value,  as  a  stock  could  swing  up- 
ward. But  given  events  like  9/11,  how  can  any  company  predict 
volatility  for  illiquid  options  over  many  years?  Option  grants'  fair 
value  for  tech  companies  in  the  S&P  500  swung  from  $24  billion 
in  1999  to  $72  billion  in  2000,  then  down  to  $45  billion  last  year. 

The  accounting  gets  even  hairier  Say  a  company  has  a  $100 
million  option  grant  that  vests  in  five  years.  In  year  one  it  would 
book  $20  million  on  the  income  statement  in  compensation  ex- 
pense and  then  $20  million  as  paid-in  capital  in  shareholders' 
equity  on  the  balance  sheet.  It  would  also  Increase  its  deferred 
tax  asset  on  its  balance  sheet  by  $7  million  ($20  million  times  a 
35%  tax  rate)  and  lower  its  tax  provision  by  $7  million.  Aftertax 
compensation  expense  of  $13  million  results  In  a  net  change  in 
stockholders'  equity  of  $7  million.  Got  that?  F 

Not  So  innocent 


These  S&P  500  companies  would  have  seen  the  biggest 
impacts  on  their  earnings  had  they  expensed  options  in  2001. 
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Title  Fight 


Refinancing?  Radian  Group  is  aiming  to  crack 
the  title  insurance  cartel  by  offering  a  less 
expensive  product.  Too  bad  you  can't  get  it. 

BY  IRA  CARNAHAN 

If  you've  refinanced  recently  to  take  advantage  of  histori- 
cally low  mortgage  rates,  you  know  about  the  title  insurance  racket. 
When  refinancing  a  $275,000  mortgage,  a  Texan  pays  at  least 
$1,255  and  a  New  Yorker  at  least  $828  to  have  his  home's  title  re- 
searched and  insured.  That's  awfully  expensive  considering  that 
this  insurance  protects  only  the  bank,  not  the  homeowner,  from 
liens  and  other  claims  that  might  cloud  title.  Homeowners  who 
refinance  continue  to  rely  on  the  owner's  title  insurance  they  got 
when  they  first  bought  their  house. 

The  $1.1  billion  (sales)  Radian  Group,  the  nation's  fourth- 
largest  mortgage  insurer,  has  a  cheaper  alternative:  just  $325  for  a 
$275,000  mortgage.  Too  bad  you  can't  get  it.  Title  insurers  are  cir- 
cling the  wagons  and,  so  far,  they're  winning. 

Radian  cuts  costs  by  dispensing  with  traditional  title  searches 
for  refinancings,  home  equity  loans  and  second  mortgages,  and  is- 
sues "lien  protection"  to  lenders.  But  after  protests  by  title  insur- 
ers, the  California  Department  of  Insurance  in  June  effectively 
halted  sales  of  Radian's  lien  protection  nationwide. 

Title  insurers  claim  that  because  Radian's  lien  protection  offers 
narrower  protection  than  regular  title  policies,  it's  a  threat  to  con- 
sumers. But  that's  absurd.  Lenders  are  protected  by  this  insurance. 


Hit  IVIan 


Informants  are  telling  Allied 
Capital  that  its  ex-chairman 
is  badmouthing  the  company. 
And  did  he  really  smack 
that  female  executive? 

BY  ELIZABETH  ^UCCO^'ALD 

IT'S  TOUGH  ENiA-CAi  !1AVING  SHORT- 
sellers attacking  yoiir  lompany.  Allied 
Capital,  the  countn- :,  i.irt:r(.>v  business 
development  com;- .,  ;  Washing- 
ton, D.C.,  also  has  t.  >  omcnd  with 
David  Gladstone,  its  former  chainnan. 

Joan  M.  Sweeney,  Allied's  chici  oper- 
ating officer,  says  investors  and  analysts 
have  told  the  company  Gladsl(>nt  has 
been  making  disparaging  comments 
about  Alhed's  earnings  quality  that  are 


David  Gladstone,  in  a  1985  photo, 
went  on  to  head  AMied,  only  to  be 
pressured  out  in  1997. 


not  homeowners.  Even  ratings  agencies  Moody's,  Fitch  and  Stan- 
dard &  Poor's,  which  approve  loans  later  sold  in  the  mortgage- 
backed  securities  market,  say  the  product  is  solid.  "It's  unfortuna 
it's  so  controversial,"  says  E-Loan  Chief  Executive  Chris  Larsen  o1| 
the  Radian  offering.  "It's  really  a  step  toward  efficiency." 

Yet  in  the  world  of  state  insurance  regulation,  the  fact  that 
homeowners  could  save  $3  billion  a  year  (by  Radian's  calculation 
seems  irrelevant.  State  regulators  are  focusing  instead  on  the  nar 
row  legal  question  of  whether  lien  protection  is  mortgage  guarant 
insurance  or  title  insurance.  If  it's  title  insurance,  then  Radian  cai 
offer  it  nationwide  only  if  it  goes  through  the  costly  process  of  coi 
forming  to  a  host  of  regulations  in  all  50  states.  Some,  including 
Texas,  Florida  and  New  Mexico,  simply  set  prices  outright.  Radian) 
appealing  the  California  ruling,  but  it  looks  like  a  tough  fight. 


similar  to  the  short-seUers'  lines.  Exhill 
A:  How  Allied  values  its  debt  and  equ  | 
investments  in  small,  private  outfits. 

David  Einhorn,  a  New  York  C: 
short-seller,  contends  35%  of  Allied's  $'. 
billion  private  finance  portfolio  is  inflat 
(FORBES,  July  22).  Allied  says  Einhorn 
off  base  and  that  sales  prices  have  lopp 
carrying  values  by  a  total  of  $77.5  milli 
over  the  last  five  years. 

Did  Gladstone  trash-talk  Allied 
short-seller  Einhorn?  "Not  at  all,"  si 
Gladstone,  maintaining  that  his  o\ 
business  development  company  would 
hurt  by  a  faltering  Allied.  He  recalls  ta 
ing  to  Einhorn  about  Allied's  investm< 
in  Velocita,  a  fiber-optic  company  tl 
filed  for  bankruptcy,  saying  "it  seemed 
be  mispriced"  and  that  he  hoped  tl 
wasn't  "indicative"  of  how  Allied  ran 
portfolio.  Einhorn  says  he  discussed  w 
Gladstone  his  belief  that  Allied  was 
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)U'RE  TIRELESS  IN  YOUR 
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marking  down  problem  loans  and  that 
Gladstone  directed  him  to  accounting 
rules  stipulating  how  they  should  be  car- 
ried at  fair  value.  "He  was  clearly  skepti- 
cal, but  I  don't  remember  him  saying 
Allied  was  doing  its  accounting  wrong," 
says  Einhorn,  adding  that  an  attack  on 
Gladstone  is  a  diversion  from  Allied's 
accounting  issues.  (He  says  until  May  he 
had  invested  in  Gladstone's  firm,  Glad- 
stone Capital  of  McLean,  Va.)  Two 
investors  who  decline  to  be  named  say 
Gladstone  badmouthed  Allied  to  them. 

The  tale  gets  really  interesting  when  it 
comes  to  why  Gladstone  left  Allied.  He 
says  the  problem  was  that  management 
resisted  his  push  to  sell  the  company.  Our 
sources  indicate  Allied's  board  forced 
Gladstone  to  resign  in  February  1997 
after  he  twice  smacked  a  female  executive 
in  the  back  of  the  head,  hard  enough  to 
make  her  head  snap  forward.  While  Glad- 
stone hotly  denies  this,  eyewitnesses  and 
internal  documents  support  the  accusa- 
tion. A  former  senior  official  who  has 
reviewed  these  documents  also  concurs. 
The  board's  audit  committee  told  Glad- 
stone never  to  approach  her  or  abuse  any 
other  staffer  and  to  seek  counseling. 

Meanwhile,  fifteen  senior  executives 
threatened  to  quit  over  a  divisive  office 
atmosphere.  Executives  were  also  freaked 
out  over  Gladstone's  Christmas  party 
monologues,  which  included  sexual  jokes 
about  Allied's  previous  chairman,  though 
he  says  he  was  just  "kidding  around." 

Worse  were  Allied's  run-ins  with  the 
feds  on  Gladstone's  watch.  For  instance. 
Allied  used  loans  two  subsidiaries  got 
from  the  Small  Business  Administration 
for  projects  involving  nonqualified  com- 
panies. The  SBA  mandated  senior  man- 
agement changes,  and  Allied  removed 
Gladstone  as  an  officer  at  the  units.  Glad- 
stone says  the  SBA  audited  Allied  but  he 
wasn't  asked  to  step  down. 

When  he  left  Allied  for  good,  he  sent 
out  his  own  press  release  on  company  let- 
terhead entitled:  "David  Gladstone,  An 
American  Success  Story,"  at)out  his  climb 
up  from  tobacco-picking  days.  The  public 
relations  contact  listed  on  the  release:  a 
mysterious  "Laura"  (no  last  name).  Turns 
out  she  is  Allied's  ex- marketing  director. 
Laura  is  also  Gladstone's  daughter.        F 
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Airplane  Crash 


Who  flew  Fairchild  Dornier  into  the  ground?  by  rishawn  biddli 


Unlike  the  other  spectacular  bank- 
ruptcies of  recent  months,  the  April  col- 
lapse of  aircraftmaker  Fairchild  Dornier 
was  easy  to  miss.  Once  famed  for  making 
planes  flown  by  the  German  Luftwaffe 
during  World  War  II  and  by  Admiral 
Richard  Byrd  during  his  exploration  of  the 
South  Pole,  the  company  was  reduced  to 
making  just  one  plane  a  month  by  the  time 
it  filed  for  bankruptcy,  owing  $718  million 
to  banks  and  the  German  government. 


Not  so  happy  now:  Carl  Albert. 


But  Carl  Albert  noticed.  Albert,  60, 
had  bought  Fairchild  out  of  a  previous 
bankruptcy  in  1990  and  turned  it  into  the 
third-largest  manufacturer  of  short-range 
jets,  in  part  by  acquiring  80%  of  Daimler- 
Benz's  Dornier  unit.  When  he  and  his  25 
partners  sold  a  98%  stake  in  Fairchild 
two  years  ago  for  $1.2  billion  to  buyout 
firm  Clayton,  Dubilier  &  Rice  and  German 
insurance  giant  Allianz,  they  were  so  im- 
pressed with  Clayton,  Dubilier  that  they 
passed  up  more  cash  on  the  promise  of 
$200  million  in  proceeds  once  Fairchild 
was  sold  or  taken  public. 

"We  were  supposed  to  have  a 
world-class  management  and  a  world- 
class  product,"  says  Albert,  in  the  living 
room  of  his  Bel-Air,  Calif  mansion. 
"Since  bankrupt  companies  aren't 
exactly  world  class,  it's  obvious  that 


they  didn't  keep  their  promise." 

Until  recently  Clayton  led  a  charmed] 
life.  With  a  string  of  successes  going  bai 
to  its  formation  in  1978  as  one  of  the  eai 
buyout  shops,  the  firm  now  controls  as- 
sets valued  at  $3.5  billion.  The  Fairchild 
mess  and  a  dispute  involving  Clayton's 
management  of  the  Kinko's  copier  chaia 
(FORBES,  June  10)  mar  the  record. 

In  a  written  response  Clayton  blame: 
the  failure  of  Fairchild  on  fallout  from  lasi 
September's  terrorist  attacks,  as  well  as 
the  collapse  of  an  $870  million  refinancii 
plan  that  would  have  included  $345  milli 
from  the  German  government.  Plans  to  si 
the  company  to  Boeing,  Bombardier  and 
others  also  fell  through.  As  proof  of  its 
commitment,  the  firm  notes  the  $381  mil 
lion  in  equity  it  put  into  the  deal,  along  wi; 
another  $147  million  from  Allianz. 

Albert,  a  former  corporate  lawyer, 
scoffs  at  the  Sept.  II  excuse.  In  a  letter  toj 
Clayton's  chairman,  Joseph  Rice  III,  and 
interviews,  Albert  blasts  Clayton  for  with 
holding  information  about  the  company's 
shaky  finances  from  him  and  fellow  direcl 
tors.  Albert  reserves  his  harshest  criticisi 
for  Charles  Pieper,  a  Clayton  partner  who| 
was  chairman  of  Fairchild.  As  the  compar 
was  tumbling  into  insolvency  in  February 
Albert  claims  that  Pieper  spent  $21,000  f 
a  week's  rental  of  a  Mercedes  and  a  drive 
while  in  Singapore  on  a  marketing  trip. 
Pieper  didn't  return  calls  for  comment. 

It  seemed  even  more  chaotic  inside. 
Even  though  Clayton  ordered  productior 
cut  by  75%  last  September,  Fairchild 
continued  to  pile  up  $350  million  in  un- 
sold planes  and  other  inventory  in  its 
main  Oberpfaffenhofen,  Germany  factor 
"When  I  came  in,  Clayton,  Dubilier  didn'1 
know  how  much  money  Fairchild  spent 
every  month,"  says  Olaf  Sachau,  who  be 
came  vice  president  of  finance  last  year 

Albert  mostly  blames  himself  for 
doing  the  deal.  "It's  a  mess  I  wish  I  didn't 
get  into." 
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Nailed  by  a 

nitpick: 

DOV  President 

Arnold  Lippa. 


DOV  Pharmaceutical  entered  the 
public  market  one  day  after  a 
financial  restatement.  Now  it's 
winning  a  race  for  the  bottom. 

BY  MICHAEL  MAIELLO 


TIMING  IS  EVERYTHING.  THE  DAY  BEFORE  DOV  PHAR- 
maceutical  went  public  on  Apr.  25,  raising  $65  million, 
it  amended  its  registration  statement  by  order  of  the 
Securities  &  Exchange  Commission.  The  feds  said 
DOV  had  to  change  the  way  it  accounted  for  a  joint 
venture  in  1999.  A  nitpick,  with  no  impact  on  DOV's  bottom 
line,  but  in  this  skittish  environment  the  restatement  was  like  a 
flashing  red  light  inviting  securities  lawsuits  in  case  the  stock  did 
badly  Which  it  did.  DOV  has  fallen  from  $13  to  $4  and  change.  It 
also  has  the  dubious  title  of  worst  first-day  performance  of  a 
new  issue  of  2002  so  far,  out  of  58. 

The  question  now  is  whether  DOV  and  its  bankers  should 
have  postponed  the  5-million-share  offering  to  give  investors 
time  to  absorb  the  new  information.  That's  the  argument  made 
by  Mark  Gardy,  lead  attorney  in  a  class  action  filed  in  federal 
court  in  New  Jersey  against  DOV  and  its  team  of  bankers:  CIBC, 
Lehman,  Lazard  and  Fidelity  Capital  Markets. 

"The  minute  you  mention  restatement  these  days,  it's  a 
curse,"  Gardy  says.  "The  underwriters  should  have  known 
that."  The  last-minu;e  change  was  reason  enough  for  U.S. 
Bancorp  Piper  Jaffrav,  which  wasn't  one  of  the  underwriters, 
to  allow  20  investors  ho  bought  4,600  shares  to  rescind  their 
trades,  worth  $60,0.  (■.  It  probably  didn't  help  that  the 
restatement  had  to  do  with  the  balance  sheets  for  a  joint  ven- 
ture with  Elan,  the  Irish  plv^rmaceutical  company  that  has 


had  its  own  accounting  problems  (FORBES,  Sept.  17, 2001). 

The  banks  dechned  comment,  but  Dov  President  Arnol| 
Lippa  insists  the  company,  which  is  creating  a  nonsedating ; 
iety  medication,  had  no  reason  to  delay  the  offering.  "This  wd 
not  a  material  change,"  he  says,  blaming  the  sinking  share  priq 
on  the  weak  market  for  tech. 

The  investment  banks  may  have  shot  themselves  in  the  foq| 
by  pricing  the  offering  too  richly.  Evidently  unable  to  persuadj 
enough  investors  to  jump  in,  CIBC  was  left  holding  1.9  millio| 
shares,  or  1 3%  of  the  company.  The  overhang  of  unsold  shar^ 
isn't  helping  the  stock  price. 

!  ...And  the  Hottest? 

Irrational  exuberance  has  moved  to  China. 

BY  ROBYN  MEREDITH 

If  the  slightest  whiff  of  irregularity  is  enough  to  tank  a 

stock  in  America,  it  seems  to  have  the  opposite  effect  in 
China.  The  Hong  Kong  branch  of  the  state-owned  Bank  of 
China  recently  sold  25%  of  its  shares  in  a  wildly  oversub- 
scribed initial  offering,  raising  $2.5  billion.  Here's  what  exu- 
berant investors,  including  Hong  Kong  tycoons,  brushed  off 

►  No  less  than  9.5%  of  the  branch's  loans  have  gone  bad. 
If  they  were  written  off,  the  bank  would  be  nearly  broke.  Its 
parent  bank  in  mainland  China  boasts  a  25.4% 
nonperforming  loan  ratio. 

►  Bank  managers  have  a  habit  of  embezzling. 

►  Political  interference  dictates  that  many  loans  go  to 
inefficient  state-owned  enterprises. 

►The  money  raised  will  be  used  to  shore  up  the  shoddy 
finances  of  the  parent  in  Beijing. 

►The  bank  is  run  by  Communists. 

The  stock  is  trading  on  the  Hong  Kong  Exchange  at  the  equiva- 
lent of  $1.05,  near  its  initial  price.  Our  advice:  Hire  B  of  C's 
investment  bankers.  Those  folks  could  sell  anything.  F 
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Whoever  said  getting  there  is  half  the  fun 
didn't  have  to  get  there  with  a  three  year  old. 

Search  for      shortest  flights 


Sometimes  the  best  way  to  get  there  is  the  fastest  way  to  get  there.  Expedia  lets  you 
sort  your  flight  options  by  shortest  flights,  arrival  times,  lowest  price,  and  you  can  change 
your  search  without  using  the  back  button.  Easy  and  secure  transactions  backed  by 
24-hour  customer  support.  It's  never  been  easier  to  find  the  trip  you're  looking  for. 
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Winn-Winn  Situation 

Internet  hype  survives  even  when  the  dot-com 
doesn't,  by  brendan  coffey 

THE  INTERNET  STOCK  BUBBLE  MAY  have 
burst,  but  the  hype  behind  it  hasn't. 
Craig  Winn  and  Ken  Power,  two  co- 
founders  of  defunct  Web  retailer  Value 
America,  recently  self-published  In  the 
Company  of  Good  and  Evil:  A  True  Story  of 
Seduction  and  Betrayal,  a  rambling,  almost  mes- 
sianic defense  of  Winn's  role  in  the  company. 

Value  America  was  one  of  the  most  spectac- 
ular dot-com  failures.  It  went  public  in  1999 
and  briefly  held  a  market  cap  of  $3.2  billion 
before  entering  a  death  spiral  that  put  it  out  of 
business  16  months  later.  But  don't  blame 
Winn — he  says  he  never  wanted  to  go  public.  Wall  Street  and  the 
media  forced  him.  And  Winn  never  wanted  to  cash  out  Value 
America  shares  to  the  tune  of  $200  million  either;  his  "clueless" 
board  of  directors  forced  his  hand. 

Winn,  whose  penchant  for  self-promotion  is  detailed  in 
another  book,  Dot  Bomb,  by  company  p.r.  head  J.  David  Kuo, 
spreads  the  blame  for  the  company's  faOure.  Among  the  guilty: 
"homo-chromos"  (Wall  Street  investment  bankers);  "cock- 
roaches" (onetime  chief  executive  Thomas  Morgan,  Kuo  and 


various  board  members);  and  "Hitler"  (chief  executive  Glend 

Dorchak,  also  known  as  "der  Dorchak"  and  "the  EvU  One"). 
The  problem,  say  Winn  and  Power,  wasn't  the  strategy  c 

selling  online  at  cut-rate  prices — it  was  the  failure  to  imph 

ment  Winn's  revolutionary  retailing  vision  and  to  utilize  h 
talents.  And,  according  to  the  book,  those  are  coi 
siderable:  He  can  dash  off  ad  copy  better  tha 
Madison  Avenue  professionals,  design  a  Virgin; 
home  in  the  style  of  MonticeUo  and  Mount  Vq 
non,  command  a  television  presence  superior  1 
Bill  Clinton's  and  recall  whole  conversation 
almost  verbatim  years  later. 

The  last  comes  in  handy  because  Winn  quoti 
particularly  fawning  exchanges.  When  he  pitch< 
the  Value  America  idea  to  Paul  AUen,  the  Microso 
cofounder  replies,  "This  is  exactly  what  Bill  andj 
envisioned."  Later,  Intel's  Andy  Grove  tells  Wmi^ 
"This  is  powerful.  You're  really  going  to  shake  u 
the  industry  with  this."  FedEx  founder  Frederid 

Smith  gushes:  "Yours  is  the  best  damn  business  plan  I've  ev( 

read  . . .  even  better  than  my  own." 

Smith,  for  one,  disputes  the  recollection,  stating,  "I  certaia 

don't  recall  ever  saying  the  Value  America  business  plan  was  be 

ter  than  our  FedEx  plan." 

But  Winn  expected  criticism.  "This  is  Moby  Dick  for  the  21 

century,"  Winn  and  Power  write,  and  Winn  "bore  its  scars,  m 

unlike  Melville's  Captain  Ahab."  That  much  is  apparent:  Winn 

version  is  a  whale  of  a  story. 
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wITIuKC  I  niS  Why  are  the  lawyers  getting  $3.3  billion  in  fees  from  the  Texas  tobacco 
settlement  trying  to  avoid  a  state  investigation?  by  daniel  fisher 


In  professional  football,  if  s  called 

running  out  the  clock.  In  the  law  courts, 
it's  standard  operating  procedure.  Texas  At- 
torney General  John  Cornyn  wants  to  know 
how  five  trial  lawyers  who  stand  to  share  bil- 
lions of  dollars  in  fees  for  handling  the 
state's  tobacco  settlement  got  the  cushy  as- 
signment from  the  state.  If  the  five  can  delay 
Cornyn's  investigation  until  after  the  Novem- 
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'ex-attorney  general 
Daniel  Morales. 


ber  elections— Cornyn  is  running  for  U.S. 
Senate— his  successor  just  might  be  less  in- 
clined to  pursue  the  case. 

The  five  have  a  lot  at  stake  in  this  legal 
skirmish,  which  has  remained  largely  out  of 
the  public  eye.  For  the  rest  of  their  lives  they 
will  share  fees— which  equaled  $120  million 
in  1999— from  the  sale  of  cigarettes  in 
Texas.  Cornyn's  probe  could  stop  the  fees, 
even  force  the  Tobacco  Five  to  return  them. 
Cornyn  is  looking  into  whether  the  lawyers 
breached  their  fiduciary  duties  to  a  client, 
Texas.  Under  a  1999  Texas  Supreme  Court 
decision,  lawyers  might  lose  their  fees  if 
found  to  have  broken  their  fiduciary  duty. 

The  most  damning  evidence  to  emerge 
so  far  is  the  sworn  testimony  of  Houston  trial 
lawyer  Joseph  Jamail,  who  said  he  was  ap- 
proached by  former  attorney  general  Daniel 
Morales  in  1995  but  walked  away  after 


Morales  solicited  a  $1  million  bribe  in  ex- 
change for  representing  the  state.  Morales 
maintains  it  was  a  misunderstanding. 

Jamail's  testimony  was  taken  in  1999 
but  remained  bottled  up  as  the  five  tobacci 
lawyers— Harold  Nix,  John  Q'Quinn,  Wayni 
Reaud,  Walter  Umphrey  and  John  Eddie 
Williams-fought  to  the  U.S.  Supreme  Cou 
to  keep  the  records  in  the  hands  of  a  coop' 
erative  federal  judge  in  Texarkana,  Tex.  Thi 
lost  that  fight  this  spring,  and  the  deposi- 
tions surfaced.  Since  then  the  lawyers  hav 
contested  the  judges  assigned  to  the  casi| 
and  sought  a  change  to  at  least  three  othB 
districts.  Their  attorney,  Michael  Tigar,  de; 
dined  comment  but  said  in  a  filing  that  his 
clients  "are  not  interested  in  delay  for 
delay's  sake,"  and  accused  Cornyn  of  bei| 
politically  motivated.  Tigar  also  asked  to 
the  proceedings  until  after  the  elections, 
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They  both  took  care  of 


Dusiness. 


Took  care  of  their 

families. 


So  why  will  one 

leave  his  family  with  every 

advantage, 


while  the  other  leaves 

evervthine  to  chance? 


The  difference  is  an  estate  plan  that  will  leave 
more  of  your  assets  where  you  want  them  to  go. 
Northwestern  Mutual  Financial  Representatives 
offer  expert  guidance  in  estate  planning,  as  well 
as  a  network  of  specialists  to  help  get  you  closer  to 
all  your  financial  goals. 


^r  North^¥c  stern  Mutual 

FINANCIAL  NETWORK™ 


you  there  yet? 


!602  The  Northwestern  Mutual  Life  Insurance  Co.,  Milwaukee  Wl 


www.nmfn.com 


i   Calculated  Risk 


A  Knock  at  the  Door 

Greetings!  You  have  just  lost 
the  tax  research  audit  lottery. 

BY  JANET  NOVACK 

The  Internal  Revenue  Service  will 

soon  be  auditing  49,000  individual  2001  tax 
returns  as  part  of  its  biggest  tax  compliance 
research  project  since  1988.  But  unlike  regular 
audits,  which  target  suspect  returns,  these  audits 
will  hit  random  1040s.  Well,  not  quite  random. 
The  IRS  has  weighted  the  roulette  wheel  so  that 
rich  people,  taxpayers  with  lots  of  self-employ- 
ment revenue  (but  not  much  self-employment 
net)  and  megabucks  farmers  are  particularly 
likely  to  be  selected  for  the  study.  Past  research 
audits  have  been  likened  by  one  expert  to  an 
"autopsy  without  benefit  of  death,"  but  most  of 
these  audits  will  supposedly  be  less  grueling. 


The  odds  of  being  selected  for  an  audit. 
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Sheldon  Adelson  has  grandiose  plans  in  Macau.  Other 
people  are  putting  up  the  capital,  by  dorothy  pomerantz 


IT  WAS  A  COUP  OF  SORTS  LAST  FEB- 
ruary  when  Las  Vegas  casino  mogul 
Sheldon  Adelson  was  awarded  one 
of  three  new  licenses  to  open  a 
casino  on  the  peninsula  of  Macau.  A 
dark  horse  candidate,  Adelson  was  a 
long-shot  bet  to  win  a  license.  The  other 
two  winners  were  Steve  Wynn  and  long- 
time Macau  casino  boss  Stanley  Ho. 

Ever  since,  Adelson  has  been  crowing 
about  how  he  wiU  reinvent  not  just  the 
seedy  local  casino  business,  but  the  entire 
economy  of  Macau  with  a  1 ,500-suite 
hotel,  casino  and  convention  complex. 

"We're  looking  to  change  the  face  of 
Macau,"  boasts  Adelson,  69,  whose 
Venetian  casino  hotel  will  eventually  be- 
come the  largest  in  Las  Vegas,  with  a 
planned  3,000-room  addition.  "This 
will  be  the  crowning  achievement  of  my 
business  career.  It's  the  most  challenging 
adventure  I've  ever  taken  in  my  life  and 
has  the  potential  to  be  bigger  than 
everything  I've  ever  done.  I  wouldn't 
even  want  to  sell  it  for  $500  million.  It's 
going  to  be  worth  many  billions." 

Maybe.  Though  its  proximity  to  the 
gambling-crazed  Chinese  makes 
Macau  a  potential  jackpot,  it's  also 
known  as  one  of  the  most  violent  and 
corrupt  gambling  towns  in  the  world 
(FORBES,  Feb.  18).  But  Adelson  didn't 
get  onto  The  Forbes  400  by  exposing 
his  own  fortune  to  needless  risk.  He  is 
a  master  of  the  fine  art  of  using  other 
people's  money. 

To  build  the  Venetian,  Adelson  is- 
sued $515  million  in  junk  bonds,  then 
put  in  another  $95  million  in  cash.  But 
although  his  Sands  Expo  Convention 
Center  is  part  of  the  complex,  it  wasn't 
pledged  as  collateral;  it  was  pledged 
against  the  $75  million  that  Adelson 
borrowed  for  his  cash  equity  portion. 
So  if  the  deal  went  bust,  bondholders 
would  have  waited  behind  the  banks  to 
take  their  share  of  what  was  left  of  the 
collateral. 

In  Macau  Adelson  seems  to  have 
next  to  no  risk,  yet  has  cleverly  posi- 


tioned himself  to  enjoy  the  upside  if 
project  succeeds.  The  deal  with 
Macau  government  obligates  Adelsci 
group  to  spend  $1.1  billion  within 
years.  But  although  Adelson's  May  t< 
nancing  of  $850  million  in  notes 
eludes  an  allowance  of  up  to  $40  n' 
lion  for  Macau,  he  also  quietly  revea 
in  an  earlier  lOK  filing  that  his  Las  Ve 
Sands  Inc.,  which  is  privately  held 
issues  public  bonds,  isn't  "obligatec 
pay"  anything  on  the  project.  His  o 
commitment  is  an  option  for  a  3' 
stake.  The  privilege  of  gambling  i 
money  on  Macau  is  apparently  reser 
for  Adelson's  less  visible  partners,  v 
consist  of  prominent  local  families. 

Contrast  the  securities  filings 
Wynn,  whose  proposed  $408  mill 
initial  public  offering  includes  $23  r 
lion  for  Macau  and  an  exhaustive 
of  things  that  could  backfire  there. ' 
"unique  risks"  Wynn  cites  inch 
everything  from  Macau's  "untes 
regulatory  scheme"  to  "typhoons." 

Adelson  is  planning  to  defy  som 
the  traditions  of  Macau's  casinos, 
instance,  he  wants  to  install  3,000 
machines  in  a  locale  that  has  never  < 
braced  the  one-armed  bandits.  A  ri 
venture — but  it  isn't  necessarily  A( 
son  who  is  taking  the  risk. 


f 
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AQUOS™  THEATER 


flMt  'ntroducing  AQUOS  Theater.  The  world's  first  HDTV-compat:....  -.J  i.ich*  liquid  crystal  television 
lecttiS^-  coupled  with  the  world's  first  I'-Bit  multi-charnnel  digital  audio  system.  Watch  crystal-clear  images. 
Discover  sounds  that  you've  never  heard  before  with  1-Bit  technology.  And  enjoy  sleek  design 
that  complements  any  interior.  AQUOS  Theater  by  Sharp.  Cinematic  excellence,  by  design,  sharpusa.com 


15creen  size:  29.51"  (measured  diagonally) 
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Ghost  of  Scandals  Past 

A  Long  Island,  N.Y.  civil  lawsuit  the  feds  just  filed  says  once- 
jaUed  investment  banker  Dennis  Levine  failed  to  pay  2000  fed- 
eral income  taxes  of  $91,000,  including  $42,000  toward  a  $17 
million  tax  judgment  from  the  mid-1980s.  That's  when  his  fin- 
gering of  higher-ups  started  the  insider  trading  case  that  nailed 
Forbes  400  members  Ivan  Boesky  and  Michael  Milken.  The  feds 
say  the  nonpayment  entitles  them  to  apply  $  1 5  million  of  that 
judgment  against  Levine's  wife,  Laurie.  The  couple  reported 
joint  2000  income  of  $213,000.  No  comment  from  Levine,  50, 
who  now  heads  financial  adviser  Adasar  Group.  — Janet  Novack 

Looking  for  Trouble 

The  Segway  Human  Transporter,  the  much-hyped  battery-pow- 
ered scooter  using  gyroscopes  and  tilt  sensors,  won't  go  on  sale 


until  next  year  (expected  retail,  $4,000).  B 
.already  USA  Immigration  Law  Center,  whi 
despite  its  lofty  name  is  simply  another  priva 
profitmaking  law  firm  in  Washington,  D.C.,  h 
a  Web  site — sue-it.com — to  solicit  any  injur 
plaintiffs.  The  vehicle  "will  be  the  basis 
many  lawsuits,"  the  site  asserts.  Not  worried 
all,  says  Segway's  maker.  — Dirk  Smil 

Maybe  It  Was  Shredded 

Reports  are  circulating  among  current  and  p; 
Enron  Corp.  employees  that  a  huge  amount 
i.  valuable  company-purchased  artwork  cannot 
located.  The  art  would  be  sold  off  for  the  hem 
J  of  Enron's  thirsty  creditors.  One  rumor:  An  e 
Is  ^  worker  who  was  involved  in  the  art  acquisitii 
■  process  wants  a  "consultant"  fee  to  aid  the  searc 
'  Enron  flacks  say  only  that  the  firm  is  attempt! 
to  assemble  all  its  art,  purchased  prebankruptcy  during  its  bygo 
days  as  a  Houston  highflier.  — Lynn  J.  Co 

Life,  Liberty  and  the  Pursuits  of  Mogul 

A  U.S.  Department  of  Transportation  program  will  give  up 
$600,000  of  taxpayer  money  to  Horizon  Air.  Purpose:  to  subsid 
daily  round-trip  service  between  Los  Angeles  and  the  posh  ski  i 
sort  area  of  Sun  Valley,  Idaho.  — William  P.  Ban 


Timing  Is  Everything 


The  July  22  Informer  reported  that  V-Day,  Vagina  Monologt 
playwright  Eve  Ensler's  nonprofit  charity,  received  no  procet 
from  its  efforts  to  sell  tickets  to  her  latest  show,  Necessary  Tt 
gets,  whose  New  York  run  had  closed  in  April.  Following  distr 
ution  of  FORBES — and  several  weeks  after  we  started  inqu 
ing — ^V-Day  received  a  $464  check  from  the  sales.        — W.P 


The  dramatic  drop  in  violent  crime  has  been  attributed  partly  to  a  population  decline  in  those  younger  age  brackets  most  likely  i 
commit  such  offenses.  But— if  recent  headlines  are  any  guide— could  aging  baby  boomers  now  be  responsible  for  a  seeming 
increase  in  flashy  white-collar  crime?  Look  below  at  the  median  age  by  crime  of  offenders  handled  by  federal  courts  in  2000.— J., 
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Source:  U.S.  Sontencing  Commission. 
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How  can  you  increasi 
customer  profitability? 

Identify  (and  keep)  your 
most  valuable  customers' 

And  get  greater  ROI  from" 
your  marketing  campaigns? 


SAS^  is  all  you  need  to  know. 
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Blinded 

WHEN  THOMAS  SIEBEL  GRACED  OUR 
cover,  he  proclaimed  that  his  software  had 
foreseen  the  economic  slump  and  pre- 
dicted the  economy  would  bounce  back 
by  the  end  of  2002.  So  much  for  that  crys- 
tal ball.  In  a  July  statement  to  analysts 
Siebel  sounded  mournful:  "It  is  difficult 
to  express  how  weak  [the  market]  is." 
Siebel  Systems'  software  sales  plummeted 
41%  and  profits  61%  in  the  second  quar- 
ter fi-om  the  year  before.  The  San  Mateo, 
Calif.-based  company  will  lay  off  1,200 
employees,  16%  of  its  work  force,  and 
take  a  $225  million  restructuring  charge. 
Since  our  story,  Siebel  stock  has  tumbled 
70%  to  a  recent  $9.         — Carleen  Hawn 


Flashbacks 


APRIL  16.  2001 

Dow  7700, 
Baby! 

DURING  THE  JULY  STOCK 
market  plunge,  when  the  Dow 
Jones  industrial  average  fell  to 
a  four-year  low,  FORBES  read- 
ers may  have  taken  heart 
from  a  piece  we  ran  during 
the  2001  selloff.  We 
explained  that  investment  gurus  like  War- 
ren Buffett  and  Peter  Lynch  saw  a  silver 
lining  to  a  7700  Dow:  It  would  finally 
return  stocks  to  their  long-term  average 
of  15  times  earnings.  The  Dow  sank 
briefly  to  7489  on  the  morning  of  July  24, 
and,  oh,  the  bargains.  Even  Microsoft, 
which  we  called  wildly  overvalued  at  $60 
a  share  last  year,  looked  less  so  at  $42.  If 
you  followed  our  advice  and  bought  dirt- 
cheap  Mack-Cali  Realty,  you're  sitting 
pretty.  Its  shares  have  since  returned  24%, 
including  dividends.       — Stephane  Fitch 


40  YEARS  AGO  IN  FORBES/JULY  I,  1962 

Crash  Psychology  since  the 

beginning  of  this  year  some  $85  billion  that 
17  million  investors  thought  they  possessed 
have  disappeared,  $55  billion  in  the  last  five 
weeks  of  market  decline  alone.  Anyone  who 
thinks  this  won't  have  a  prompt,  marked  ef- 
fect on  consumer  and  corporate  spending 
isn't  thinking.  As  my  father  before  me  did,  I 
believe  one  of  the  most  vital,  yet  mathemat- 
ically unmeasurable  factors  determining  our 
economic  health  is  the  psychological  one. 
For  the  great  bulk  of  investors,  their  losses 
are  still  on  paper.  Yet  the  psychological  im- 
pact   on    their    thinking    and    planning 
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in  terms  of  spending  is  just  as  real  and 
Just  as  limiting. 

—Malcolm  S.  Forbes 

15  YEARS  AGO  IN  FORBES/ 
NOVEMBER  30.  1907 

Reading  the  Market  Does 

the  October  crash  foreshadow  an  eco- 
nomic collapse?  Only  one  in  nine  major 
crashes  has  done  so  in  60  years.  The 


JULY  22,  2002 

Moving  On 

OUR  COVER  STORY  TWO  ISSUES  AGO  TCi 
how  George  WaHner,  founder  of  tech  cq 
pany  Hypercom,  had  protected  a  key  ex 
utive  despite  numerous  complaii 
including  allegations  of  rape.  In  jj 
Hypercom  announced  that  its  chief  exe 
tive,  Christopher  Alexander,  would  repll 
Wallner  as  chairman,  "effective  imme 
ately."  WaUner  will  remain  at  the  compa 
exploring  new  ways  to  use  its  card  swij! 
The  company  would  say  only  that 
changes  would  "further  bmld  the  busiii 
in  the  years  ahead."  — Daniel  Ly, 

JULY  23,  2001 

Dosvedanya? 

A  FAMOUS  RESTAURANT  NAME  GOES  Jl 
SO  far.  The  Russian  Tea  Room,  Manb 
tan's  76-year-old  eatery,  served  its  last  b 
on  July  28,  closing  exactly  one  year  after 
ran  a  story  that  cast  doubt  on  its  viabi 
Jennifer  Oz  LeRoy,  who  had  taken  o 
from  her  late  father,  Warner  LeRoy,  wl 
she  was  22,  revamped  the  menu  and  d 
to  lure  younger  diners  by  bringing  in 
jockeys  on  the  second  floor.  But  the  rest 
rant  was  hampered  by  debt  and  a  w 
private  party  business.         — Dirk  Sm 


odds  are  slightly  better  that  it  may  f( 
shadow  a  recession  of  some  kind.  But 
odds  are  highest  that  it  presages  notf 
more  severe  than  a  correction  of  the  n 
ket's  own  previous  excesses  on  the  upsii 

5  YEARS  AGO  IN  FORBES/JUNE  16,  199 

The  Iniquity  of  Equitii 

[Says]  Paul  Samuelson,  the  distinguis 
Nobel-winning  economist  and  also  an  as 
investor:  "I  have  students  of  mine— Ph.D 
going  around  the  country  telling  people  i 
sure  thing  to  be  100%  invested  in  equitic 
only  you  will  sit  out  the  temporary  decline 
makes  me  cringe." 
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ay  my  worm  will  des 

J8  days  #  revenui 

.7  million  dollars  of  profill] 

4,000  lifetimes  of  greed 


a  world  where  there's  a  different  kind  of  threat  every  day,  you  need  a  d)  i  ind  of  security. 

w  threats  can  blow  right  through  any  firewall  or  anti-virus  software.  That's  where  we  corr.e  ^  .  /  oynamic  protection 
ps  you  condua  business  safely  in  the  face  of  ever-changing  threats  and  increased  risk.  Fro'Ti ;'  roactive  research  and 
ard-winning  software  to  24/7  protection  and  response  services,  our  solutions  detect,  prevent  and  respond  to  online 
acks  and  misuse.  No  matter  who  you're  up  against.  To  learn  more,  call  800-776-2362.  Or  visit  www.iss.net/ad/forbes. 
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Comfortably  seats  five  car  critics. 

"The  new  Q  is  a  first... stellar  performance  and  soul." 

-  Forbes.com 

"The  cabin  features  a  dazzling  array  of  technology." 
-  Automobile  Magazine,  May  2001 

"A  serious  player  in  the  high-end  segment." 

-  AutoWeel< 

'Ready  to  take  on  the  best  from  Lexus,  BMW  and  Mercedes-Benz." 

-  AMI  Auto  World  Magazine 


'Performance,  technology  and  luxury  abound  In  the  new  Q." 

-  Motor  Trend 


The  Q45.  From  Infiniti.  In  the  neighborhood  of  $55,000.* 


Accelerating   the  future"-        INFINIT 
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William  Aldinger 

says  he  built 

one  of  the  few 

successful 

lenders  to 

bad  credit  risks 

by  managing 

smarter.  People 

suckered  into  his 

mortgages  cite 

other  tactics: 

lies  and  deceit. 


ILLIAM  MYERS  PAIDXJFF  HIS  CREDIT 
i  debt  by  refinancing  his  mortgage  last 
r.  But  he  says  his  new  lender,  House- 
d  International,  charged  him  11% 
jrest,  not  7.2%  as  promised.  Then  it 
led  $14,400  in  fees  and  insurance  to 
$80,100  loan  and  stuck  him  with  a 
1,000  second  mortgage — at  20%  inter- 
He  didn't  notice  it  until  the  first  bill. 
'*They're  nothing  but  a  bunch  of 
;ving,  loan-sharking  crooks,"  he  says 
household,  the  nation's  largest  non- 
ik  lender  to  borrowers  of  less  than 
liar  creditworthiness.  Myers,  66,  was 
owing  a  third  more  than  his  home 


was  worth,  scaring  away  rival  lenders 
that  might  have  come  to  the  rescue.  He 
sued  Household  in  federal  court,  charg- 
ing violation  of  disclosure  laws;  the  case 
is  pending. 

Household  is  under  fire  for  myriad 
tactics.  In  addition  to  the  bait-and-switch 
on  interest  rates,  it  charges  high  prepay- 
ment penalties  and  service  fees;  it  lures 
clients  with  proposals  showing  monthly 
savings  that  at  times  fail  to  materialize; 
and  it  structures  mortgages  to  include 
last-minute  second  loans  that  make  it  dif- 
ficult for  borrowers  to  defect  and  get  refi- 
nancing elsewhere.  Household  agents  call 
it  "closing  the  back  door."  In  July,  FORBES 
has  learned,  authorities  from  more  than  a 
dozen  states  descended  on  Household  to 
demand  reftands  and  reforms. 

Household  says  such  complaints 
represent  a  minuscule  fraction  of  its 
$100  billion  in  outstanding  loans.  It  also 
says  gripes  about  the  interest  rate  trick 
that  fooled  Myers  are  largely  confined 
to  its  office  in  Bellingham,  Wash.  "If 
there  was  a  pattern,  this  would  be  a  mas- 
sive complaint  issue,"  says  Thomas 
Detelich,  the  consumer  lending  chief 
who  oversees  Household's  1,400 
branches  and  8,000  loan  officers.  "We're 
scratching  to  find  a  handful."  He  says  an 
internal  probe  turned  up  only  42  such 
complaints. 

But  Household's  questionable  prac- 
tices seem  to  be  in  far  wider  use  than  that. 
For  one  thing,  Myers  lives  in  Dayton, 
Ohio,  not  Bellingham,  Wash.  The  House- 
hold pitch  was  so  effective  it  lured  even 
customers  with  good  credit,  including 
Myers.  Customers  and  some  ex-employees 
tell  of  the  same  interest  rate  trick  in  a 
dozen  states.  "Household  encourages,  or 
at  least  tolerates,  these  abuses,"  sa)  s  Min- 
nesota Commerce  Commissioner  James 
Bernstein.  "It's  not  just  an  occasional 
rogue  loan  officer  or  a  rogue  office.  It  has 


to  do  with  the  corporate  culture." 

Household's  tougher  tactics  began  in 
1998,  when  Chief  Executive  William 
Aldinger,  a  serial  acquirer  who  had  just 
bought  Beneficial  Corp.,  ran  out  of  tar- 
gets and  looked  for  internal  growth  by 
pushing  mortgages  instead  of  credit 
cards.  The  results  are  impressive.  House- 
hold's net  income  rose  17%  to  $514  mil- 
lion in  the  second  quarter,  its  16th  con- 
secutive record  quarter,  and  it  kept 
default  losses  at  an  impressive  4.3% 
(annualized)  of  receivables.  Household's 
return  on  assets  is  down  but  still  remark- 
able at  1.9%.  MBNA  and  Capital  One,  big 
players  in  mainstream  credit  card  lend- 
ing, returned  1.5%  each. 

"He  squared  the  circle,"  Howard 
Mason  of  Sanford  C.  Bernstein  &  Co.  says 
of  Aldinger.  "But  there's  always  a  price  for 
doing  the  seemingly  impossible." 

The  price  was  paid  by  customers. 
Mortgage  lenders  constantly  raid  rivals' 
customers  by  offering  cheaper  rates,  cut- 
ting into  everyone's  profits.  So  in  1999 
Household  cracked  down:  It  loosened 
standards  to  allow  second  mortgages  on 
top  of  first  ones  even  if  that  left  customers 
owing  more  than  the  value  of  their  homes. 
It  also  increased  fees  to  levels  that  would 
eventually  match  the  highest  allowed  in 
many  states.  These  fees,  or  points,  chip 
away  at  a  homeowner's  equity,  making  it 
tougher  to  switch  lenders.  Aldinger  started 
telling  Wall  Street  that  his  customers  were 
less  likely  to  bolt  because  their  equity  had 
been  reduced  by  his  loans,  say  several  Wall 
Street  analysts. 

Household  also  began  EZ  Pay  Plus,  a 
program  under  which  many  borrowers,  like 
Myers,  were  lured  with  lower  interest  rates 
but  were  really  charged  higher  ones.  EZ  Pay 
Plus  also  hooked  Corina  Galindo,  a 
teacher's  assistant  in  Phoenix.  In  April  2000 
Ffniisehold  offered  to  replace  her  $67,300 
mortgage,  a  Chase  Manhattan  Bank  loan 


A/recker 


FORBES-   September  2.  2002       63 


HOUSEHOLD 


at  8.5%  interest,  with  a  bigger  but  seem- 
ingly cheaper  one:  $86,300  at  an  "effective 
rate"  of  7.6%,  enough  to  pay  off  the  old 
mortgage  and  a  $12,200  personal  loan  she 
was  paying  off  at  1 5.7%.  At  least,  that  is  how 
she  read  a  worksheet  from  a  Household 
loan  officer.  Galindo  signed  up.  Four  days 
later,  she  says,  she  got  nervous  and  reviewed 
the  80-page  agreement — signed  or  initialed 
in  two  dozen  places — and  spotted  the  real 


from  30  to  19  years,  and  payments  would 
be  automatically  deducted  from  her 
checking  account  every  two  weeks.  By  pay- 
ing off  her  mortgage  faster,  Galindo  would 
pay  lower  total  interest.  Her  new  loan's 
payments  would  total  $219,000  over  "19 
years.  The  Household  pitch:  Spread  that 
over  30  years,  and  it's  like  a  30-year  loan  at 
7.6%,  lower  than  her  Chase  loan. 

Never  mind  that  her  new  mortgage 


interest  rate:  12.2%. 

How  did  it  happen?  Galindo  says  her 
agent,  Jose  Avila,  handed  her  the  work- 
sheet, titled  Bi- Weekly  Pi)inent  Quote, 
with  this  sentence  at  the  bottom:  "If  I  can 
put  together  a  loan  that  pa^'s  out  like  a 
7.579%-a-year  loan,  but  has  a  ■  ital  term  of 
18.63  years  ...  would  you  be  uikrested?" 
She  was,  though  the  claim  wasn't  exactly 
true.  Her  loan  term  would  be  reduced 
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wasn't  a  30-year  loan  to  begin  with — 
and  that  12.2%  is  12.2%.  The  $86,300 
loan  included  processing  fees  of  $6,000, 
or  7%,  plus  other  charges.  Many  lenders 
levy  1%  to  2%. 

At  the  closing  on  a  Saturday,  Galindo 
says,  Avila  also  sprung  on  her  a  second 
mortgage — set  up  as  a  line  of  credit  of 
$10,000  at  23.9%.  At  her  closing,  she  was 
drawing  down  $4,800  on  this  line  to  pay 


off  yet  another  outstanding  debt — a  di 
she  had  expected  to  be  taken  care  of 
the  $86,300  first  mortgage.  Househc 
structures  many  second  mortgages 
lines  of  credit,  which  lets  it  avoid  fed( 
rules  that  mortgage  terms  must  be  d 
closed  at  least  three  days  before  closing 
She  protested  but  signed  anyway, 
felt  a  lot  of  pressure,"  she  says.  "Avila  ti 
us  he  never  opens  on  Saturday  and 
family  was  waiting  for  him.  ] 
I  can't  do  anything.  I  signed 
papers."  Galindo  now  wo 
nights  cleaning  classrooms 
help  pay  off  the  new  loa 
Household  says  her  loan  offi( 
Avila,  is  on  disability  leave; 
couldn't  be  reached.  The  co 
pany  won't  comment  on 
complaint,  but  Galindo  say 
has  offered  to  reduce  her  rate. 
Household  pressed  its  age 
relentlessly  for  growth,  rai& 
targets  several  times  in  th 
years.  "It  was  a  pressure  cook 
says  Seth  CaUen,  a  former  bra 
manager  in  Colorado.  At  ti 
this  led  to  deceptive  tactics,  1 
mer  loan  agents  say.  The  EZ  : 
worksheets  weren't  authori: 
by  the  company,  but  they  w 
photocopied  and  passed  fr 
branch  to  branch.  In  May  2i 
Household  ordered  the  wo 
sheets  destroyed  at  aU  brand 
ex-insiders  say.  Household  ; 
it  was  enforcing  a  policy  ban 
unapproved  sales  materials. 
But  even  Household's  c 
materials  were  at  times  misle 
ing.  The  Home  Equity  L( 
Proposal  sheet  totes  up  a  c 
tomer's  current  payment; 
creditors  and  mortgage  len 
and  compares  the  total  to  a 
gle  monthly  payment  on  a  new  Hoi 
hold  loan.  The  Household  figure  doe  t 
include  property  taxes  and  home  in; 
ance,  while  the  old  mortgage  often  d 
this  understates  the  Household  cost. 

Mary  Gaspers  of  New  Bright 
Minn.,  an  antiques  dealer,  was  give 
proposal  showing  she  would  save  $2( 
month  by  consolidating  credit  card  ( 
into  her  home  mortgage.  "It  sounde( 


oted  children  (Share  of  estate:  33%) 


Delighted  Alma  Mater  (Share  of  estate:  67%) 


Charity  still  begins  at  hpme,  but 
^)hilanthr^y  goes  far  beyond  it. 

Phoenix  has  feeen  helping  people  who've 
done  well  do  letter  for  more  than  150  years. 


/loney.  It's  just  not  what  it  usetf  to  be.         y 
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ask  your  fitiancial  advisor  and  visit  us 
atphoenixwm.com. 
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wonderful,"  she  says,  "and  it  was  right  in 
front  of  me,  in  writing."  But  her  old 
monthly  payments  included  $195  in  taxes 
and  insurance;  her  new  loan  didn't.  So 
her  real  saving  was  a  meager  $7 — and  her 
new  interest  rate  was  10.7%,  not  the 
7.15%  her  EZ  Pay  worksheet  cited.  She 
refinanced  with  another  lender  at  7.25% 
in  April  of  last  year.  For  her  $165,000 
Household  loan,  which  lasted  just  four 
months,  she  paid  fees  and 
penalties  totaling  $22,000. 

Household  says  when  it 
talked  to  Gaspers,  she  never 
complained  about  the  higher 
interest  rates. 

In  April  2001  Household 
was  sued  by  a  couple  who 
claimed  they  had  been  misled 
by  the  branch  in  Bellingham. 
The  case  was  settled.  A  month 
later  Household  began  visiting 
its  1,400  branches  to  look  for 
deceptive  EZ  Pay  practices.  In 
luly  2001  Household  an- 
nounced it  would  end  single- 
premium  credit  insurance,  a 
stiff  charge  often  added  to 
loans.  It  also  eased  prepayment 
penalties:  Customers  now  can 
avoid  a  kill  fee  if  they  hold  a 
loan  for  three  years  before  pay- 
ing it  off  early;  previously  they 
had  to  wait  five  years.  By  Sep- 
tember 2001  Household  began 
disclosing  on  the  monthly  com- 
parison forms  that  monthly 
payments  didn't  include  taxes 
and  insurance. 

Other  legal  battles  dog 
Household.  Early  this  year  the 
company  was  sued  in  state  court 
in  California  by  Acorn,  the 
advocacy  group  for  low-income 
families.  Near  the  infamous 
branch  office  in  Bellingham,  another  bor- 
rower sued:  Jeanie  Luna  says  that  at  her 
closing,  her  husband,  loseph,  spotted  a 
12.7%  rate  on  a  document,  even  though 
the  branch  manager,  Melissa  Drury,  had 
cited  a  7%  rate.  The  Lunas  say  they  con- 
fronted Drury,  who  told  them  the  higher 
number  was  merely  a  "default  rate." 
Within  three  months  after  the  Lunas  sued 
in  state  court  and  garnered  local  news- 
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paper  coverage,  90  other  customers  had 
called  their  lawyer,  Robert  Parlette,  with 
similar  complaints.  He  now  is  trying  to 
combine  the  cases  into  a  class  action. 

Household  says  it  has  since  lowered 
the  Lunas'  interest  rate;  they  say  they 
haven't  yet  received  notice.  This  spring, 
a  year  after  abuses  first  surfaced  at  the 
Bellingham  office,  branch  manager 
Drury  left.  She  couldn't  be  reached. 


them  with  "spurious"  lines  of  credit 
concludes  that  "sales  tactics  intended 
^  mislead"  are  too  widespread  to  be  blam 
on  just  "specific  transactions  or  loan  o 
cers."  Household  says  the  restraini 
order  prevents  it  firom  commenting. 

Household  now  is  trying  to  mc 
beyond  the  controversy.  It  recen 
named  a  new  director  of  compliance 
kUled  secured  sides,  the  secondary  lo< 


In  July  last  year  Washington  State  reg- 
ulators launched  an  investigation  of 
Household's  practices.  Household  has 
since  gotten  a  state  court  to  issue  a 
restraining  order  delaying  the  release  of 
the  state's  report.  A  judge  will  rule  in 
October  on  whether  to  lift  it.  A  73-page 
draft  cites  92  complaints  in  seven  years, 
noting  a  pattern  of  misleading  borrowers 
about  the  true  interest  rate  and  sticking 


that  have  a  bad  image  but  are  otherwi 
"good"  deal,  the  company  says.  / 
Household  now  requires  loan  officer 
closings  to  hand  borrowers  a  single  si 
showing  terms  and  fees,  which  it  .^ 
will  be  lowered  to  no  more  than  5°/ 
the  loan  total.  It  says  it  is  "raising 
bar"  for  the  industry.  If  its  past  pract 
are  typical  for  the  industry,  that's 
saying  much. 


A  good  meal  out  deserves  a  great  ketchup.  Insist  on 
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^  Red  McCombs  paid 

a  pittance  for  the  Minnesota 

i  Vikings  in  l998-and  is  doing 
everything  he  can  to  make 
it  one  of  the  NFL's  most  valuable 
franchises.  By  Daniel  Fisher 


▲ 
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SEATED  AT  HIS  DESK  IN  AN  OFFICE  ATOP  MCCOMBS 
Plaza  in  San  Antonio,  Billy  Joe  (Red)  McCombs  has  an 
unobstructed  view  of  the  Alamodome.  It's  a  65,000-seat 
stadium,  completed  in  1993,  that  was  designed  to  house 
a  National  Football  League  team  the  city  has  never  quite 
anaged  to  land. 

Ask  McCombs  if  the  placement  of  his  desk  is  intentional  and 
e  6-foot-3  Texan  just  smiles  a  broad,  calculated  smile  that  leaves 
» doubt  as  to  the  answer. 

McCombs  owns  an  NFL  franchise,  the  Minnesota  Vikings, 
lich  he  bought  for  a  piddling  S246  million  in  1998.  Now  he 
mts  a  new  stadium  for  the  Vikings,  but  the  Minnesota  legisla- 
re  has  balked  at  picking  up  the  $400  million  tab. 

So,  like  any  good  businessman,  McCombs  is  exploring  his 
itions.  Moving  the  Vikings  to  San  Antonio  is  one.  Los  Angeles 
mts  a  franchise,  too.  And  McCombs  has  let  it  be  known  that  his 
nkers  at  J.P.  Morgan  Chase  are  shopping  the  Vikings  around, 
portedly  for  more  than  $600  million,  which  would  be  the 
urth-highest  price  ever  paid  for  a  sports  team  in  the  U.S.  (The 
>RBES  estimate  of  the  team's  value:  $437  million — without  a  big 
idium  upgrade.) 

Whatever  happens,  McCombs  will  make  money  on  the 
kings,  just  as  he  has  with  practically  everything  he  has  owned 
ice  he  bought  a  down-at-the-heels  baseball  team  in  Corpus 
iristi,  Tex.  in  1953.  Pro  football  is  no  rich  man's  hobby  to  him. 
Ve  always  looked  at  sports  as  a  way  to  get  a  return,"  says  the  law 
tjool  dropout  and  former  used-car  salesman,  who  displays  the 
ergy  of  a  man  at  least  two  decades  younger  than  his  74  years.  "If 
vanted  a  toy,  I'd  go  buy  one  for  six  bucks. " 

McCombs  began  his  career  as  a  professional  team  owner  by 
k'esting  $10,000  in  the  Corpus  Christi  Clippers,  a  Class  B  base- 
11  team.  He  sold  out  four  years  later  for  $100,000.  "It  was  the 
St  big  money  I  made,"  he  boasts. 

He  went  on  to  amass  a  $1.4  biUion  fortune,  first  by  building  a 
ain  of  more  than  100  auto  dealerships,  then  by  founding  San 
itonio-based  Clear  Channel  Communications,  which  started 
It  in  billboards  but  has  since  become  the  largest  U.S.  radio 
oadcaster  (2001  revenue:  $8  billion).  But  through  it  all,  the  one- 
ne  tackle  on  the  Del  Mar  Junior  College  football  team  has 
aintained  a  lucrative  side  business  buying  and  selling  such 
ims  as  the  San  Antonio  Spurs  and  the  Denver  Nuggets. 

For  McCombs,  the  ultimate  prize  was  always  an  NFL  fran- 
ise.  He  tried  to  buy  the  Denver  Broncos  in  the  mid-1960s  and 


briefly  owned  a  pro  football  team  in  Monterrey,  Mexico.  ("They 
didn't  understand  the  game,"  he  says.)  McCombs  also  tried  to 
land  an  expansion  franchise  in  San  Antonio,  but  was  rebuffed  by 
the  other  NFL  owners.  An  attempt  to  buy  the  New  England  Patri- 
ots likewise  failed. 

Red's  chance  finally  arrived  in  1996,  when  he  heard  the 
Vikings  were  on  the  block.  A  ten-member  group  of  owners  in 
Minnesota  was  having  trouble  managing  the  team.  The  Vikings 
were  also  locked  into  a  long-term  lease  in  the  city-owned 
Metrodome  that  denied  them  most  of  the  perks  team  owners  use 
to  pad  the  bottom  line,  such  as  club  seating  and  sponsorship  fees. 
Even  today,  the  Vikings  have  the  second-lowest  stadium  revenue 
in  the  league. 

Stadium  revenue  is  critical  because  so  many  other  sources  of 
cash  in  the  NFL  are  fixed.  The  teams  share  the  revenue  from  an 
eight-year  television  contract  that  generates  $73  million  a  year; 
even  ticket  sales  are  split  60-40  with  the  visiting  team.  It's  with 
luxury  suites,  naming  rights  and  40-ounce  beers  that  team  own- 
ers make  the  real  money. 

But  McCombs  sensed  opportunity.  Many  of  the  home  games 
were  blacked  out  under  NFL  rules  that  prohibit  local  TV  broad- 
casts of  the  game  unless  all  the  stadium  seats  are  sold.  Blackouts 
are  unusual  in  the  NFL;  leaguewide  attendance  averaged  95%  last 
year  and  many  teams  sell  out  every  game.  "I  felt  I  could  do  a  bet- 
ter job  of  marketing  the  team,"  McCombs  says. 

Still,  he  lost  the  first  round  of  bidding  to  a  syndicate  led  by 
novelist  Tom  Clancy,  which  offered  $204  million.  That  deal  fell 
apart  after  Clancy  became  embroiled  in  an  expensive  divorce, 
however,  and  about  the  same  time,  the  NFL  signed  a  contract  with 
the  players'  imion  that  virtually  locked  in  the  team's  biggest  cost 
for  the  next  six  years. 

"The  value  to  the  NFL  is  looked  at  by  almost  everyone  as  in 
the  TV  contract,"  says  McCombs,  who  speaks  slowly,  with  a  thick 
west  Texas  accent.  "To  me,  the  labor  contract  has  just  as  much 
value  as  the  TV  contract." 

McCombs  raised  his  offer  to  $246  million,  still  well  below 
what  his  experts  at  J.P.  Morgan  thought  could  win.  To  their  sur- 
prise, he  got  the  team.  "I  bid  what  I  was  comfortable  with — and 
added  $20  miUion,"  McCombs  says. 

"It  was  the  last  great  bargain  in  the  NFL,"  says  Robert  Sanse- 
vere,  sports  columnist  for  the  St.  Paul  Pioneer  Press.  (Since 
McCombs  bought  the  team,  FORBES  estimates,  the  value  of  the 
Vikings  has  Increased  \5%  a  year,  12th-best  in  die  NFL.) 

Having  won  the  bid.]ing,  McCombs  laimched  a  charm  offen- 
sive to  get  wary  Minnesotans  back  in  the  seats  of  the  Metrodome. 
He  toured  tlie  state  with  team  members,  then  showed  up  at  the 
first  preseason  game  with  revered  former  coach  Harold  P.  (Bud) 
Grant  at  his  side. 

It  also  helped  that  the  Vikings  had  a  1 5- 1  season  that  year  and 
were  strong  Superbowl  contenders  (they  lost  in  the  playoffs).  The 
Metrodome  was  a  sellout  and  has  been  ever  since.  F 
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Which  National  Football  League  teams  have  the  money  to  compete- 

VALUE 

-and  which  ones  do  not. 

OPERATING 
DEBT/             REVENUES          INCOME 
VALUE^            (SMIL)            (SMIL) 

cash 

mill 

RANK          FRANCHISE/PRINCIPAL  OWNERS  (YEAR  ACQUIRED) 

CURRENT^             1-YEAR          ANNUALIKD 
($MIL)           CHANGE         CHANGE^ 

Id' 

1 

51 

Washington  Redskins/Daniel  Snyder  ('99) 

$845 

6% 

4% 

71% 

$204 

$79.4 

11 

2 
3 

4 

1 

Dallas  Cowboys/Jerral  Jones  ('89) 

784 

5 

14 

13 

189 

75.4   1 

in 

r 

1 

.  ./.li 

Cleveland  Browns/Alfred  Lerner  ('98) 

618 

3 

4 

16 

158 

16.4   1 

LlHI 

51 

3S 

Carolina  Panthers/Jerry  Richardson  ('93) 

609 

6 

13 

21 

152 

25.6    1 

m 

5 

^1 

Baltimore  Ravens/A.  Modell  ('61),  S.  Bisciotti  ('00) 

607 

12 

13/NA 

25 

148 

34.8 

6 

•        AM 

Tampa  Bay  Buccaneers/Malcolm  Glazer  ('95) 

606 

4 

18 

23 

151 

31.4    j 

inti) 

(ii^ri 

7 

S|  Denver  Broncos/Patrick  Bowlen  ('84) 

604 

12 

12 

33 

159 

11.3 

8 

^. 

New  England  Patriots/Robert  Kraft  ('94) 

571 

9 

17 

81 

136 

16.9    , 

liyr 

9 
10 

r 

Pittsburgh  Steelers/Daniel  Rooney  ('33) 

•  555 

19 

20 

20 

142 

16.2    ' 

dd 

K 

Miami  Dolphins/Wayne  Huizenga  ('93) 

553 

9 

17 

36 

145 

8.9 

iiiy 
.\lr 

11 

^: 

Tennessee  Titans/Kenneth  Adams  Jr.  ('59) 

551 

3 

26 

10 

141 

25.9    1 

ft 

12 

^ 

->ii 

St.  Louis  Rams/Georgia  Frontiere  ('72) 

544 

22 

12 

7 

136 

25.6 

ifo 

13 

D^ 

Chicago  Bears/McCaskey  family  ('20) 

540 

49 

21 

37 

124 

12.4 

»'Sl 

^^M 

N 

Seattle  Seahawks/Paul  Allen  ('97) 

534 

22 

22 

24 

119 

75 

'V 

14 

^ 

nn 

15 

,,"1 

Jacksonville  Jaguars/Wayne  Weaver  ('93) 

522 

4 

11 

21 

137 

270    i 

u 

16 

■^ 

Philadelphia  Eagles/Jeffrey  Lurie  ('94) 

518 

28 

14 

59 

120 

18.2    ' 

:Ne 

17 

New  York  Giants/W.  Mara  ('25),  P.  Tisch  ("91) 

514 

23 

20/12 

12 

134 

20.2 

W 

N 

New  York  Jets/Robert  Johnson  ('00) 

512 

21 

NA 

20 

131 

16.5    ' 

, , 

18 

B> 

Mil 

19 
20 

^: 

Detroit  Lions/William  Ford  ('64) 

509 

20 

13 

39 

116 

77 

Mil 

IT 

^ 

Cincinnati  Bengals/Michael  Brown  ('66) 

507 

6 

12 

13 

130 

15.5 

|tli 

21 

S5 

New  Orleans  Saints/Thomas  Benson  ('85) 

481 

30 

12 

21 

139 

29.6 

U 

iilli 

22 

^< 

Green  Bay  Packers/community-owned  ('21) 

474 

21 

NA 

4 

132 

2.7 

di 

23 

4 

San  Francisco  49ers/Denise  DeBartolo  York  ('77) 

463 

11 

15 

16 

129 

20.3 

^^^H 

■^ 

Kansas  City  Chiefs/Lamar  Hunt  family  ('60) 

462 

12 

26 

8 

138 

31.5 

24 
25 

.  .a- 

2  *./j 

1 

Buffalo  Bills/Ralph  Wilson  Jr.  ('59) 

458 

16 

26 

15 

131 

29.4 

P 

26 
27 
28 

■H  San  Diego  Chargers/Alexander  Spanos  ('84) 

447 

7 

11 

17 

131 

13.8 

si 

13  Minnesota  Vikings/Billy  Joe  McCombs  ('98) 

437 

26 

15 

29 

123 

20.2 

'to 

Oakland  Raiders/Allen  Davis  ('66) 

421 

20 

24 

8 

132 

14.5 

sse 
it 

29 
30 

^A 

Indianapolis  Colts/James  Irsay  ('72) 

419 
407 

14 

12 

21 

127 

18.7 

fs. 

■^ 

Atlanta  Falcons/Arthur  Blank  ('02) 

20 

NA 

67 

120 

6.2 

ve 
tin 

31 

»^^ 

Arizona  Cardinals/William  Bidwill  ('32) 

374 

9 

14 

9 

110 

3.6 

lie 

[^  League  average               ^ 

531 

15                  16               26               138             22.0 

Revenues  and  operating  Income  are  for  2001  sea;.'  ii ,    'Value  of  team  based  on  current  stadium  deal  (unless  new  stadium  Is  pending)  without  deduction  for  debt  (other  than  stadium  debt). 
'Current  team  value  compared  with  most  recent  transac  ilon.  'Includes  stadium  debt.  'Earnings  before  Interest,  taxes  and  depreciation.  NA;  Not  applicable. 
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Even  so,  McCombs  has  made  an  aver- 
operating  profit  (before  interest  and 
icash  charges  such  as  depreciation)  of 
million  a  year  on  the  Vikings.  The  big 
ney  will  come  when  he  gets  a  new  sta- 
in. McCombs'  dream:  A  $500  million 
d  like  the  one  Robert  McNair  wrested 
m  voters  for  his  Houston  Texans. 
Combs  and  the  NFL  likely  would  put 
25%,  or  about  SI 00  million;  he  reckons 
new  dome  could  boost  team  revenue 
S15  million  to  $20  million  a  year. 
"Minnesota  is  very  good  football 
intry,"  says  Randall  Campbell,  head  of 
sports  advisory  group  at  Societe 
[lerale  in  New  York.  "If  he  gets  a  new 
Jium  with  a  market  lease,  clearly  he 
uld  have  one  of  the  top-grossing  NFL 
[TJs  around." 

Already  McCombs  has  a  big  paper 
ifit  on  his  investment.  Shortly  after  he 
ight  the  Vikings,  the  Cleveland  Browns 
i  for  $530  million.  The  Browns  had  a 
V  stadium,  to  be  sure.  But  how  about 
New  York  Jets?  They  sold  for  $635  mil- 
1  two  years  ago,  despite  the  fact  that 
y  are  locked  into  a  bad  stadium  deal  at 
New  Jersey  Meadowlands  that,  like  the 
ings  lease,  expires  in  six  years. 
Will  McCombs  sell?  Marc  Ganis,  the 
sident  of  Chicago-based  Sportscorp,  a 
imotion  and  marketing  outfit,  thinks 
.  The  canny  Texan  spent  35  years  stalk- 
the  NR  and  would  be  unlikely  to  cash 
,  even  though  it  will  take  him  at  least 
)ther  four  years  to  see  a  new  stadium 
the  Vikings,  and  possibly  much  longer. 
Combs  is  grooming  his  daughter,  Mar- 
Shields,  to  take  over  the  team. 
'Ht  will  take  an  eye-popping  number 
pry  the  team  loose  from  him," 
5  Ganis. 

McCombs  confirms  that  suspicion — 
to  a  point.  "Of  all  the  various  busi- 
;ses  I've  been  in,  nothing,  nothing 
kes  my  adrenaline  flow  like  sports,"  he 
5,  staring  intently  ahead.  He  deliberately 
I'es  it  open  whether  he's  referring  to  the 
ion  on  the  field  or  at  the  negotiating 
le.  r 


tistics  by  Kurt  Badenhausen, 

Hy  Fluke,  Lesley  Kump, 

chael  Ozanian  and  Mayo  ShattucL 


f  TEXAS-SIZE  PLAYOFF 


I  In  their  first  regular  season  game,  the  Houston  Texans  face  the 
Dallas  Cowboys  Sept.  8  in  a  battle  for  Texas  bragging  rights.  But 
guaranteed  revenues  from  luxury  suites,  club  seating  and  naming 

'  rights  have  already  made  them  winners  off  the  field.  Next  year, 
look  for  the  Texans  to  challenge  the  Redskins'  position  as  the 
most  valuable  team  in  sports.  —Kurt  Badenhausen 


TEXANS 

1st 
$200  million 

2nd 
$38  million 


VS. 

NFL  season 

2002  revenue' 

Rank  (by  revenue)' 

Premium  seats  (revenue) 


Reliant  ($300  mil)  Naming  rights  (value) 
Robert  McNair  Owner 

•    $1.3  billion  Net  worth 

$700  million  Franchise  cost 

'Projected. 


COWBOYS 

43rd 
$195  million 

3rd 
$32  million 

none 
Jerrai  Jones 
$875  million 
$150  million 
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AUTO  PARTS 


Interior  Motives 

Johnson  Controls  puts  spy  cameras  in  cars— to  find  out  what  features 
you  really  want,  by  joanne  cordon 


A  FEW  YEARS  AGO  DESIGNERS  AT 
Johnson  Controls  were  given  the 
task  of  developing  the  interior  of  a 
new  minivan.  So  they  videotaped  25  peo- 
ple loading  fishing  gear,  groceries  and 
boxes  into  vans.  They  gave  disposable 
cameras  to  minivan  owners  in  Atlanta 
and  Baltimore  and  had  them  make  col- 
lages depicting  their  hobbies,  aiming  for 


insights  into  what  they  might  throw  into 
their  vehicles. 

The  result:  Johnson  designed  a  portable 
plastic  shelf,  with  removable,  square  storage 
containers,  that  fits  behind  the  third  row 
of  seats  in  the  2000  Dodge  Caravan.  Today 
it  is  one  of  the  car's  most  popular  features. 

More  than  other  parts  suppliers,  and 
even  car  manufacturers,  Milwaukee- 
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based  Johnson  Controls  relies  on  pee 
hole  research  to  design  interiors:  camel  s™ 
inside  cars,  photographers  staking  o  i 
parking  lots — all  to  divine  what  co 
sumers  want,  even  if  they  don't  know*  mi 
themselves.  A  Johnson  device  that  tun  m  t 
on  houselights  and  opens  garage  doors  ick 
buUt  into  1 3  million  cars,  including  tl  nsoi 
Chevy  TrailBlazer  and  Ford  Explorer;  ( « tli 


AUTO  PARTS 


ital  compass  is  in  29  million  cars.  Its 
ds-free  wireless  phone  connector  that 
chs  with  existing  cellular  phones  will 
ivailable  from  Chrysler  in  2003. 
"There's  a  lot  more  opportunity  to 
'erentiate  car  models  through  their 
des,"  says  James  Keyes,  61,  Johnson's 
;f  executive  since  1988. 
Sociological  research,  common  among 
sumer-brand  outfits,  is  scarcely  what 
I  would  expect  from  a  117-year-old 
nufacturer  of  building  controls 
mder  Warren  S.  Johnson  invented  the 
m  thermostat).  Beginning  with  the 
chase  of  a  car  battery  business  in  1978, 
nson  veered  off  into  car  parts,  and  it's 
V  the  second-biggest  supplier  of  car 


for  nonunion.  Johnson,  which  claims  it 
pays  its  union  and  nonunion  workers 
roughly  alike,  is  facing  a  more  militant 
work  force.  To  settle  a  strike  in  June,  it 
agreed  to  a  UAW  organizing  effort  at  26 
plants.  If  successful,  the  UAW  will  repre- 
sent workers  at  41  of  Johnson's  65  U.S. 
plants. 

Johnson  Controls  looks  for  a  leg  up  on 
the  competition  by  coming  up  with  inno- 
vations before  the  car  companies  do.  Last 
year  it  spent  $341  million  on  research, 
product  testing  and  development.  Its  cus- 
tomers sponsored  another  $303  million  in 
research. 

Parking  lots  are  a  great  lab.  A  few 
years  ago  Johnson  filmed  shoppers  load- 


Johnson  to  design  an  interior  to  accom- 
modate surfboards.  But  in  the  course  of 
researching  the  assignment  Johnson  con- 
cluded that  California  teenagers  were 
more  fashion-conscious  than  the  manu- 
facturer had  assumed.  The  findings  influ- 
enced Johnson  and  the  manufacturer  to 
design  a  more  stylish  interior. 

To  design  a  new  luxury  car,  Johnson 
researchers  asked  people  in  London  and 
Berlin  to  make  collages  that  depicted  their 
image  of  "luxury."  Wine  bottles  and 
beaches  predominated,  from  which 
researchers  extrapolated  that  affluent 
buyers  desire  "experiences  and  enjoy- 
ment." Still  in  the  concept  stage:  a  steer- 
ing wheel  that  tucks  under  the  dashboard 


isider  Information 

ve  seen  how  mundane  items  like  cup  holders  can  sell  cars.  Could  any  of 
se  Johnson  Controls  gadgets  spur  buyers?  A  sample  of  what  may  be  coming 


Vnc  oack  of  the  passenger  seat 
folds  into  a  desk,  where  you  can 
plug  in  a  laptop,  store  cell  phones 


Keep  alert  with  a  seat  cushion 
that  pulses  to  circulate  blood 
during  long  car  rides. 

A  detachable  overhead  DVD 
player  is  on  the  market,  but  so  far 
manufacturers  aren't  buying. 


An  overhead  rail  lets  you  snap 
on  a  first-aid  kit,  compact-disc 
holder  or  DVD  player. 


riiors  (after  Lear  Corp.),  with  8%  of  the 
6  billion  worldwide  market.  Only  26% 
its  $18.6  billion  in  revenue  last  year 
le  from  controls. 

Parts  supplying  is  a  tough  business, 
at  least  it  has  in  its  favor  the  motiva- 
1  from  car  companies  to  cut  costs  by 
ving  work  outside  their  own  factories, 
rmakers  now  have  suppliers  build 
ts,  dashboards,  roofs  and  doors,  and 
r  them  in  modular  units  that  are  easily 
ambled  and  installed.  Wages  and  bene- 
are  generally  higher  at  car  manufac- 
ers  than  at  suppliers — about  $50  an 
ix  for  a  United  Auto  Workers  member 
$40  for  union  parts  workers  and  $25 


ing  plastic  grocery  bags  into  cars.  The 
packages  would  slump  and  spill.  Solu- 
tion: hooks  on  the  backs  of  rear  seats, 
now  a  feature  on  Chrysler's  2002  Jeep 
Liberty. 

People  get  paid  up  to  $100  per  trip  to 
allow  a  spy  camera,  and  the  footage  is 
stored  in  a  video  library  for  johnoon 
designers.  In  one  case  researchers  notice i 
that  teenagers  in  the  back  scoot  forward 
to  be  part  of  the  front-seat  conversation. 
So  the  company  developed  a  middle  rear 
seat  that  slides  forward.  Johnson  says  a 
couple  of  carmakers  are  interested  but 
haven't  yet  bought  the  idea. 

One   unnamed   automaker   asked 


and  "presents  itself  to  the  driver,  just  as  a 
menu  is  presented  to  a  diner  in  a  fine 
restaurant.  Another  idea,  described  as  a 
few  years  away:  interior  lighting  that 
changes  subtly  in  accordance  with  inte- 
rior temperature — blue  for  cool  days, 
violet  for  hot. 

As  Keyes  puts  it,  "There's  no  reason  to 
jurce  the  total  interior  to  us  if  we 
^an't  change  the  game." 

He's  doing  something  right.  From  1997 
to  2001  the  parts  industry  saw  its  earnings 
fall  2.7%  per  year,  while  Johnson's  earn- 
ings per  share  grew  at  16%  annually.  Last 
year's  net:  $478  million,  or  $5.11  a  share, 
up  1%  fiom  the  year  before.  F 
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THE  NOTION  OF  SELLING 
online  has  mutated  often 
since  the  birth  of  Internet 
commerce.  First  the  Web 
was  a  brochure,  then  a 
billboard  and  finally  a 
shopping  mall.  Target  has 
figured  out  its  next  incar- 
nation: the  Web  as  gift  shop.  Stores  are  for 
buying  yourself  something,  but  Web  sites 
are  better  for  buying  for  someone  else. 

Last  fall  Target.com  sold  thousands  of 
exclusive  "Student  Survival  Kits,"  includ- 
ing a  $24.99  Movie  Night  package  con- 
taining popcorn  in  a  bucket,  candy,  soda, 
and  a  blank  VCR  tape.  A  Cold  Comfort 
get-well  box  included  a  decongestant  and 
a  teddy  bear.  Some  22%  of  the  site's  sales 
comes  from  its  bridal  and  baby  registries. 
"We  realized  early  that  registry  would  be 
the  killer  app,"  says  Cathy  David,  a  vice 
president  and  general  manager  of  the 
Target.direct  unit. 

She  has  pushed  the  Web-as-gift-shop 
concept  fiorther  than  any  other  retailer  and, 
in  so  doing,  is  making  Target  one  of  e- tail- 
ing's sawiest  players.  The  Internet  repre- 
sents a  mere  1%  of  all  retail  sales;  the  share 
is  higher  for  Target's  $40  bUlion  in  annual 
sales.  Its  site  now  sells  items  too  big  for 
stores,  like  some  Little  Tikes  kiddie  ftirni- 
ture,  and  test-markets  products  before 
committing  store  shelf  space  to  them.  A 
$200  Graco  jogging  stroller  debuted  on  the 
site  last  spring  and  quickly  became  the 
bestselling  stroller  online,  prompting  the 
stores  to  add  it  to  this  spring's  lineup. 

David  is  a  relative  novice  to  the  Web 
world.  She  took  a  marketing  job  at  Gallo 
Wineries  out  of  college  and  joined  Target 
as  a  buyer  in  1992,  requesting  to  work  in 
the  Jacksonville,  Fla.  store  for  nine 
months  to  learn  the  ropes.  (She 
still  returns  there  every  year  to 
work  the  day  after  Thanksgiving.) 
In  1999  she  jumped  to  the  Web  op- 
eration and  quickly  began  ii^-r  rise 
to  general  manager. 

She  is  blessed  with  an  aiidien^ 
ripe  for  the  Web  message.  Target 't 
shoppers  are  slightly  wealthiei  and 
more  wired  than  those  of  its  r  vals. 


Last  November  it  had  6.1  million  visitors 
online,  versus  6.9  million  for  Wal-Mart,  de- 
spite the  fact  that  Wal-Mart  has  2,790  do- 
mestic discount  stores  to  Target's  1,100. 

But  now  David,  38,  along  with  her 
boss,  40-year-old  division  president  Dale 
Nitschke,  is  upping  the  ante.  By  the  end  of 
August  Target  wtU  greatly  expand  the  reach 
of  its  site  beyond  the  mass  Target  brand  to 
include  its  sister  chains:  midprice  depart- 
ment store  Mervyn's  and  the  ritzier  Mar- 
shall Field's.  A  search  today  for  "bowls"  on 
Target's  Web  site  yields  65  items.  Perform 
the  same  search  next  month  and  more 
than  200  hits  will  appear,  drawn  from  all 
three  chains.  This  is  the  amalgamation  the 
Internet  was  supposed  to  promote,  al- 
though few  companies  have  tried  it.  Gap, 
for  example,  continues  to  segregate  its  Gap, 
Banana  Republic  and  Old  Navy  sites. 

Famed  for  its  control-freak  approach. 
Target  nonetheless  let  sawier  minds  han- 
dle the  gory  details.  Early  last  year  it  hired 
Amazon  to  take  over  software  develop- 
ment, fulfillment,  service  and  some  inven- 
tory, leaving  Target  staff'  to  design  the  site 
and  pick  the  10,000-product  assortment. 
The  first  stage  of  the  deal  emerged  in  Oc- 
tober, when  Amazon  set  up  a  Target  subsite 
at  Amazon.com  to  catch  some  of  the 
bookseller's  3 1  million  monthly  visitors. 
The  main  Amazon-run  Target.com  site 
will  launch  this  fall. 

That's  a  far  cry  from  Target's  original 
plan,  hatched  in  1996.  It  aimed  to  build 
and  run  its  own  site  for  the  Target  brand, 
with  limited  offerings  from  Mervyn's  and 
Field's.  To  add  expertise  in  direct  shipping, 
in  1998  Target  bought  catalog  company 
Rivertown  Trading  from  Minnesota  Pub- 
lic Radio  for  $120  million.  With  River- 


4 


town's  help  Target  started  selling  online  in 
1998.  By  1999  bankers  were  predicting  the 
death  of  old-line  merchants  and  urging  bia 
chains  to  carve  out  their  Web  operations.  A 
research  firm  told  Target  Vice  Chairman 
Gerald  Storch  his  dot-com  would  be  worthj 
$4  billion  in  a  public  offering — and  wasj  ^ 
shocked  when  he  demurred. 

Target  now  looks  smart  for  retaining 
control.  Kmart  launched  its  Bluelight.coni 
unit  in  1999  with  a  $62.5  million  invest 
ment  from  venture  ftind  Softbank.  The  sit^ 
got  its  own  management,  ad  campaign  and 
swank  offices  in  San  Francisco.  In  August 
200 1  Kmart  bought  back  the  operation  foi] 
$15  million  and  took  a  $97  million  chargeJ 

Still,  Target.com  has  suffered  its  owri  I|f» 
growing  pains.  Although  Target  Corp.  re- 
mains a  heavy  user  of  IBM  software,  in| 
early  2000  the  IBM  Net.commerce  software 
running  the  site  began  choking  on  thd 
growing  volume  of  hits  and  transactions] 
Ultimately  David  called  in  Amazon,  wil 
its  proven  personalization  and  one-cli( 
ordering  features.  David  also  redesigned 
the  site's  packing  slips  for  use  as  store  re- 
ceipts for  returns,  which  make  up  4%  oi 
Web  orders.  Her  team  put  bar  codes  on  the 
slips  and  linked  each  order  to  a  purchase 
record  to  speed  up  reftmds. 

Target.com  is  finding  new  ways  to  get 
customers  into  the  stores.  The  next  step  is 
to  use  the  Target  Visa  smart  card,  which 
contains  a  microchip,  as  a  repository  foil 
customer  information.  Starting  in  late  fall 
customers  can  dowmload  personalized  of- 
fers from  the  site  onto  their  cards — al 
home  or  at  in-store  kiosks.  To  use  th<| 
coupons,  they  have  to  visit  the  nearest  Tar 
get.  Just  what  the  company  wanted  in  th( 
first  place.  f 
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Bull's-Eye 

farget  has  solved  the  mystery  of  how  to  makerme  Web  wor^ 


Target 

for  a  mass  retailer. 


By  Ghana  R.  Schoenbergei 
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STEP  INSIDE  THE  NEW  1 56,000-SQUARE- 
foot  SuperTarget  in  Minnetonka, 
Minn,  and  you  can  get  a  Starbucks 
coffee,  wedges  of  Stilton  cheese,  Tupperware 
food  bins,  Woolrich  flannel  sheets  and 
Mossimo  women's  tops.  Isn't  that  clever,  to 
offer  time-pressed  shoppers  one-stop  shop- 
ping? It  is — and  it  isn't.  The  average  old- 
style  Target  discount  store  does  $30  million 
a  year  in  revenue;  the  average  SuperTarget, 
which  includes  a  grocery  store,  does  half 
again  as  much.  But  the  big  store  is  less  pro- 
ductive. Divide  sales  by  space  and  you  get 
this  depressing  fact:  Conventional  Targets 
average  $635  per  square  foot  in  annual  sales, 
while  SuperTargets  do  only  $500.  Besides 
dragging  down  the  per-foot  figure,  the  gro- 
ceries drag  down  margins.  Merrill  Lynch 
analyst  Mark  Husson  estimates  the  grocery 
industry  has  an  average  profit  margin  (earn- 
ings before  interest,  taxes  and  depreciation) 
of  6%.  Target  Corp.  isn't  releasing  the  num- 
bers, but  it's  estimated  the  company  has  an 
average  profit  margin  of  almost  9%  on  non- 
food items  and  only  2%  on  food. 

So  why  has  Target  opened  82  of  these 
superstores?  In  order  to  compete  with  Wal- 
Mart,  which  has  1 , 1 56  of  them.  Target  Stores 
President  Gregg  Steinhafel  says  the  super- 
stores will  account  for  30%  to  40%  of  Tar- 


get Stores'  growth  over  the  next  five  to  ten 
years.  He  aims  to  have  300  of  the  hybrid 
stores  across  the  country  by  20 1 0. 

"Consumer  preferences  were  changing, 
with  folks  being  pressed  for  time,"  says 
Steinhafel.  "The  combination  of  general 
merchandise  and  food  was  growing  in  pop- 
ularity." More  important,  the  retailer  is  try- 
ing to  capitalize  on  the  heavy  foot  traffic  of 
grocery  stores  to  get  more  customers  wan- 
dering into  its  nonfood  aisles. 

Another  possible  result  of  the  synergy 
is  that  the  grocery  customer  surrounded  by 
brand-name  appliances  and  apparel  may  be 
inclined  to  spend  more  on  high-quality 
cheeses  or  meats.  Says  Target  Corp.  Vice 
Chairman  Gerald  Storch,  a  former  McKin- 
sey  &  Co.  partner  who  arrived  in  1993  and 
went  on  to  lead  Target's  new-business  de- 
velopment: "I'm  happy  to  say  that,  with 
these  stores,  we've  successfully  managed  to 
bring  fashion  to  food." 

The  real  test  of  success  is  whether  the 
40,000-square-foot  grocery  section  can  gen- 
erate serious  crossover  business  for  the  rest 
of  the  store.  It's  impossible  to  know  for  sure, 
since  Target  keeps  a  padlock  on  those  num- 
bers. At  Wal-Mart's  Supercenters,  69%  of 
weekly  shoppers  buy  grocery  and  nongro- 
cery  items  on  the  same  trip.  The  compara- 


vit 


-ble  figure  for  Target,  according  to  outsic 
guesstimates,  is  35%.  One  reason  for  the  di 
crepancy:  Instead  of  using  an  open-flo^ 
plan,  as  Wal-Mart  does.  Target  has  a  mo: 
distinct  division  between  food  and  gener 
merchandise.  (Customers  can  mix  the  tw 
kinds  of  goods  at  a  single  checkout.) 

Target  must  get  its  formula  right — an 
do  so  expeditiously.  Already  60%  of  existir 
SuperTargets  are  in  direct  competition  wil 
Supercenters,  in  some  cases  situated  dire 
across  the  road  or  expressway.  The  head-i 
competition  will  increase  as  both  comp; 
nies  add  still  more  giant  stores.  Wal-Ma 
wiU  expand  its  collection  of  Supercenters  1 
perhaps  1,600  by  2004. 

By  dint  of  owning  25  grocery  war«p 
houses  in  the  U.S.,  Wal-Mart  has  a  built-i 
cost  advantage.  Target,  by  contrast,  buys  i 
groceries  primarily  through  wholesalers  Si 
pervalu  and  Fleming,  adding  some  21%  l 
overall  expenses,  while  Wal-Mart's  war* 
house  system  adds  just  16%.  "Self-distribij 
tion  is  not  as  important  as  you  migl 
think,"  counters  Storch.  "Outsourcing  is  nt 
a  negative  word  in  business  anymore.  V 
don't  have  the  critical  mass  to  do  grocej 
distribution  ourselves  now.  Maybe,  in  fi^ 
to  ten  years,  that  might  change."  He  may  t 
forced  to  accelerate  that  timetable. 
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Kitchen-Sink  Retailii\ 

Combine  a  discount  store  with  a  grocery  store  and  what  do  you  ge 
A  disappointing  profit  margin.  By  Kemp  Powers 
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including  a  skateboard  re- 
tailer, a  custom  computer- 
case    manufacturer   and   a 
medical  billing  company. 


Technology  provides 
key  to  entrepreneurial 

success  by  Lynn  Morrissey 

Technology  issues  can  confound  the  largest  cor- 
porations, but  they  can  be  an  even  bigger  impedi- 
ment to  the  growth  of  small  businesses.  As  they 
concentrate  on  developing  the  services  and  prod- 
ucts they  offer,  small-business  owners  frequently 
have  to  pull  double-duty  as  their  company's  tech- 
nology expert.  Yet  with  little  experience  in  this 
arena,  all  too  often  they  waste  scarce  time  and 
money  on  experimenting  with  products  that  don't 
solve  their  problems. 

By  focusing  on  the  right  technologies,  small- 
business  owners  can  enhance  their  growth,  espe- 
cially in  the  crucial  first  months  of  operation,  says 
W.  Kenneth  Yancey  Jr.,  chief  executive  officer  of 
*   the  SCORE  Association,  "Counselors  to  America's 
Small  Business"  (see  page  2).  Often,  this  begins 
not  with  the  intranets  and  company-wide  solutions 
that  are  typical  of  large  corporations,  but  with 
smaller  steps  such  as  upgrading  computer  equip- 
ment, establishing  "24/7"  Internet  and  e-mail  con- 
nections, finding  the  right  business  software  to 
meet  specific  needs  and  building  a  Web  presence. 
^     Beyond  simply  offering  guidance  on  business 
m  plans  and  advertising,  SCORE  volunteer  business 
S  counselors  offer  advice  on  technology  issues  to 
^  thousands  of  small-business  owners  each  year  — 


Skating  to  Success 

After  running  three  successful 
skateboard  stores  in  southern 
California,  Michael  Bornstein  had  an  audacious  plan. 
He  wanted  to  expand  not  by  opening  more  stores, 
but  instead  by  streamlining  his  operations  to  focus 
on  the  more  profitable  side  —  skateboarding  equip- 
ment and  accessories.  To  do  this  he  would  utilize 
direct  mail  and  the  Internet  in  his  sales  strategy. 
He  faced  one  key  obstacle:  How  to  set  up  the 
technical  side  of  the  business  and  make  it  work. 
With  the  advice  of  SCORE  business  counselors, 
Bornstein  first  consolidated  his  business  into  two 
stores  and  used  one  as  a  base  of  operations  for  the 
Internet  and  mail-order  branch  of  the  business. 


Michael 
Bornstein, 
president  of 
Skate  America, 
successfully 
brought  his 
company  online. 
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called  Skate  America  (the  name  was  created  by  a  SCORE  coun- , 
selor).  "My  SCORE  counselors  were  a  tremendous  help  in  set- 
ting up  the  site.  They  advised  me  on  the  systems  requirements, 
advertising  opportunities  and  some  key  people  to  utilize  when 
setting  up  Skate  America,"  Bornstein  says.  "Everything  was 
done  on  a  tight  budget.  I  even  taught  myself  the  programming 
for  my  initial  Web  site."  After  a  year  of  researching  and  devel- 
oping the  business  plan  for  Skate  Amenca,  he  launched  the  site 
in  November  1999,  and  his  first  sale  occurred  two  months  later. 
When  Yahoo!  picked  up  the  site  in  June  2000  his  business 
grew,  and  a  year  later  he  closed  the  two  stores  and  moved  into 
his  first  warehouse  in  order  to  handle  the  increased  demand. 

That's  when  Skate  America's  technology  needs  escalated.  To 
maximize  the  company's  potential,  Bornstein  added  technolo- 
gy infrastructure,  implemented  software  to  handle  such  back- 
end  needs  as  just-in-time  (JIT)  delivery  and  hired  several  pro- 
grammers who  work  from  various  locations  around  the  countn/. 

To  continue  to  grow,  Bornstein  has  made  several  strategic 
technology  decisions.  He  chose  to  build  one  of  the  most  sophis- 
ticated Web  sites  in  the  industry,  and  at  the  same  time,  make  it 
one  of  the  simplest  to  use.  It  has  a  feature  that  allows  users  to 
custom-design  their  own  skateboards,  then  receive  a  discount 
when  they  order  it.  His  JIT  distribution  system  also  gives  him  an 
advantage  over  competitors  by  not  wasting  money  or  space  on 
excess  inventory.  It  also  enables  immediate  response  to  cus- 
tomer needs  and  access  to  the  most  current  products.  Skate 
America  owes  much  of  its  success  to  astute  use  of  IT.  The  com- 
pany's revenue  grew  from  $1  million  in  its  first  year  to  $5  million 
for  2002;  the  revenue  projection  for  2003  is  $7  million. 

Although  Skate  America  has  proved  itself  a  success,  Born- 

IA  Small-Business  Resource 
Founded  in  1964,  SCORE  relies  on  the  services  of  sonne  10,500  business- 
men and  women  who  volunteer  to  help  entrepreneurs  start,  grow,  manage, 
buy,  sell  and  operate  small  businesses.  Funded  in  part  by  the  federal  Small 
Business  Administration  (SBA),  SCORE  shares  office  space  with  some  70 
SBA  offices  in  large  cities  nationwide.  In  addition,  SCORE  has  a  total  of  389 
chapters  of  its  own,  many  of  them  found  in  local  Chamber  of  Commerce 
offices,  in  every  state  and  territory.  Moreover,  since  1997,  the  organization 
has  had  an  e-mail  capability  on  its  Web  site,  which  is  staffed  by  volunteer 
counselors  24  hours  a  day,  7  days  a  week.  To  find  out  how  SCORE  volun- 
teers can  help  your  business,  check  the  Web  site  at  www.score.org,  or  call 
1  -800-634-0245 


stem  and  his  SCORE  counselors  still  meet  monthlyto  ensu 
strategically  planned  growth.  "My  two  counselors,  Marty  a 
Jerry,  have  been  tremendously  helpful  to  me  on  an  ongoii 
basis,"  Bornstein  says.  "From  financial  planning  to  tn 
bleshooting,  they  are  always  there  for  Skate  America." 


A  Winning  Case 

In  1 999,  Emily  McHugh,  while  an  M.B.A.  student  at  Colum: 
University,  noticed  that  even/one  liked  the  colorful  case  for 
laptop  computer,  which  her  sister,  Helena,  had  made  for  her 
part  of  a  class  assignment  to  develop  a  business  plan,  she  ci 
ated  a  model  for  a  company  that  would  design  cases  for  lapto| 
and  PDAs,  as  well  as  customized  accessohes.  She  got  an  A 
the  course  but,  more  importantly,  felt  that  the  plan  could  wo| 
After  meeting  with  SCORE  counselors,  she  was  able  to  furti 
refine  her  business  plan.  "When  you  wake  up  in  the  middle 
the  night  and  all  you  can  think  about  is  this  business  idea,  tl 
may  be  a  clue  that  you  should  pursue  it,"  says  McHugh.  Thl 
began  to  pull  together  their  team  of  SCORE  experts  in  the  fiel| 
of  finance,  the  fashion  industn/  and  international  trade. 

The  sisters'  wish  came  true,  and  their  cases,  sold  under  t| 

name  Casauri,  can  now  be  found  in  several  stores  and  boutiqi 

from  New  York  City  to  San  Francisco,  including  the  Museum 

Modern  Art  Design  Store  and  holiday  catalog,  Sony  Style  a| 

Flight  001  at  Henh  Bendel.  Since  starting  the  business,  McHuj 

has  increasingly  relied  on  technology  to  grow  her  business.  N' 

computer  software,  for  instance,  has  replaced  her  manij 

system  for  the  complicated  deliven/  and  manufacturing  schi 

ule  she  oversees.  A  separate  cable  for  her  Internet  connectil 

means  she  can  now  talk  on  the  phone  and  handle  e-mails  at  t 

same  time.  McHugh  is  in  the  process  of  launchini 

new  Web  site,  www.casauri.com,  to  further  ass 

customers. 

In  planning  the  Web  site,  McHugh  thought  throL 
what  its  goals  should  be.  "The  main  purpose 
casauri.com  will  be  to  communicate  our  bra 
image,  concept  and  products,"  she  says.  "It  will 
a  platform  to  present  who  we  are  in  a  totally  'Casa 
environment."  She  also  expects  it  to  become  the 
mary  means  to  receive  feedback  from  customi 
and  to  interact  with  them. 

By  listening  to  what  customers  have  been  ask 
for,  McHugh  is  adding  some  tailored  features  to " 
Web  site.  Among  these  are  instructions  for  hovv 
measure  a  laptop,  so  that  customers  will  kni 
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It  takes  moncv  to  make  monev.  Rut  not  nearly  as  much  as  you'd  think.  SAP  and  its  partners 
offer  affordable,  scalable,  and  open  solutions  that  can  help  make  any  size  company  more  productive 
and  efficient.  So  you  can  automate  vour  operations,  provide  better  customer  support  and  leverage 
important  data.  And  because  SAP*  Smart  Bu  i^,  -  Solutions  can  be  up  and  running  in  a  matter 
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exactly  what  to  order  from  Casauri's  line  of  cases.  "That's  the 
number-one  query  we  receive  right  now.  We  will  free  up  a  lot 
of  our  time  if  we  can  direct  people  to  the  information  on  the 
Web  site,"  she  says.  In  addition,  the  site  will  soon  allow  cus- 
tomers to  make  direct  purchases  and  will  list  some  of  the  retail 
stores  where  Casauri  products  are  available.  While  these  may 
sound  like  simple  technology  solutions,  says  McHugh, 
"Believe  me,  for  a  business  of  our  small  size,  they  are  making 
a  huge  difference." 

Casauri  has  come  a  long  way  from  a  class  project,  and  there 
are  still  many  steps  ahead  in  this  entrepreneurial  journey. 
Whenever  Emily  needs  help  with  a  decision,  she  goes  right  to 
her  team  of  small-business  experts  at  SCORE.  "They  are  just 
like  an  advisory  board  for  us,"  she  says.  "You  can  bounce 
ideas  off  them  and  get  tangible  feedback.  If  they  don't  know 
the  answer,  they  always  guide  me  to  someone  who  does." 

An  Rx  for  Medical  Specialties 

As  longtime  employees  at  Medical  Specialty  Solutions  in  Port- 
land, Ore.,  Julie  Karassik  and  Diana  Smith  faced  a  career-altering 
crisis.  Their  company,  which  provides  billing  and  support  services 
for  local  hnedical  groups,  learned  that  its  largest  client  would  dis- 
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Untangling  the  Web 

Small  businesses  invariably  grasp  the  benefits  of  creating  a  company 
Web  site.  Follow  these  tips  from  SCORE  for  better  success: 

•  Make  sure  you  establish  the  scope  of  the  Web  site.  Is  it  a  brochure  site 
where  customers  can  find  information?  Or  an  e-commerce  site  where 
they  can  complete  transactions? 

•  Outline  business  goals  for  the  Web  site.  If  you  don't  know  what  you're 
trying  to  achieve,  chances  are  your  customers  won't  either. 

•  Register  a  URL  and  a  Web  domain  name.  Your  own  company  name  may 
not  be  available.  In  this  case,  choose  something  as  close  as  possible  — 
or  consider  changing  the  company  name  to  match  an  available  domain 
name. 

•  Ask  current  clients  what  features  they  might  want  from  your  Web  site. 
The  customer  is  always  right  —  and  this  is  true  whether  online  or  off. 

•  Test  the  Web  site  before  taking  it  live.  A  thorough  trial  will  save  you  from 
business  embarrassments. 

•  Place  your  Web  URL  on  all  promotional  material.  Customers  can  visit  your 
Web  site  only  if  thev  know  it  exists. 

•  Measure  the  site's  performance  Read  e-mails  from  the  Web  site's  users, 
conduct  online  sun/eys  and  rr  .'ke  sure  the  site  is  meeting  your  goals.  If 
not,  consider  a  redesign. 


solve  by  the  end  of  the  year.  In  response,  Medical  Specialty  S( 
tions  decided  that  it  too  would  dissolve  and  sell  off  separatee 
sions  of  the  company.  An  anxiety-producing  moment,  to  be  si 
but  it  also  pres.ented  Julie  and  Diana  with  an  unpreceden 
opportunity:  To  buy  the  medical  billing  part  of  the  business, ; 
run  Medical  Specialty  Solutions  themselves. 

Working  with  SCORE  counselors,  the  two  devised  a  bi^ 
ness  and  financial  plan  to  purchase  the  company,  and  in  Ji 
2000,  they  officially  took  ownership  of  Medical  Specialty  Sc 
tions.  The  company  is  now  thriving,  and  an  important  kev 
that  growth  is  the  technological  solutions  that  Karassik  s 
Smith  have  found  to  help  streamline  their  operations.  "M, 
ical  accounts-receivable  management  is  unique,  and  farm: 
complicated  than  in  any  other  industry,"  says  Karassik. "( 
SCORE  counselors  were  100%  fantastic.  They  challenge 
to  think  of  things  we  may  not  have  considered.  They  also  w 
to  be  sure  we  spend  our  money  wisely  and  not  commit  so 
of  the  mistakes  that  cripple  other  fast-growing  companies 
In  order  to  navigate  this  complexity,  the  company  relies 
medical  practice  management  software  with  powerful  repon 
capabilities.  "Once  the  data  is  sorted,  we  filter  it  into  a  sprt 
sheet  program  that  allows  us  to  evaluate  the  status  of  the  < 
standing  accounts  on  a  more  global  basis,"  s 
'flH  Karassik.  The  software  then  makes  it  possible  for 
company's  account  research  specialists  to 
down"  to  specific  details  to  generate  claim  paym( 
effectively.  Finally,  the  software  also  enables  the  c 
pany  to  send  easy-to-read  reports  to  clients. 

As  a  complement  to  its  primary  software  | 
gram,  Medical  Specialty  Solutions  relies  on  the  Ir 
net  for  electronic  claim  verification,  submissio 
electronic  claims  and  educational  materials.  Gi 
its  success  so  far,  the  company  is  eager  to  exp 
its  use  of  technology.  "We  are  in  the  testing  ste 
of  a  proprietary  database  system  that  allows  u 
track  company  indicators,  including  staff  produci 
accuracy  and  timeliness  of  claim  flow  through 
office,"  says  Karassik.  "Second,  we  are  workin 
develop  Internet  delivery  of  reports,  updates 
educational  materials  to  our  clients." 

Technology  and  business  counseling,  as  th 
small-business  owners  have  discovered,  is  a  i 
tinual  process  rather  than  a  one-stop  solution.  V 
works  for  a  company  today  can  always  be  adju 
based  on  market  needs. 


To  view  this  speciaf  iiiection  online,  visit  www.forbes.com/specialsections  and  www.score.oii 
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ANNOUNCING  AN  AUTOMATIC  DISCOUNT  FOR  AMERICAN  EXPRESS®  BUSINESS 
CARDMEMBERS.  Starting  September  1st,  the  benefits  of  being'part  of  OPEN:The  Small 
Business  Network  will  extend  to  Staples!  Pay  with  any  American  Express'  Business 
Card  and  you'll  get  an  extra  2%*  off  their  already  low  prices  no  matter  how  you  shop 
Staples— in  store,  by  catalog  or  online.  And  that  means  our  network  has  grown  even 
stronger;  as  Staples  joins  Delir  ExxonMobil,  PedExJ  Hertz,The  HWoh  Family  of  Hotels 
and  others  in  providing  our  Cardmembers  with  exclusive  discounts. 

TO  APPLY,  CALL  l-SOO-NOW-OPEN  OR  VISIT  0PEN.AMERICANEXPRESS.COM 
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FROM  HIS  SECOND-FLOOR 
office  above  Cleveland's  Eu- 
clid Avenue,  Art  J.  Falco  is 
fixated  on  the  bustling  scene 
below.  Traffic  is  ferocious  as 
drivers  scramble  for  parking 
spots.  Crowds  line  the  curbs 
along  this  five-block  stretch, 
waiting  to  see  Broadway  hits  like  Mamma 
Mia!  and  Aida. 

"This  used  to  be  a  neighborhood  of 
boarded-up  buildings,"  says  Falco,  48,  the 
gangly,  6-foot-4  chief  executive  of  Play- 
house Square  Foundation,  a  not-for-profit 
overseeing  five  theaters.  Old-timers  re- 
member when  gangs  pelted  cars  with 
rocks,  and  vagrants  from  the  nearby 
homeless  shelter  loitered  on  the  streets. 

Today  Playhouse  Square,  with  10,000 
seats,  is  the  nation's  second-largest  per- 
forming arts  center,  after  Manhattan's  Lin- 
coln Center.  But  it's  also  a  rare  case  of  a 
flourishing  nonprofit  arts  foundation  that 

Plot 


dation-owned  lots,  nightcapping  in  a 
foundation-owned  Wyndham  hotel,  nosh- 
ing in  delis  in  foundation-owned  build; 
ings  and  sporting  kitschy  shirts  from  the 
foundation-owned  souvenir  shop.  The 
Playhouse  Square  Foundation  effectively 
owns  this  strip,  determining  who  and 
what  moves  in. 

Falco  joined  Playhouse  Square  in  1985 
as  a  number  cruncher,  bereft  of  any  non- 
profit experience.  His  resume  included 
stints  as  a  treasurer  for  an  Ohio  jewelry 
company  and  as  an  accountant  for  Dia- 
mond Shamrock,  a  Dallas  oil  and  gas  pro- 
ducer. "I  didn't  even  do  theater  in  college," 
he  laughs.  The  foundation  named  him  chief 
in  1991,  when  Lawrence  WOker  left  to  run 
the  Kennedy  Center.  "Sure,  he's  quiet  and 
mild-mannered,  but  he  gives  people  the 
confidence  that  the  organization  is  in  good 
and  stable  hands,"  says  Wilker. 

Indeed,  Playhouse  Square  has  become  a 
model  for  cities  like  Newark.  "These  art  cen- 
ters are  huge,  multifaceted  businesses 
with  real  estate,  restaurant  and  retail 
components.  You  better  have  someone 
who  runs  them  like  a  CEO,"  says 
Lawrence  P.  Goldman,  chief  executive 
of  the  New  Jersey  Performing  Arts  Cen- 


bpers  derided  it  as  a  money  pit.  Two  del 
velopers  backed  off  during  the  savings  and 
loan  crisis.  Wyndham  Hotel  &  ResortJ 
came  in  as  general  partner,  but  had  trou| 
ble  getting  financing  from  banks. 

So  Falco  went  door-to-door,  cajolinJ 
banks,  union  pension  funds  and  governj 
ment  agencies  to  lend  the  partnership  $U 
million.  He  raised  another  $5  million  fron 
a  federal  urban  development  grant,  essenl 
tiaUy  a  loan.  It  took  Falco  three  years  m 
get  the  project  off  the  ground,  but  ij 
months  after  opening,  in  1995,  the  205 
room  Wyndham  Hotel  turned  a  profit  and 
today  boasts  a  63%  occupancy,  compared 
with  56%  for  the  rest  of  the  city.  It  hasn'l 
hurt  that  the  hotel  is  situated  just  blockl 
from  Jacobs  Field,  Cleveland's  spiffy  nevf 
ballpark.  Playhouse  bought  out  Wyndl 
ham's  equity  stake  in  1999. 

Falco  lessens  risk  to  the  extent  that  h| 
can.  Each  project  is  incorporated  in  a  sep 
arate  limited  liability  corporation,  so  thai 
the  failure  of  any  one  won't  pull  the  wholl 
foundation  down.  Besides  Wyndham,  twi 
private  investors  have  owned  equity  stakel 
in  Playhouse  real  estate,  supplying  $1.| 
million  of  capital. 

Falco  got  a  14-year  property  tax  abatd 


Devdopmen 

JL  BY  LEA  GOLE 


earns  its  own  keep — taking  just  a  smidgen 
of  government  aid  and  private  donations. 
In  addition  to  the  theaters,  Falco  has  de- 
veloped a  portfoUo  of  nontheater  assets, 
including  a  hotel  and  office  buildings.  The 
entire  package  is  valued  at  $124  million, 
with  only  $54  million  in  debt.  The  income 
stream  has  allowed  him  to  use  the  com- 
mercial ventures  to  pay  for  the  arts  and 
help  revitalize  a  grimy  section  of  the  city. 
The  1 . 1  million  visitors  the  arts  center 
drew  last  year  weren't  just  attending  shows 
or  watching  the  Cleveland  Opera  or  the 
Ohio  Ballet.  They  were  parking  in  foun- 
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ter,  which  has  sought  out  Falco  for  advice. 

Falco  was  intent  on  making  Playhouse 
Square  as  self-supporting  as  possible;  he 
didn't  want  it  held  hostage  by  unpre- 
dictable contributors.  Last  year  94%  of  its 
$49  million  operating  budget  came  from 
its  own  revenues.  A  mere  6%  came  from 
private  contributions,  compared  with  the 
national  average  of  40%  for  performing 
arts  centers.  Cuyahoga  County  chips  in 
$500,000  a  year. 

Falco's  first  act  was  to  build  a  hotel 
within  walking  distance  of  Playhouse  the- 
aters. Bankers  and  other  real  estate  devel- 


LDMA 

ment  on  the  Wyndham  Hotel.  But  hi 
nonprofit  status  gives  him  no  holid<| 
from  taxes  on  parking  lots  or  office  buil< 
ings.  His  property  tax  bills  last  ycij 
amounted  to  $950,000. 

Playhouse  Square  has  other  big  bills  ■ 
pay.  Last  year  it  doled  out  $5.3  million 
debt  service  on  its  mortgages,  $17  millic  j 
to  produce  shows  and  other  programs  ar  I 
$3.5  million  in  general  expenses.  Inconj 
included  $22.6  million  from  tickets,  $' 
million  from  parking  lots  and  commel 
cial  tenants,  and  $800,000  from  a  gift  sto 
and  special  events.  "Buying  the  properti 


allowed  us  to  view  the  district  like  a  shop- 
ping mall,  with  its  anchor  stores  and  com- 
plementary retaO,"  he  says. 

Falco  has  taken  hits  from  some  people 
in  the  arts  community  who  gripe  he  has 
sacrificed  artistic  goals.  Critics  grumbled 
when  he  and  his  board  rejected  a  proposal 
by  the  foundation's  resident  theater  com- 
pany to  occupy  one  of  the  more  intimate 
theaters  in  favor  of  housing  the  popular 
schlock  show  Tony  n  Tina's  Wedding  there. 
(Falco  says  the  two  decisions  were  unre- 
lated.) He's  helping  the  city,  though.  Falco 
is  plunging  ahead  with  efforts  to  lure  resi- 
dents to  the  neighborhood,  which  reverts 
to  desolation  after  the  curtains  fall.  Only 
within  the  last  year  or  so  have  developers 
started  converting  a  few  commercial  build- 
ings into  residential  units.  Falco  plans  to 
convert  the  foundation's  surface  parking 
lots  into  100  upscale  condo  units.  He  has 
also  recendy  opened  a  $1  million  Second 
City  comedy  club  to  woo  younger  audi- 
ences from  the  Case  Western  Reserve  Uni- 
versity area  across  town. 

Being  nonprofit  doesn't  mean  leaving 
one's  sharp  commercial  instincts  at  the 
door.  He  bought  out  Wyndham  cheap,  pay- 
ing $1.1  million  for  a  stake  good  for  as 

ART  FALCO  has  a  great 
way  to  make  an  arts 
center  self-sustaining: 
Become  a  real  estate 
developer  on  the  side. 

much  as  $300,000  a  year  in  aftertax  cash 
flow.  The  sheer  size  of  the  arts  center,  and  a 
ticket  subscriber  base  of  21,000,  give  Falco 
bargaining  power  with  Broadway.  He  got 
the  producers  of  The  Producers  to  make 
Cleveland  the  second  stop  of  die  road  show 
next  year.  Playhouse  will  forgo  its  usual 
share  of  profits  from  this  production,  but 
no  matter:  Falco  expects  die  show  to  pro- 
duce a  10%  rise  in  subscriber  rolls  and  gen- 
erate $500,000  in  incremental  revenue  from 
the  added  traffic  and  interest  in  other  pro- 
ductions. A  business  strategy  Bialystock  & 
Bloom  might  envy.  F 
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Samsung  Flat  Panel  TVs. 

It's  hard  to  say  where  one  will  turn  up  next. 

Office?  Kitchen?  Bedroom?  There's  almost  no  space  that  won't  welcome  an 
ultra  slim  and  light  Flat  Panel  TV.  These  very  versatile,  highly  connectable 
TVs  also  feature  the  industry's  first  PC  Picture-in-Picture.  Meaning  you  can 
simultaneously  view  e-mails  and  TV,  work  while  watching  the  game  or 
get  financial  news  while  trading  stocks  online. 

■  High  definition-ready  for  superior  image  quality. 

■  Virtual  surround  sound.  Built-in  speakers. 
•  Standard  and  wide  screen  aspect  ratios. 

■  1  5"  and  1  7"  models. 

There's  just  one  question  left.  Where  to  put  it?  See  the  possibilities  at 
www.samsungusa.com/lcdtv. 

Not  just  digital...  Samsw^ 


SAMSUNG  mnall 

everyone's   invited™ 
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BY  BENJAMIN  FULFORD 

A  GIANT  CHANGE  IN  THE  $200 
billion  global  mining  industry 
took  place  last  November  and 
almost  went  unnoticed.  With 
copper  prices  plunging 
rapidly,  BHP  Billiton,  the  world's  largest 
mining  company,  announced  it  was  cut- 
ting back  production.  Competitors 
could  have  stood  pat,  a.  '  iiring  the  ben- 
efit of  a  firming  coppe  price  without 
sacrificing  volume.  But  .  they  played 
the  game  that  way,  BHP  v.;,j)<,l  presum- 
ably have  rescinded  the  production  cut- 
back. Wising  up,  enough  of  big  copper 
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producers  followed  suit  with  plans  of 
their  own  to  reduce  output. 

Game  theory  at  work.  Copper's  price 
shot  up  from  a  1 5-year  low  of  62  cents  a 
pound  before  the  announcement  to  72 
cents  three  weeks  later  and  a  recent  76 
cents.  The  action  signaled  the  emergence 
of  a  group  of  mining  giants  with  both  the 
power  and  the  will  to  moderate  the 
volatile  price  cycles  that  have  long  been 
the  scourge  of  mining  companies  and 
their  customers. 

This  change  will  affect  many  people 
because  "almost  everything  you  touch  is 
made  of  metal,  or  involves  metal,"  points 


out  Brian  Gilbertson,  a  58-year-old  Sou  J 
African  who  has  taken  over  the  manaj 
ment  of  the  company.  The  successful  pijj 
duction  cutback  crowned  a  turnarou: 
by  just-retired  Paul  Anderson,  57, 
American  chief  executive  hired  in  19 
from  Duke  Energy  to  fix  up  troubl 
Australian  mining  giant  BHP. 

Anderson  and  Gilbertson  form 
their  company  in  June  2001  by  mergi 
Australia's  BHP  and  the  U.K.'s  Billiton 
create  a  monster  with  $18  billion  in  n 
enue  and  $2  billion  in  profit.  BHP  Billit 
has  topped  Alcoa  to  become  the  worl 
most  valuable  mining  company,  and  1 
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/orld's  largest  mining  company  teaches  us  a  thing  or  two  about  commodity  markets. 


Jo  Tinto  and  Anglo  American  in 
club  accounting  for  half  of  the 
lining  industry's  $200  billion  in 
rapitalization. 

venerable  BHP,  founded  in  1885 
en  Hill  Proprietary,  needed  a 
-up,  and  Anderson  gave  it  one. 
ipany  had  been  such  a  dominant 
le  Australian  economy  that  in  the 
^'ears  the  government  could  not 
its  budget  without  getting  a  fore- 
n  BHP  of  its  projected  tax  pay- 
t  had  become  so  inbred,  says  a 
;rson,  that  before  Anderson  took 
e  public  relations  department 


never  sent  clips  of  negative 
news  stories  to  management. 

Anderson  reorganized  the 
company,  shut  down  unprof- 
itable mines,  spun  off  a  steel 
division  and  shifted  management  focu 
from  production  to  shareholder  vriiu? 
But  without  consolidation  in  the  inr]i;s!' 
he  couldn't  do  much  about  chan' 
the  prices  of  the  copper,  alumin" 
ore  and  oil  (BHP  is  the  woia! 
largest  oil  producer)  that  he  so;'! 
Billiton  head  Gilbertsor  h" 
merger,  Anderson  listened. 

Companies  in  a  fragmcjited  muusti) 


Mt.  Whaleback  iron- 
ore  pit  in  remote 
western  Australia  is 
part  of  a  200,000- 
ton  daiiy  operation. 


piiv 


producing  a  single  commod- 
ity  are   destined    to    suffer 
booms  and  busts.  When  prices 
are  high,  they  add  capacity, 
leading  sooner  or  later  to  a 
Then,  as  prices  crash,  no  single 
-  can  afford  to  cut  back.  Since  com- 
.  ;:ies  must  pay  fixed  costs  no  matter 
; '  'u  their  instinct  is  to  open  the  spigot. 
!    cntually  the  financially  weakest  pro- 
(.'r^ers  go  out  of  business,  restoring 
fices  but  setting  the  scene  for  the  next 
ound  of  overcapacity.  Price  swings  are 
;s  much  a  feature  of  metals  as  they  are 
of  airplane  seats  or  pulp. 
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What  broke  the  cycle  last  November 
was  the  fact  that  BHP  Billiton  had  diversi- 
fied. It  could  afford  to  eat  some  dust  in 
copper  for  a  while  by  relying  on  its  colcing 
coal  and  oil  to  pay  the  bills. 

The  industry,  and  BHP  Billiton,  still 
face  huge  challenges.  Commodities 
prices  have  fallen  by  an  average  of  2%  a 
year  in  recent  decades,  meaning  that 
even  a  market  leader  has  to  constantly 
run  just  to  stay  in  place.  Consumption, 
meanwhile,  stays  closely  linked  to  GDP 
growth.  Fortunately,  though,  there  is 
growth  out  there.  Example:  Each  year 
for  the  next  two  decades  China  will  be 
needing  structural  steel  to  build  a  Man- 
hattan's worth  of  new  buildings,  mean- 
ing plenty  of  ore  from  places  like  the 
BHP  Billiton  mining  complex  near  Pil- 
bara  in  Western  Australia. 

Quite  an  uphill  battle.  Anderson, 
indeed,  did  not  seem  too  unhappy  about 
retiring  from  a  job  of  running  a  company 
with  100  operations  on  every  continent 
except  Antarctica:  extracting  diamonds 
from  the  Canadian  arctic,  copper  from 
Chile  and  Peru,  and  iron  ore  and  coal 
from  Australia  and  South  Africa;  smelting 
aluminum  in  Mozambique;  operating 
offshore  oil  rigs  in  the  Gulf  ( ;  Mexico  and 
the  U.K.;  and  codeveloping  a  $10  billion 
natural  gas  plant  in  Australia.  "1  don't 
want  to  wake  up  and  worry  an\more 
about  what  is  happening  in  Mozam.bique 
or  South  Africa  or  the  highlands  of  P'.nu," 
says  Anderson.  Or  in  BHP's  home  coun- 
try, where  miners'  camps  are  bedeviled  b 


poisonous  snakes  and  wild  dogs.  And  it's 
not  just  Mother  Nature  that  you  have  to 
worry  about.  An  employee  was  murdered 
in  tribal  warfare  in  Papua,  New  Guinea;  a 
BHP  train  was  blown  up  in  Colombia. 

Visit  the  Pilbara  mines  such  as  Mt. 
Whaleback,  in  an  especially  remote  part 
of  western  Australia,  and  you  will  see 
what  lengths  a  producer  must  go  to 
nowadays  to  stay  competitive.  Every  day 
the  miners  put  200,000  tons  of  red  dirt, 
enough  iron  ore  for  100,000  autos,  onto 
the  world's  heaviest  train,  up  to  five  miles 
long.  The  typical  train,  much  shorter,  still 
takes  1 3  minutes  to  roll  by  a  crossing.  At 
the  Indian  Ocean  the  train  cars  are 
flipped  over  and  the  ore  is  loaded  onto 
Japanese,  Chinese  and  Korean  ships. 

At  the  pits  a  computer  monitors  the  lo- 
cation of  each  240-ton  truck  and  sends  it 
on  an  optimal  path  to  a  450-ton  digging 
machine.  The  software  is  supposed  to 
squeeze  25%  out  of  the 
truck  fuel  costs. 

Fuel-saving  algo- 
rithms are  one  thing. 
Getting  the  right  work- 
ers is  trickier.  Pilbara  has 
an  official  policy  of  hir- 
ing enough  Australian 
aborigines  to  lift  them 
up  to  12%  of  the  work 
force  (their  proportion 
of  the  local  population). 
In  this  part  of  Australia, 
aborigines    who    had 


This  rise  of  the 
giants  should 
have  sweeping 
effect  because 
"almost  every- 
thing is  made 
of  metal." 


never  seen  a  white  man  before  were  be 
found  as  recently  as  the  early  1980s, 
cultural  rhythms  are  not  adapted  to  thd 
to-5,  Monday-to-Friday,  year-round  r<j 
tine  much  of  the  world  follows,  says  1 
Brahim,  a  BHP  Billiton  officer  who  is  hi| 
self  of  aboriginal  descent.  "It  is  a  very  t 
ditional  lifestyle.  They  have  ceremoE 
from  October  to  February,  and  they  1 
many  funerals  [of  often  distant  relati\| 
to  attend  as  well.  If  they  fail  to  return 
their  community  for  these  events  they  J 
get  beaten  up,"  he  says.  As  a  result,  ad 
riginal  employees  "sometimes  just  vJ 
ish."  To  meet  its  quota,  BHP  BiUiton  is] 
ucating  aboriginal  children  to  pro\ 
tomorrow's  work  force. 

An  unexpected  effect  of  the  Pilbl 
work  force  and  the  algorithms  they  usi 
the  threat  to  jobs  of  U.S.  auto  and  api 
ance  workers.  How  so?  The  Australian  f 
becomes  Asian  steel,  which  costs  less  t 
American   steel  mil 
from  Mesabi  ore.  Thai 
to  George  Bush's  taril 
the  Asian  ore  can't 
into  the  U.S.  in  the  fcj 
of  steel  billets.  Sc| 
comes  in  as  Korean  i 
and  Chinese  refrigel 
tors.     To     paraphr| 
Brian  Gilbertson  a 
Almost  anything  ]| 
touch  in  the  world  nl 
als  market  has  powe| 
consequences. 


In  July,  Brian  Gilbertson  took  the  BHP  Billiton  reins  from  Paul  Anderson. 
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What  do  all  these  companies 
have  in  common? 


Airline  Professionals  Ltd. 


Low  taxes:  16% 


AOL  Time  Warner  HK  Ltd. 


Australand  HK  Co.  Ltd.    AXA  Asia  Pacific  Holdings  Ltd.    Boeing  International  Corporation 

Ciena  (Asia)  Ltd.    Citigate  Dewe  Rogerson    CNN    CSAV      RuIB  Of  l3W 

ClBSn  QOVBrnmBnt      Oynegy  Asia  communications  Ud. 

Ell  Lilly  Asian  Operations  Ltd.    FootFall  Asia  Ltd.     preC  flOW  Of  infOriTldtiOn 

G3t6W2y  to  Chin3      Fujitsu  Microelectronics  pacific  Asia  Ltd.    Global  Gateway 

Harvey  Nash    Kumagai  Gumi  Co  Ltd.    Marcfi  Networks  Asia  Pacific  Ltd.    MessageLabs  (Asia)  Ltd. 

MitsuiosK  Lines (Asia)Ltd  Worltl-class  Infrastructure 

UnriVallBd  location      IVIomlngstar  Asia  Ltd.    NCL Shipping  Agencies  Ltd. 
Nuance  Communications  HK  Ltd.    OpenTV  HK  Ltd.    Partner  Reinsurance  Co  Ltd. 
Rojam  Entertainment  Holdings  Ltd.     SkJIiBtl  WO|j^|||^g||||p 
LBVBI  playinO  fiBid      SendmaH  (Asia  Pacmc)  Ltd.    Shipley  Asia  Ltd. 
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Terayon  Hong  Kong  Ltd.    Ubinetlcs  Ltd.    United  Commercial  Ban 


They  have  all  recognised  Hong  Kong  s  many  advantages  and  yui  Ui^u  regional  operation  here. 
Over  3,200  others  have  done  the  same.  Care  to  join  us? 


nvestIK 


Find  out  more  at  www.lnvestHK.QOv.hk 


The  Government  of  the  Hong  Kong  Special  Administrative  Rcjion 


HONCB 
KONC3 


^ 


Jites  1501-6,  Level  15,  One  Pacific  Place,  88  Queerisway,  Hong  Kong    Tel:  (852)  3107  lOOO    Fax:  (852)  3107  9007    Email:  enq@lnvestHK.gov.hk 
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Dell  I  Enterp 


rise 


Dell  PoiieitiJye  Sunuis  use  Intel^  Xeon'  Processors 


The  power  of  Dell  flexible  solutions. 


What  does  Dell  bring  to  your  enterprise?  Just  what  you'd  expect:  A  legendary  focus  on  you,  the  customer,  that's  as 
relentless  as  our  focus  on  driving  down  costs. 
With  Dell  you  get: 

<•   Enterprise  Solutions  on  your  terms.  No  proprietary  systems,  no  endless  consulting  fees.  Just  powerful,  cost 
effective,  industry-standard  technology  like  Dell  PowerEdge'"  Servers  with  Intel"  Xeon"  Processors. 

•  Solutions  that  are  easier  to  manage.  From  SAN  and  server  consolidation  to  Unix  migration,  we  collate  flexible 
systems  that  are  easier  to  afford,  year  after  year, 

•  Enterprise  services.  Dell  has  an  expanded  range  of  services  to  help  you  simplify  the  design  and  management  of 
your  IT  infrastructure. 
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^  For  nearly  20  years,  we've  revolutionized  the  way  the  world  buys  and  manages  technology. 

«  %%         Now  find  out  how  Dell's  direct  approach  can  revolutionize  your  enterprise.  To  learn  more 

^\  about  the  Dell  ROI  test,  visit  www.dell.com/ROI1  or  call  us  toll-free  at  1-877-436-DELL. 


Enterprise  solutions  that  can  cut  costs  today  and  tomorrow.  Easy  as 


IK^L 


Call  1-877-436-DELL  or  visit  www.dell.com/ROI1 


itel  logo  and  Xeon  are  iratiemarks  or  registered  trademarks  of  Intel  Cyoorauon  or  its  subsidiaries  in  t 
ler  Corporation.  (92002  Dell  Computer  Corporation  All  tighf;  reser\'ei!. 
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Brawn  and  Brain 

Engineers  and  scientists,  not  just  factory  workers,  now  come  cheap  in  Chinal 


BY  ROBYN  MEREDITH 

MOTOROLA  OPENED  ITS  FIRST  FAC- 
tory  in  China  a  decade  ago,  filled 
with  a  few  hundred  unskilled 
workers  building  pagers.  Motorola's  China 
business  has  mushroomed  since  then,  and 
it  now  pulls  in  more  revenue  than  any 
other  foreign  company  in  China — $4.9  bil- 
Uon  last  year.  Its  10,000  Chinese  workers 
build  handheld  computers,  mobile  phones, 
cellular  networks  and  electronic  compo- 
nents for  cars. 

But  Motorola's  work  force  now  has 
brains  to  add  to  the  brawn.  Already  there 
are  1,060  engineers  and  researchers  in  Bei- 
jing and  17  other  cities.  It  plans  to  have 
5,000  by  2006.  Microsoft,  Intel  and  Sony 
Ericsson  Mobile  Communications  are  all 
tapping  into  Chinese  talent,  too. 

The  siren  song  of  China  is  changing  for 
many  foreign  companies.  Sure,  there  are  1.3 
billion  Chinese  to  buy  toothbrushes  and 
cars — someday.  But  right  now  incomes  are 
so  low  that  only  the  cheapest  foreign  goods 
reach  the  masses;  800  million  Chinese  are 
still  peasants.  For  most  companies  the  real 
money  in  China  is  on  the  cost,  not  revenue, 
side.  And  China  is  developing  a  massive, 
cheap  supply  of  white-collar  workers. 

Why  didn't  foreign  companies  hire 
China's  cheap  engineers,  computer  scien- 
tists and  biochemists  before?  There  weren't 
any.  Ten  years  ago  only  China's  top  uni- 
versities offered  computer  science  degrees. 
Now  almost  every  university  does,  says 
Patty  Wang,  a  personnel  manager  for  Mo- 
torola China.  The  same  goes  for  degrees  in 
business,  marketing  and  human  resources. 
To  graduate  from  a  Chinese  college,  stu- 
dents must  demonstrate  basic  proficiency 
in  English,  the  language  of  business. 

Quite  a  contrast  to  the  Cultural  Revo- 
lution of  1966-76,  when  Chairman  Mao 
drove  intellectuals  into  txile — or  simply 
had  them  killed.  It  was  not  until  1 978  that 
graduate  education  resumed,  with  the 


awarding  of  nine  advanced  degrees  (all 
told)  for  the  nation.  In  2000  there  were 
59,000.  A  Boston  College  report  calculates 
that  in  20  years  China  could  be  minting 
400,000  graduate  students  a  year,  the  same 
number  as  in  the  U.S.,  the  current  leader. 
"They  are  as  great  as  we  can  find  in  Tai- 
wan, but  they  are  more  abundant,"  says 
Chin  Wu,  president  of  Ali  Corp.,  the  Tai- 
wan chip  designer  formerly  known  as  Acer 

China's  Skilled  Workers 


Companies  can  tap  increasing 
numbers  of  science  and  engineering 
majors. 


1,200  Graduates  (thou) 


11 


'Expected,  based  on  1999  and  2000  enrolment.  Source: 
People's  Republic  of  China  Ministry  of  Foreign  Affairs. 


Laboratories.  "After  all,  there  are  1  billion 
people.  In  Taiwan  there  are  just  23  million." 

His  company  only  began  hiring  in 
China  in  1999,  but  it  now  has  167  computer 
and  DVD  chip  designers  there.  On  the  cost 
side,  there's  no  contest:  Chinese  chip-de- 
signer wages  are  a  third  to  a  half  what  Mr. 
Wu  would  pay  in  Taiwan,  and  a  seventh  to 
a  tenth  what  he'd  pay  in  die  U.S. 

It  isn't  just  big  multinationals  that  are 
recognizing  China's  new  labor  pool:  Asian 
entrepreneurs  are  rushing  to  move  work  to 
the  Mainland.  The  miniature  version  of 
Motorola's  story  is  that  of  ChanCo  Inter- 
national Group,  a  $19.2  million  Hong 
Kong  company  with  850  workers  in  Main- 


land China  making  belts  and  wallets  f^ 
Polo,  Liz  Claiborne,  Calvin  Klein,  Arm; 
Exchange,  Marks  &  Spencer  and  Coach, 

Chairman  Edwin  Chan  remembers 
hurdles  he  faced  in  1989,  when  he  open;' 
his  factory  in  Dongguan,  two  hours'  dn 
from  Hong  Kong.  Back  then  he  paid  wor 
ers  $36  a  month  plus  room  and  board  bi 
struggled  to  justify  even  that.  They  h;: 
worked  their  entire  Uves  for  China's  stat 
owned  enterprises.  "After  you  walk  awi; 
they'd  just  stop  working,"  Chan  says.  Th 
couldn't  tell  the  difference  between  an  a, 
ceptable  belt  and  one  Chan's  customcll 
would  reject.  "Most  workers  came  from  ti 
vOlage,"  says  Chan.  "They  couldn't  affo 
belts.  They'd  never  even  seen  a  good  walle 

Since  then  his  factory  workers  ha 
learned  the  ropes.  The  factory  wage  is  up 
$51  a  month,  but  productivity  is  way  i 
too.  Last  year  Chan  hired  20  wallet  desig 
ers  on  the  Mainland,  paying  them  $22( 
month.  The  same  work  in  Hong  Ko 
would  pay  $1,285  a  month. 

Hong  Kong's  Vital  BioTech  Holdir 
started  out,  just  like  Motorola  and  Chan( 
with  factory  workers.  It  has  200  in  two  si 
in  China  folding  medicine  boxes,  then  i 
serting  instruction  sheets  and  prepackag 
medicine.  Executive  Director  Terence  Au 
ung,  a  biochemist,  says  without  a  hint 
irony  that  the  workers  are  cheaper  than  i 
bots:  "They  respond  to  voice  commar 
and  are  fully  programmable  artificial  int 
ligence."  They  get  $145  a  month  plus  lun 

Now  Vital  has  hired  40  scientists  to 
research  in  Wuhan  and  Chengdu.  The 
Ph.D.s  start  at  $970  a  month — the  sai 
pay  an  unskilled  worker  gets  in  Hong  Ko 

Not  all  is  rosy  for  foreign  compan 
hiring  China's  new  skilled  workers.  1 
biggest  problem  for  chip  designer 
Corp.,  with  its  Mainland  China  work  foi 
sounds  like  a  problem  employers  have 
Silicon  Valley:  how  to  keep  workers  fr( 
being  lured  away  by  competitors. 
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INTERNATIONAL  JORDAN 


Monarch  on  a  Mission 

Maybe  the  Middle  East  would  be  less  of  a  powder  keg  If  people  had  better 
economic  prospects.  Jordan's  KING  ABDULLAH  is  experimenting  with  the  idea 


^■'.^^ 


V/ 


BY  KERRY  A.  DOLAN 

SEPT.  U.  SUICIDE  BOMBERS.  TALK  OF  A 
war  to  topple  Saddam  Hussein.  King 
Abdullah  II,  who  has  been  running 
Jordan  since  his  revered  father,  King  Hus- 
sein, died  of  cancer  in  February  1999,  is 
surrounded  by  chaos.  His  defensive  plan: 
Build  the  economy. 

"I  don't  use  the  region..!  instability  as 
an  excuse  not  to  move  fonsMrd,"  he  says, 
referring  to  Jordan's  econ  .'nic  liberaliza- 
tion. "When  everyone  else  ii  ■  -'ling  time, 
this  is  when  you  want  to  hit. 

Five  months  after  Abduii.  u  Secamc 
king,  he  called  a  lunch  meeting  of  2.'  'oung 
businessmen.  Recalls  Jordan's  Minister  of 
Planning  Bassem  Awadallah,  who  attended 
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the  lunch,  "The  king  said  to 
them,  'Don't  tell  me  there  are 
problems  with  the  Customs  De- 
partment. I  already  know  that. 
Give  me  a  solution.'  They  were  shocked." 

Shock  turned  to  action.  The  group  met 
every  night  for  a  month  and  came  back 
with  a  solution.  Before,  clearance  on  ship- 
ments at  the  Amman  airport  was  done 
manually  and  often  took  two  days.  Now 
the  system  is  computerized.  Customs  bro- 
kers can  do  their  own  shipment  entry.  Ex- 
press packages  with  low  values  clear  cus- 
toms in  an  hour  or  two.  Tariffs  have  also 
been  reduced,  from  at  least  80%  to  30%. 

Abdullah,  40,  got  to  know  a  cross-sec- 
tion of  his  people  during  his  18  years  in  the 


Hopeful  handshake 
Encounters  like  this 
fuel  King  Abdullah's 
plans  for  Jordan. 


army.  His  conclusion:  "TI 
poverty  level  was  not  tolerab 
Economic  and  social  refor 
seemed  to  me  the  overridi 
objective.  What  Jordan  is  about,  for  t 
next  couple  years — what  I'm  about- 
putting  tbod  on  the  table." 

He  recruited  six  forward-looking  gc 
ernment  ministers.  With  them  he  h 
turned  to  the  private  sector  for  advice  a 
cooperation  in  a  way  no  other  leader 
the  Arab  world  has.  The  plans  he's  pi 
sued  have  resulted  in  a  number  of  init 
successes:  membership  in  the  Woi 
Trade  Organization  in  April  2000,  pri> 
tization  of  state-owned  industries  such 
the  phone  company  and,  most  impr 
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A/are  solutions  for  specific  industries.  Our  industry  expe; 
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sive,  a  Free  Trade  Agreement  with  the  U.S. 
Jordan  is  only  the  fourth  country  in  the 
world  to  achieve  such  a  feat,  following 
Canada,  Mexico  and  Israel. 

The  proof:  economic  growth  of  4.2% 
last  year  and  a  forecast  for  5.1%  growth  this 
year,  a  9%  increase  in  exports  and,  with  a 
30%  return  last  year,  the  world's  fifth-best- 
performing  stock  market. 

There's  still  a  long  way  to  go.  The  prob- 
lems at  home,  including  a  30%  poverty  rate 
and  unemployment  unofficially  at  25%, 
aren't  curable  overnight.  Nor  are  some 
deeply  embedded  cultural  traits,  "hi  the  old 
days  Jordan  was  built  on  fa- 
voritism— something  we  call  wasta, 
political  and  business  mafias  and 
corruption,"  the  king  explains,  sit- 
ting in  the  living  room  of  his  large, 
heavily  guarded  home  in  a  suburb  of 
Amman.  (The  royal  couple  decided 
to  forgo  a  palace.)  "It  takes  a  whUe 
to  change  a  system." 

There  are  some  things  he  can't 
change.  Palestinians  make  up  60%  of 
Jordan's  5  million  people,  and  they 
are  irate  over  U.S.  support  of  Israel. 
They  will  have  more  to  stew  about  if 
President  Bush  goes  after  Saddam. 

"You  know  the  old  joke,  between 
Iraq  and  a  hard  place,"  says  Abdul- 
lah. But  he  doesn't  laugh.  Last  year, 
says  Foreign  Minister  Marwan 
Muasher,  American  Express  was 
planning  to  open  a  software  devel- 
opment center  in  Amman;  the  king 
was  to  fly  to  New  York  on  Sept.  14 
for  a  signing  ceremony.  After  the  at- 
tack on  the  World  Trade  Center,  a 
block  from  AmEx  headquarters,  the 
plan  was  scrapped. 

It's  unfortunate  that  the  mere  percep- 
tion of  instability  in  Jordan  is  costing  jobs. 
Though  Amman  has  had  its  share  of  peace- 
ful protests  against  Israeli  actions  and  the 
U.S.,  there's  been  no  violent  spillover  into 
Jordan.  Says  Karim  Kawar,  Jordan's  new 
ambassador  to  die  U.S.,  "Jordan  is  an  oasis 
of  peace  in  a  desert  of  turinoil."  The  pan- 
Arab  boycott  of  U.S.  goods  and  services,  a 
grass-roots  protest  against  U.S.  support  of 
Israel,  has  cut  local  sales  of  Coca-Cola,  Pepsi 
and  McDonald's  by  40%.  But  thanks  .the 
new  free  trade  agreement,  imports  fr:  r  h  e 
U.S.  were  up  1 3%  in  the  first  five  moi         .! 
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this  year  over  the  same  period  in  2001. 

Abdullah  did  not  grow  up  expecting  to 
become  king.  That  role  was  to  go  to  his 
uncle.  King  Hussein's  brother  Prince  Has- 
san, now  55.  In  1981,  after  attending  high 
school  in  the  U.S.  and  then  Sandhurst  Mil-- 
itary  Academy  in  England,  Abdullah  joined 
the  army.  On  his  deathbed.  King  Hussein 
named  Abdullah  the  crown  prince. 

The  heir  to  the  throne  didn't  waste  any 
time.  When  a  group  of  businessmen  work- 
ing in  the  information  technology  sector 
asked  Abdullah  in  1999  for  his  support  to 
develop  the  industry,  he  requested  a  plan. 


. 


►  By  the  Numbers 


Positive  Performance 

Dc  ,  .__.  ,1         :  made  steady 

economic  progress  under  King  Abdullah's  reign. 


^14/0  Increase  in  Jordan's  exports  to  the  U.S. 
from  2000  to  2001. 

OU/o  Increase  In  Amman  Stock  Exchange 
index  in  2001. 

4.Z/0  Jordan  GDP  growth  in  2001. 
Estimated  5.1%  in  2002. 

Sources:  U.S.  Census  Bureau;  Amman  Stock  Exchange;  IMF; 
Atlas  Investment  Group. 


The  group  wanted  three  months  to  do  it; 
the  king  gave  them  one.  They  came  back 
with  recommendations  that  included  join- 
ing the  World  Trade  Organization,  passing 
laws  to  protect  intellectual  property,  im- 
proving the  telecom  infrastructure  and 
beefing  up  the  education  system.  The  king 
has  achieved  the  first  three  of  these;  edu- 
cational reform  is  under  way. 

Revenues  in  Jordan's  info  tech  sector 
climbed  from  $60  million  in  1999  to  $176 
million  tlie  following  year.  In  2001, 97  start- 
ups sprouted.  After  the  government 
changed  tlie  law  to  allow  for  employee  stock 
ownership  plans  and  share  options,  Mi- 


crosoft invested  an  estimated  $4  million 
a  Jordanian  software  firm,  Estarta,  in  Ma 
If  Jordan  succeeds  in  its  aim  to  be  a  rel 
gional,  service-oriented  business  hub,  say 
Abdullah,  it  will  be  following  the  lead  c| 
Singapore  and  Ireland.  Both  countries  ha\ 
slightly  smaller  populations  than  Jordai'  I 
but  GDP  per  capita  figures  of  $24,860  fc 
Singapore  and  $27,050  for  Ireland  dwa: 
Jordan's  $1,610.  The  king  sees  education  i 
a  key  element  in  his  growth  agenda.  Th 
hteracy  rate  in  Jordan,  at  89%,  is  second  tj 
Israel  (with  96%)  in  the  Middle  East.  Bi 
the  country  is  still  experiencing  a  brai 
drain  to  other  parts  of  the  region  an 
the  world. 

The  U.S.,  eager  to  keep  Jordan 
an  Arab  ally,  has  pumped  in  $200  mi 
lion  a  year  in  aid.  The  money  ha 
among  other  things,  helped  moderi 
ize  the  Amman  Stock  Exchange.  Un 
mid-2000  trades  were  handwritten  c 
white  boards.  Today  they're  compu 
erized.  Volume  has  better  than  tripk 
since  2000,  to  $7.3  million  a  day,  ma 
ing  Amman's  the  third-most-actr 
stock  exchange  in  the  region  aft 
those  in  Kuwait  and  Saudi  Arabia. 
More  is  to  be  done.  Taxes  are  st; 
high  (banks  pay  35%).  The  public 
tor  is  bloated  (26  ministries).  Demoi 
racy  is  weak.  Last  fall,  at  the  end  of 
term.  King  Abdullah  dissolved  Parli 
ment,  the  lower  house  of  which] 
popularly  elected,  and  has  yet  to  c 
new  elections.  His  reason:  Redistri( 
ing  had  to  take  place  and  electror 
voter  cards  took  time  to  distribu 
Both  have  been  done.  Says  Abdullc 
"With  the  anger  and  the  hatred  t 
ward  Israel  and  the  West  now,  because 
the  Israeli-Palestinian  problem,  there  i: 
chance  of  a  much  more  radical  Pari 
ment."  By  "radical"  he  means  anti-Ami 
ican.  Elections  will  be  held  sometii 
within  the  next  year,  he  says. 

"Democratic  reform  and  freedoms ; 
not  where  I  want  them  at  this  stage,"  / 
dullah  explains.  "You  can't  keep  a  mon 
chy  in  the  old-fashioned  system  and  exp 
it  to  survive."  If  the  modernizing  monai 
acts  on  his  words,  Jordan  will  likely  stan 
much  better  chance  at  the  kind  of  ec 
noniic  growth  that  has  transformed  Sin 
pore  and  Ireland. 
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A  year  ago  corporate  responsi- 
bility was  barely  on  the  media 
radar  screen,  much  less  on  the 
agenda  of  most  boardrooms  in  the 
US,  yet  suddenly  it's  at  the  top  of 
public  and  market  awareness.  In  a 
post  -  Enron  and  WorldCom  landscape, 
corporate  responsibility  equates  with 
corporate  governance,  a  concept 
based  on  ethics  and  accountability  that 
has  taken  more  than  two  decades  to 
move  to  the  business  center  stage.  For 
many,  however,  it  also  includes  areas 
like  employee  health  and  safety,  diver- 
sity hiring,  corporate  philanthropy  and 
community  relations,  bringing  it  within 
the  sphere  of  sustainable  development 
and  its  sister  concept  of  sustainability. 
The  latter  pair  have  their  corporate 
roots  based  in  environmental  issues, 
but  have  evolved  over  the  past  15 
years  into  a  broad  framework  that  also 
wrestles  with  the  big  social  and  eco- 
nomic challenges  that  confront  the 
world. 

^f  ese  terms  defy  tight  definition,  but 

e  part  of  a  family  that  also  includes 

jrporate  social  responsibility  (CSR), 

:orporate  citizenship  and  the  triple 

bottom  line.  Whatever  you  call  them. 


An  expanded  version  of  this  section  is  available 
on  Forbes.com/specialsections  with  addition- 
al information  and  links  to  related  materials. 
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and  this  article  uses  corporate  sustain- 
ability  as  a  catch-all,  they  collectively 
represent  the  greatest  movement  for 
change  confronting  the  business  world 
today. They  also  sit  high  on  the  inter- 
national diplomatic  agenda,  with  the 
World  Summit  on  Sustainable  Devel- 
opment, currently  taking  place  in 
Johannesburg,  South  Africa,  seeking 
to  extend  the  sustainable  development 
agenda  established  a  decade  ago  at 
the  landmark  Rio  Earth  Summit. The 
challenge  is  to  find  sustainable  solu- 
tions to  the  world's  ills  that  address 
environmental,  social  and  economic 
issues.  In  the  years  since  Rio  it  is 
arguable  that  a  growing  group  of 
global  corporations,  rather  than 
national  governments,  have  taken  the 
leadership  baton  in  sustainability. 

Corporate     sustainability     is    the 
umbrella  for  an  expanding  set  of  large- 
ly   stakeholder-oriented    challenges 
touching  key  aspects  of  business  per- 
formance, competitiveness  and  even 
survival.  The  stakeholders,  broadly 
defined,  are  everyone  and  every  entity 
that  a  company  affects,  and  everyone 
and  every  entity  that  impacts  on  that 
company.  How  a  company  engages 
relevant  stakeholders  and  addresses 
its  particular  corporate  sustainability 
issues  can  have  direct  bearing  on  its 
access  to  markets  and  capital,  its  abil- 
ity to  attract  and  retain  a  quality  work- 
force, the  efficiency  of  its  operations, 
and  its  reputation  and  brand  value. 
Today  we  have  a  relative  handful  of 
outstanding  examples  of  companies 
that  have  made  corporate  sustain- 
ability part  of  their  cultyes,  whether 
for    moral    or    ethical    reasons,    in 
response  to  crises  that  threatened  to 
overwhelm  them,  or  simply  because 
they  saw  the  long-term  value  of  doing 
so.  In  the  U.S.,  names  like  DuPont, 


Dow,  Georgia  Pacific,  IBM,  Intel  and 
S.C.  Johnson  come  to  mind;  in  Europe, 
it's  Shell,  IKEA,  BP,  British  Telecom, 
DaimlerChrysler  and  Baxter  Interna- 
tional; and  in  Japan, Toyota,  Honchq, 
Canon,  Ricoh,  Mitsubishi  Electric  and 
Tokyo  Electric  are  leaders. 

These  pioneers  serve  as  models  of 
inspiration  and  something  quite  pro- 
found is  emerging  from  their  experi- 
ences. Increasingly,  their  top-down 
commitments  to  address  everything 
from  workplace  safety  to  climate 
change  are  generating  benefits  at  the 
financial  bottom  line.  Sometimes  these 
are  short-term  value  propositions  like 
energy  savings  and  increased  employ- 
ee motivation,  but  most  important  is 
the  potential  to  support  long-term  and 
sustained  growth.  DuPont  is  200  years 
old  this  year  and  sees  its  "sustainable 
growth"  business  model  as  the  path  to 
a  third  century.  The  Dow  Chemical 
Company,  also  a  sustainability  leader, 
aspires  for  the  same  corporate  longevi- 
ty. "We  are  a  105-year-old  company, 
and  want  to  be  a  200-year-old  compa- 
ny," says  Sam  Smolik,  Global  Vice  Pres- 
ident for  Environment  Health  and 
Safety  at  Dow.  "We  have  recently 
developed  an  actionable  12-point  Sus- 
tainable Development  Operating  Plan 


is  the  umbrella  for  an 
expanding  set  of  largely 

stakeholder-oriented 
challenges  touching  key 
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formance,  competitive- 
ness and  even  survival. 


and  are  currently  in  the  process  if, 
implementing  it  into  all  of  our  bus 
nesses,  functions,  and  sites  worldwidi 
It's  the  way  that  we  plan  to  make  Do 
a  long-term  successful  company  and]  EF 
optimize  our  contributions  to  society 
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As  DuPont  and  Dow  demonstrat 
corporate  sustainability  has  becomel 
major  arena  for  competition  in  ki 
industry  sectors.  Two  of  the  worlq 
three  biggest  oil  companies,  BP  arj 
Shell,  are  sustainability  leaders,  corj,, 
peting  strongly  with  each  other  afj 
differentiating  themselves  from  th«(;Q 
rivals.  Japanese  carmakers  Toyota  arj  kj^c 
Honda  are  using  new-generation  lo> 
emission  vehicles  to  spearhead  anolj 
er  assault  on  Ford  and  GM,  with  \\ 
environment  a  growing  competiti 
issue  for  the  entire  auto  industry.  Oth 
companies  in  industries  with  big  en' 
ronmental  footprints -such  as  Geor^ 
Pacific  and  International  Paper,  ADI 
Procter  &  Gamble  and  ALCOA  -  4 
competing  for  the  sustainability  ed 
over  rivals,  and  working  together  to 
the  performance  of  their  whole  indi' 
tries.  Major  financial  sector  playe 
including  banks  and  insurance  comp 
nies,  are  also  joining  in.  It's  no  reve 
tion  to  say  that  companies  are  mo 
vated   by  the  pursuit  of  profit  a 
growth.  But  does  the  growing  coh 
of  corporate  sustainability  leadersf 
companies  carry  a  deeper  messag 
Have  they  seen  the  handwriting 
the  wall  and  realize  it's  better  to  ri 
the  waves  of  change  than  get  pour 
ed  by  them? 


The  notion  of  "triple-bottom  lin 
accounting  -  where  a  company's  er 
ronmental,  social,  and  econon 
impacts  and  performance  are  cons 
ered,  measured  and  reported  in  sii 
lar  fashion  to  financial  reporting  -  \ 
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SPECIAL      ADVERTISING      SECTION 


Tokyo  Electric  Povs^er  Company  (TEPCO) 

proudly  introduces  its  latest  environment-friendly 
and  energy -efficient  showcase  solution: 

iaking  Hot  Water  from  Thin  Air 


EPca 


;yo  Electric  Power  Company 
30),  the  world's  largest  private 
ric  power  company,  sees  its  mis- 
as  going  beyond  supplying  elec- 
^  to  more  than  20  million  cus- 
rs.  Rather,  the  primary  goal  of 
!0  IS  to  enrich  people's  lives  by 
ding  sources  of  energy  -  and  not 
flectricity  -  in  a  more  environmen- 
'riendly  way. 

^CO  has  been  playing  a  leading 
n  tackling  environmental  issues. 
re  a  world  leader  in  reducing  NOx 
>0x  emissions  from  power  plants. 
TOW  we  are  focusing  on  reducing 
jmissions  in  electricity  production, 
ig  our  customers  conserve  energy 
jse  it  wisely,  and  participating  in 
national  cooperation  to  address 
s  of  global  climate  change. 


The  household  sector  accounts  for 
14%  of  total  energy  consumption  in 
Japan,  over  a  third  which  goes  to  heating 
water,  largely  through  the  use  of  natural 
gas  and  oil.  TEPCO's  innovative  CO2  high 
efficiency  home  water  heater  -  marketed 
under  the  name  "ECO-CUTE"  -  is  a 
major  development  in  improving  home 
energy  efficiency.  The  technological 
breakthrough  was  the  CO2  -based  heat 
pump  that  replaced  ozone-destructive 
CFCs  as  the  refrigerant  with  harmless 
carbon  dioxide.  ECO-CUTE  provides 
energy  savings  of  approximately  30% 
over  conventional  combustion-type  water 
heaters  and  produces  approximately  50% 
less  CO2. 

ECO-CUTE,  introduced  in  2001,  is  very 
safe,  compact  and  inexpensive, 
compared  with  conventional  combustion- 


type  water  heaters.  """iTref ""Japanese 
government  has  realized  the  societal 
benefits  of  the  ECO-CUTE  system  and 
created  a  five-year  subsidy  program  to 
encourage  consumers  to  purchase  and 
use  it.  ECO-CUTE  has  won  numerous 
awards,  including  the  2002  Energy 
Conservation  Grand  Prize  of  the  Energy 
Conservation  Center  from  the  Ministry  of 
Economy,  Trade  and  Industry  of  Japan, 
and  the  2002  Climate  Protection  Awaicl 
from  the  Environmental  Protection 
Agency.  TEPCO  is  pursuing  various  ways 
to  extend  the  benefits  of  the  energy- 
efficient  "ECO-CUTE"  system  beyondj 
homes  m  Japan.  Larger  systems  are 
being  developed  for  larger-scale  usj 
such  as  for  schools,  hospitals,  hotels  atSt 
office  buildings.  TEPCO  is  also  actively 
seeking  international  partners  to  lic^ng©*^^ 
the  technology.  vvww.tepco.co.jp 


(  Electric  Energy  )  +2 (  Heat  From  Air  )  =  3  (  Heat  Energy  ) 


Heat  pump  unit 


Hot  tap  water  storage  tank  unit 


f       Electricity  T      J 


Hot  Water  Out 

(Mu  90t) 


The  ECO-CUTE 
home  hot  water 
system  repeatedly 

compresses  and  expands 
CO2  refrigerant  to  extract 
heat  from  the  air  and  trans- 
fer it  into  the  hot  water 
system.  It  can  produce  hot 
water  even  at  low  ambient 
air  temperatures,  making  it 
applicable  to  most  climates. 
In  addition/the  insulated 
storage  tank  allows  the 
system  to  heat  water  with 
electricity  at  night,  when 
dei^iiM^d  rates  are  low. 


iMSMMMi 


SECTION      4 


been  an  influential  vehicle  for  fostering 
awareness  of  corporate  sustainability. 
First  coined  by  John  Elkington,  noted 
author  and  founder  of  UK-based  Sus- 
tainAbility,  the  triple-bottom  line  has 
gained  acceptance  among  a  number  of 
leading  companies  and  has  been  used 
by  some  to  report  social,  environmen- 
tal and  economic  performance.  Still, 
many  companies  and  businesspeople 
have  yet  to  be  persuaded  there  really 
is  a  business  case  to  justify  the  invest- 
ment and  hard  work  required  for 
change,  especially  in  small  and 
medium-sized  businesses.  A  critical 
barrier  is  the  still  common  mindset 
that  corporate  sustainability  and  cor- 
porate financial  success  are  not  only 
separate  goals,  but  usually  incompati- 
ble goals  as  well.  This  Milton  Fried- 
manesque  view  is  being  challenged, 
howevei-,  by  companies  that  are  using 
corporate  sustainability  to  better  align 
their  businesses  with  society  -  thus 
creating  value  at  their  own  financial 


bottom  lines  as  they  support  societal 
interests. 

Paul  Gilding,  a  one-time  head  of 
Greenpeace  International,  now  works 
with  global  companies  to  "opera- 
tionalize"  sustainability  through  his 
firm,  Australia-based  Ecos  Corporation. 
With  co-authors  Murray  Hogarth  and 
Don  Reed,  he  argues  forcefully  in  a 
recent  report  that  the  primary  focus  of 
business  in  supporting  sustainability 
should  be  on  value  creation  as 
opposed  to  moral  or  ethical  motives: 
"Market  forces  are  driven  by  the  pur- 
suit of  profit  and  growth.  When  an  idea 
is  commercially  successful,  market 
forces  divert  ever-greater  resources  to 
replicate  it  and  commence  a  self-rein- 
forcing cycle.  Creating  value  -  and 
reporting  it  at  the  bottom  line  using 
accepted  accounting  and  reporting 
approaches  -  drives  change. ..at  a 
speed  and  a  scale  that  quickly  impacts 
the  whole  global  economy  and  society." 


The  Sustainable  Business  Value  Matrix 


The  Sustainable  Business  Value  Matrix'^priginaHy  presented  in  a  2001  report  by  SustainAbllity  and 
UNEP  -  Buried  Treasure:  Uncovering  th\  Business  Case  for  Corporate  Sustainability  -  explores  the 
relationship  between  various  dimensions  of  sustainability  with  areas  of  potential  business  value. 
A  subset  of  the  complete  matrix  is  presentednbove  with  the  full  matrix  and  underlying  rationale 
available  in  the  Forbes.com  version  of  this  sectlpfi. 


Value  creation  is  what  business  doj 
best;  where  it  devotes  most  of 
resources    and    innovation,    how 
rewards  employees,  and  how  shalfi 
holders  and  others  judge  it.  Maki 
sustainability  part  of  value  creati 
harnesses  all  of  these  institutio 
advantages  and  makes  possible 
dramatic  shifts  that  are  needed  to  d 
with  many  intractable  environmen;liec 
and  social  challenges.The  authors  aj  m 
note,  "Anything  that  is  not  in  harmcjii 
with  value  creation  and  growth  vl|est 
soon  be  relegated  to  a  second 
third-tier  priority  for  most  businessib 
What's  needed  is  a  concept  that  inlmer 
grates,  not  separates."  |ient 

Now  the  big  question  for  individtt 
companies  is  not:  "Is  there  a  vajfim 
case  for  sustainability?"  But  ratHlUlai 
"Where  is  the  value  for  this  particii  cto 
company  and  how  can  that  value]  uctl 
captured?"  Accordingly,  response^'  c 
the  challenges  and  opportunitiejjfonn 
committing  to  corporate  sustainabjicto 
will  and  should  be  highly  individua 
tic.  Some  will  lead,  some  will  folh  ^lei 
and  some  will  do  little  or  nothing,  h  yets 
big  a  price  companies  will  pay  fi  imc 
delayed  or  superficial  commitmer  now 
yet  to  be  seen,  though  history  sh 
the  penalties  can  be  substantial, 
are  likely  to  grow  larger  over  time, 
of  the  cornerstones  of  corporate 
tainability,  stakeholder  engagemer 
really  a  vehicle  for  connecting  nr 
deeply  with  all  significant  players 
company's  marketplace  and  helf 
keep  pace  with  changing  soci 
values.  While  almost  all  companies 
make  business  cases  for  embrai 
some  aspects  of  corporate  sustain 
ity,  finding  the  right  "fit"  means  ur 
standing  how  changes  in  the  busii 
landscape  can  affect  a  compa 
assets    and     its     prospects.    Tl   er, 
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ivironmental  Progress  Through 

1993  Mitsubishi  Electric  corporate  environment  plan        L  r>  o4"/^T*       HC 
ired  the  company  to  attain  its  ambitious  goals  to      JL    d  V-^  L  V,/ i      .X^ 


1993  Mitsubishi  Electric  corporate  environment  plan 
ired  the  company  to  attain  its  ambitious  goals  to 
imize  negative  environmental  incidents,  and  use 
urces  more  efficiently.  Through  these  and  other  efforts, 
stained  commitment  to  improve  environmental  perfor- 
ce has  become  part  of  the  company's  business  model 
corporate  culture*;     -^^-  -^:  .-        ,•   . 


!  challenge  facing  connpanies  and 
mers  is  how  to  measure  the  envi- 
mtal  innpact  of  various  products, 
standards  in  this  area  are  emerg- 
litsubishi  Electric  has  developed 
)r  X"  -  an  easy-to-understand  nnea- 
lent  index  that  indicates  the  envi- 
ntal  efficiency  of  new  products. 

or  X  is  based  on  our  MET  concept, 
nneasures  effective  use  of  maten- 
I  and  energy  (E),  and  elimination  or 
tion  of  toxic  substances  (T).  If  a 
:t  has  half  the  environmental  life- 
load  of  Its  predecessor,  its 
nmental  efficiency  has  increased 
tor  2. 

examples  of  Mitsubishi  Electric 
:ts  sold  in  Japan  which  incorporate 
nciples  of  continuous  improvement 
)  with  their  Factor  X  ratings  -  include: 


Room  air-conditioner 
(Factor  1.44) 


MET  Reductions* 


Materials 


400  tons 


1870  GWh 


0.8  tons 

(lead) 


'Based  on  cumulative  shipments  of  200,000  units 

The  WX-28J  air-conditioner  uses  less 
than  half  the  electricity  as  the  same 
series  of  10  years  ago.  Its  improved, 
large  air-purification  filter  further  reduces 
energy  consumption  throughout  the  air- 
conditioner's  life  by  minimizing  the  effects 
of  dust  on  performance.  The  reduced 
electricity  consumption  from  200,000  air- 


conditione|^^m^^^BP'  electricity 
consumption  of  60,000  households.  Its 
design  also  allows  for  easy  inspection, 
easy  cleaning  and  the  recycling  of  com- 
ponents and  materials. 

Machine-room-less  elevator 
(Factor  2.02) 

Our  machine-room-less  elevator 
reduces  energy  requirements  by  60% 
compared  to  the  1983  hydraulic  model, 
while  achieving  a  28%  reduction  in  over- 
all size.  A  new  self-charging  Ni-MH  bat- 
tery that  allows  10  minutes  of  operation 
when  normal  power  is  not  available  saves 
an  additional  20%  of  energy.  An  innova- 
tive gearless  permanent  magnet  traction 
motor  makes  it  sleeker  and  more  com- 
pact and  eliminates  the  need  for  cable- 
type  machine  rooms  and  the  toxic  lead 
used  in  them. 

Find  out  more  about  our  environmentally 
friendly  products  and  Factor  X  at: 

Global.MitsubishiElectric.com 


ative  Cooperation  Towards  a  Sustainable  Society 


B&«*'^ 


subishi  Electrics  commitment  to 
"nize  operations  and  promote  new 
;ts  aimed  at  addressing  environ- 
al  problems  has  never  been 
jer.  The  concept  guiding  these 
3  is  our  corporate  MET  philosophy, 
ave  made  important  progress  in 
resources  and  energy  more  effec- 
and  reducing  or  eliminating  toxic 
■iais.  Today,  we  are  engaged  in  a 
of  environmental  businesses, 
ing  high-density  ozonizing  systems, 
voltaic  power  generation  systems, 
nvironment  systems  for  factories 
Dmmercial  operations. 


However,  a  sustainable  future  will 
require  much  more  effort  and  positive 
results.  To  that  end,  we  have  introduced 
a  new  measurement  index  that  show.s 
improvements  in  the  environmental  effi 
ciency  of  our  products.  We  caJI  it  "Facte 
X"  The  development  and  release  of  Factor 
X  is  one  example  of  Mitsubishi  Electnc's 
commitment  to  work  with  all  stakehold- 
ers 3S  part  of  our  continuing  pursuit  of 
environm.ental  excellence. 

AMITSOL.^. 
ELECTRiC 

Cha^^ges  for  tka  Seiier 


"■^^'^'i 


Taniolsu  Nomakuchi.  Presideni  .nni  CBO 
Mirsuhishi  F-k-i-tnc  Corporalionj' 
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ADVERTISJNG      SECTION 


changes  are  major  and  the  conse- 
quences will  be  equally  dramatic. 

The  rise  of  corporate  sustainability  is 
being  driven  by  global  mega-trends 
that  are  creating  a  new  operating  envi- 
ronment for  business  in  the  21st  cen- 
tury. Governments  are  repositioning 
themselves,  both  business  and  civil 
society  are  more  powerful  and  more 
globally  organized,  everyone  is  better 


connected  (and  bad  behavior  is  much 
harder  to  hide  in  an  Internet  world) 
and  appreciation  is  growing  of  just 
how  unsustainable  our  current  socio- 
economic paradigm  has  become.  An 
excellent  overview  of  the  vast  sweep 
of  the  change  occurring  is  Tomorrow's 
Markets,  jointly  published  by  the  World 
Resources  Institute,  UNEP  and  the 
WBCSD.  Some  of  these  mega-trends 
include: 


Doing  fAORE  with  ItSS 


l^uPont 


l^uPont  and  Dow  offer  good  examples  of  companies  doing  more  with 
less.  Between  1990  and  2000  DuPont  held  total  energy  use  flat  despite  a 
35%  increase  in  production  volume,  saving  an  estimated  $1.5  billion  in 
energy  costs  over  the  decade.  It  also  averaged  10%  earnings  growth  per 
year  while  reducing  waste  and  emissions  by  approximately  60%.  In  1995, 
Dow  established  its  EH&S  2005  Goals,  including  a  90%  reduction  in 
injuries  and  illnesses,  50%  reduction  in  emissions,  50%  reduction  in  waste, 
and  20%  reduction  in  energy  consumption.  Dow,  which  currently  is  past 
the  halfway  mark  towards  its  targets,  expects  to  invest  $900  million  that 
will  generate  direct  and  indirect  returns  of  about  $3  billion. 

Substitution  of  less  toxic  material  inputs  reduces  handling  and  disposal 
costs  of  hazardous  wastes;  recycling  materials  and  converting  waste  prod- 
ucts into  useful  inputs  for  other  products  not  only  reduces  wastes  but  can 
generate  substantial  income;  designing  products  so  components  can  be 
re-used  saves  end-of-life  disposal  costs  and  yields  lower  production  costs; 
recycling  water  can  dramatically  cut  water  usage  and  expand  site  options 
for  new  facilities.  ISO  14000  -  a  set  of  voluntary  standards  established  by 
the  International  Standards  Organization  dealing  with  environmental 
process  nr^gnagement  -  is  one  area  where  companies  are  demonstrating 
efforts  to  go  beyond  regulation  and  improve  their  systems  and  operations. 

Companies  that  lag  behind  ever-higher  levels  of  mandated  performance 
will  face  increasing  penalties,  for  example  in  jurisdictions  that  have  passed 
"polluter  pays"  or  "cradle  to  grave"  legislation.  Leaders  are  finding  greater 
flexibility  in  a  number  of  ways,  frtDm  choices  of  partners,  plant  site  ofjtions 
and  more  sympathetic  t^Ulatlaris.  In  the  future  they'll  even  generate 
income  through  market-dfiVen -'schemes  that  will  allow  them  to  cash  in  on 
their  superior  performance^  6jjj:h  as  greenhouse  gas  emissions  and  cred- 
its. Governments  are  also  iitil^asing  the  use  of  tax  incentives  to  reward 
superior  performers.  ^' 


Demographics,  Democracy 
and  Growth 

World  population  will  increase! 
nearly  3  billion  over  the  next  25  yeg 
with  four  out  of  five  people  living 
developing  economies.  As  the  averat 
age  in  wealthier  economies  climbs 
youth  boom  is  underway  in  deveic 
ing  countries.  There's  also  mc 
market-based  democracy  than  ev 
before.  From  22  democratic  states  0 
of  154  countries  in  1950,  the  year  20 
saw  119  of  192  democratic  states.  C( 
currently,  state-controlled  econom 
are  transitioning  to  market-based  si 
tems  that  support  more  stable  open 
ing  environments  and  the  adoption 
internationally  accepted  rules  of  ca 
petition,  notably  the  WTO.  These  hU 
markets,  with  growing  demands 
adequate  food,  health  care,  educat 
and  jobs  along  with  affordable  pn 
ucts  and  services  that  meet  th 
needs,  present  unprecedented  opp 
tunities  and  commensurate  risks. 

Globalization  and 
Corporate  Power 

Global  corporations  have  a  hi 
vested  interest  in  a  stable  world  f 
can  be  a  very  positive  force  in  addrf 
ing  the  world's  challenges  as  t 
extend  their  corporate  sustainabi 
policies.   However,  it  still  falls  to  c 
ernments  to  create  the  right  fra 
works  -  in  regulation,  tax  policy, 
market-based  initiatives  -  to  supj 
business  efforts  to  deliver  more  J 
tainable  choices. The  anti-globaliza 
movement    has    thrown    down 
gauntlet,  meanwhile,  raising  the  stc 
for  business  to  show  that  it  can 
will  deliver  sustainable  solutions 
contribute  to  the  benefit  of  all. 

Stakeholder  Demands 
Enron,  Worldcom  and  other  co  I 


The  energy  they  save  can  serve 
the  yearly  electrical  needs  of 
260,000  American  families. 


How  much  electricity  can  an 
office  copier  save?  Ordinary  copiers 
squander  energy  idling  at  high  tem- 
peratures. But  the  award-winning 
imageRUNNER  iR3300  features 
Canon's  revolutionary  On-Demand 
tixing  system,  its  efficient  ceramic  ther- 
mal element  goes  into  operation  only 
when  a  sheet  of  paper  passes  through 
the  fusing  unit.  And  it  heats  just  the 
tiny  portion  of  a  thin  film  sleeve  that 
contacts  the  paper,  unlike  the  usual 
metal  roller  with  a  heater  deep  in  its 
core.  So  the  imageRUNNER  iR3300— 
a  comhination  copier,  printer,  scanner  and  fax- 
can  stay  cool  while  standing  by.  Yet  be  ready  in 
as  little  as  six  seconds  to  fix  unages  onto  paper. 
The  result  is  energy  savings  of  75%. 


With  over  200  Canon 

produce  qualified , 

Canon  received  the  U.S. 

EPA' sE>JERGY  Star' 

Partner  of  the  Year — 

Product  Manufacturers 

award  m  2001  and  2002. 


We're  happy  to  say  that  the 
copiers,  printers  and  other  office 
equipment  sold  worldwide  last  year 
with  On-Demand  technology  saved 
enough  energy  to  meet  the  annual 
electricity  needs  of  260,000  New 
York  households.  But  reducing  elec- 
tricity consumption  is  only  the 
beginning.  Based  on  our  corporate 
policy  of  energy  saving,  resource 
saving,  and  elimination  of  haz- 
ardous substances,  we  minimize 
environmental  impact  throughout 
the  product  lifecycle — from  draw- 
ing board  to  recycling  bin — as  detailed  at  our 
www.canon.com/environment/  website. 
Because  if  we  run  out  of  resources,  we  can't 
just  run  off  n  few  more  copies. 


Janon.com/environment/ 


Canon 


rate  disasters  have  made  transparency 
and  accountability  the  new  media 
mantra.  Shareholders,  government 
bodies,  non-governmental  organiza- 
tions (NGOs)  and  the  media  are  all 
demanding  more  information,  much  of 
which  relates  directly  to  corporate  sus- 
tainability  issues.  Companies  are  chal- 
lenged to  make  the  right  decisions  as 
to  what  information  to  disclose,  and  in 
what  form.  Annual  social  and  environ- 
mental reports  are  quickly  becoming 
the  norm  for  the  largest  companies. 
But  reporting  is  really  just  one  element 
-  though  a  critical  one  -  in  the  larger 
picture  of  stakeholder  engagement. 

Environmental  Issues 

Despite  the  impressive  incremental 
gains  that  some  companies  have  made 
over  the  last  decade  in  reducing  harm- 
ful environmental  impacts  and  con- 
serving energy,  there  remain  a  number 
of  critical  environmental  issues  that 
relate  to  climate  change,  water  use, 
species  and  habitat  preservation,  and 
sustainable  agriculture.  Almost  all  of 
these  are  directly  related  to  rapid  pop- 
ulation increases  and  even  more  rapid 
growth  in  consumption. The  natural 
capital  of  the  planet  is  in  serious 
decline  -  from  depleted  soils  and  fish- 
eries to  deforestation  and  destruction 
of  coral  reefs  -  and  serious  measures 
are  needed  to  slow  and  reverse  some 
of  these  negative  trends.  Where  incre- 
mental improvements  are  insufficient, 
not    only    are    technological    leaps 
needed,     but    also    the    will     and 
resources  to  reinvent  policies  and  to 
change  existing  infrastructures. 

Socially  Responsible  Investing 

The  connection  between  corporate 

sustainability  performance  and  share 

value  may  be  the  most  compelling 

argument  to  get  many  companies  to 


pay  attention.  Referred  to  as  "the  1,000 
pound  gorilla  in  the  room"  by  one  sea- 
soned observer  and  the  "holy  grail  of 
sustainability"  by  another,  the  positive 
evidence  is  mounting.  Recent  studies 
indicate  that  sector  leaders  substan- 
tially out-perform  their  competitors  as 
well  as  the  leading  market  indices, 
lending  credibility  to  the  notion  that 
companies  able  to  deal  with  complex 
corporate  sustainability  issues  have 
generally  superior  managers  and  man- 
agement structures.  Organizations  like 
Dow  Jones  Sustainable  Asset  Man- 
agement, Innovest  Strategic  Value 
Advisors  and  KLD  Research  &  Analyt- 
ics have  developed  more  objective  cri- 
teria to  determine  top  performers  in  a 
wide  range  of  industry  sectors.  Various 
segments  of  the  financial  community 
are  using  their  research  and  rankings, 
and  many  companies  are  focusing  on 
improving  their  rankings  to  increase 
their  investment  appeal  to  a  fast-grow- 
ing set  of  investors,  including  the 


vast  pools  of  pension  funds  arouf 
the  world. 

Intangible  Awareness     ..q 

Traditional  corporate  performan 
metrics,  which  haven't  changed  m 
in  a  century,  are  increasingly  I 
useful  as  a  measure  of  corporate  val| 
and  future  prospects.  Balance  she 
and  income  statements  simply  do 
reflect  the  value  of  a  company's  hum} 
capital,  intellectual  capital,  social  caj 
tal,  and  structural  capital  -the  peo 
ideas,  relationships,  processes  a] 
reputation  that  will  largely  affeci 
company's  success  going  forwa 
With  book  values  often  less  than  hi* 
of  a  company's  market  cap,  it  is  Ian 
ly  intangibles  that  are  the  differenci 
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One  truism  is  that  catastrophic  f 
ures  around  corporate  sustainabis 
issues,  such  as  the  recent  account! 
frauds,  or  perhaps  an  environmerl 
disaster,  will  always  gain  far  m\ 
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The  above  chart  compares  the  performance  of  two  leading  indexes  screened  for 
rate  social  responsibility  -  the  FTSE4Good  US  index  (comprised  of  221  large  andl 
cap  U.S.  companies)  and  the  FTSE4Good  Global  index  (comprised  of  572  large  a 
mid-cap  companies  from  developed  markets  worldwide)  -  against  the  Russell  30 
index.  FTSE4Good  indexes  include  companies  that  have  strong  records  in  envirol 
tal  performance,  stakeholder  relations  and  human  rights.  ■ 


ODAY 


TOMORROW 


TOYOTA 


Each  year  Toyota  builds  more  than  one 
million  vehicles  in  North  America.  This 
means  that  we  use  a  lot  of  resources  — 
steel,  aluminum,  and  plastics,  for  instance. 
But  at  Toyota,  large  scale  manufacturing 
doesn't  mean  large  scale  waste. 

In  1992  we  introduced  our  Global  Earth 
Charter  to  promote  environmental 
responsibility  throughout  our  operations. 
And  in  North  America  it  is  already  reaping 
significant  benefits.  We  recycle  376  million 
pounds  of  steel  annually,  and  aggressive 
recycling  programs  keep  18  million  pounds 
of  other  scrap  materials  from  landfills. 

Of  course,  no  one  ever  said  that  looking 
after  the  Earth's  resources  is  easy.  But 
as  we  continue  to  strive  for  greener  ways 
to  do  business,  there's  one  thing  we're 
definitely  not  wasting.  And  that's  time. 


www.toyota.com/tomorrow 
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media  attention  than  the  quiet 
achievennents  of  sustainability  leaders. 
While  the  business  case  doesn't  (yet) 
include  a  single  "silver  bullet"  argu- 
ment that  is  so  compelling  as  to 
change  behavior  in  all  companies,  the 
emerging  case  is  strong.  Corporate 
sustainability  success  stories  are 
becoming  more  common,  and  so  is 
the  logic  of  how  value  is  created. 
Though  many  different  types  of  corpo- 
rate activity  are  involved,  and  there  are 
many  different  challenges,  the  value 
creation  potential  tends  to  fall  within 


debt  capital,  its  exposure  to  increased 
regulation  and  litigation,  and  its  repu- 
tation and  brand.  Higher  official  regu- 
latory standards,  and  increasing  com- 
munity-based regulation  (via  the  social 
license  to  operate),  mean  social  and 
environmental  risks  are  rising.  A  cor- 
porate sustainability  strategy  along 
with  strong  stakeholder  relationships 
reduce  the  risk  and  build  trust. 

Environmental  Paybacks 

Companies  that  have  invested  in 
reducing  their  environmental  foot- 


One  truism  is  that  catastrophic  failures 

around  corporate  sustainability  issues... will 

always  gain  far  more  media  attention 

than  the  quiet  achievements  of 

_    sustainability  leaders. 


four  traditional  areas  -  improved  mar- 
gins, risk  management  (including 
brand  and  reputation),  increased 
growth  and  capital  efficiency.  Empiri- 
cal studies  also  support  the  value  case, 
with  business  school  professors  at  the 
University  of  Michigan  and  Harvard 
recently  finding  that  of  95  studies  of 
the  relationship  of  social  and  environ- 
mental performance  to  financial  per- 
formance, three-quarters  showed  it  to 
be  neutral  to  positive. 

Areas  where  value  is  at  stake  for 
companies  include: 

Risk  Assessment,  Avoidance 
and  Mitigation 

Putting  aside  the  debate  about  busi- 
ness benefits,  the  negat  «'e  impacts  of 
corporate  sustainability  failures  can  be 
spectacular  and  even  fatal.  Today,  a 
company's  risk  profile  has  direct  bear- 
ing on  its  ability  to  raise  equity  and 


prints  over  the  last  decade  have  real- 
ized some  very  substantial  benefits  in 
four  main  areas:  reductions  and  re-use 
of  material  inputs  and  hazardous 
waste;  energy  savings;  lower  compli- 
ance costs  and  an  expanded  license  to 
operate;  and  competitive  advantage 
through  eco-friendly  products  and  ser- 
vices. Many  have  embraced  the  con- 
cept of  eco-efficiency,  a  term  coined  by 
the  World  Business  Council  on  Sus- 
tainable Development  (WBCSD).This 
focuses  on  producing  more  (products, 
services  and  value)  with  less 
(resources,  waste  and  pollution).  Some 
of  the  biggest  gains  are  in  closed-loop 
production  systems,  where  the  ulti- 
mate goal  is  eliminating  harmful  out- 
puts by  substituting  less  harmful 
input?,  neutralizing  hazardous  wastes, 
and  converting  waste  by-products 
(including  heat)  into  input  materials  for 
other  prn  iucts.  Scan  the  annual  envi- 
ronmental reports  of  leaders  such  as 


Shell,  DuPont,  Dow, Toyota  and  BPj| 
you'll  see  some  eye-opening  statist  | 
on  how  much  they  have  reduced  th 
environmental  impacts  and  benefii 
financially  in  the  process. 

Attract  and  Retain  a 
Quality  Workforce 
As  populations  age  in  develof 
countries  over  the  coming  decac 
competition  for  scarce  talent  will  \pfL 
sify,  making  workforce  recruitment 
retention   an   even   more  importii 
issue.   People  naturally  want  to  W) 
for  companies  they  believe  are  mal 
positive  contributions  to  societyj 
idea  supported   by  various  stu(i,,| 
Some  companies  include  sustainab^  jty 
related  materials  in  curricula  for1|jj 
track  managers,  and  others  con((  ij^i 
internal  competitions  to  find  the  P] 
innovative  and  effective  solutiorr, 
social  and  environmental  challen 
Younger   CEOs   are    more   likel^| 
embrace  corporate  sustainability  J 
older  generation  leaders,  though 
cessful  strategies  require  alignn 
from  top  to  bottom  around  vis 
strategy  and  action  priorities. 
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Enhance  and  Protect  Reputai  „, 
and  Brand  Value 
Reputation  and  brand  value  - 
credibility  and  trust  -  take  a  long 
to     establish     but     can     disap 
overnight. The  great  lengths  that 
panies  go  to  in  protecting  their  re| 
tions  and  brands  demonstrates 
value  is  at  stake,  even  though  it 
be  intangible.  Again  it's  the  failu 
think  Union  Carbide,  Monsanto 
Enron  -  that  are  more  obvious  tha 
success  stories.  Today,  corporate 
tainability  leaders  are  being  recog 
in  a  number  of  ways,  ranging 
awards  to  high  rankings  in  sO' 
responsible  investment  indexes 
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any  really  want  is  for  third  par- 
se environmental  groups,  to 
the  leaders  and  attack  the  lag- 
3  3  Ironically,  in  the  past  the  reverse 
3  often  happened,  with  any  per- 
5  ed    leadership    claims    bringing 
-ediate  allegations  of  "greenwash- 
ob  Dunn,  CEO  of  Business  for 
Responsibility,  says  corpora- 
.i  and  NGO  groups  have  "grown 
e  comfortable"  with  each  other, 
ly  because  corporate  leaders  are 
;ing  public  more  and  better  quality 
rmation. 

espite  an  increasing  number  of 
ipanies  seeing  corporate  sustain- 
ity  as  a  key  component  of  their 
ire  success,  most  companies,  par- 
larly  medium  and  small  firms, 
lain  on  the  sidelines.  Some  don't 
the  business  case  or  haven't  spent 


the  time  considering  the  issue;  others 
view  corporate  sustainability  as  essen- 
tially tangential  or  peripheral  to  their 
"real"  business  missions;  and  still 
others  believe  the  costs  and  risks  of 
engagement  are  too  high  to  take  a 
"leap  of  faith."  In  the  end  it  is  market 
forces  that  are  likely  to  write  the  last 
chapter.  If  the  corporate  sustainability 
leaders  have  read  the  early  signals 
from  society  right,  then  we'll  reach  a 
tipping  point,  where  none  will  want  to 
be  the  last  aboard  when  the  market 
shifts  en  masse.  As  the  lessons  of  the 
current  crisis  in  confidence  in  the 
equity  markets  are  absorbed,  board 
directors,  investors  and  investment 
analysts  will  be  demanding  tn  see 
companies'  long  term  sustainability 
plans.  This  will  accompany  a  shift  of 
top  executive  performance  away  from 
short-term     earnings     reports     and 
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hile  being 


'  IKEA  we  believe  it  is  not  only 
I    possible,  it  is  essential. 

\/p  nave  a  clear  responsibility  for  our 
both  on  the  environment  and 
;  communities  with  whom  we  partner 
i  serve. 

'he  IKEA  vision  is  to  create  a  better 
jryday  life  by  offering  a  range  of  home 
nishings  of  good  function,  design  and 
ality  at  a  low  price. 

Tiis  vision  is  realized  through  a  unique 
siness  model.  Involvement  in  every 
ase,  from  the  initial  product  design  to 
)duction,  packaging  and  transport  pro- 
les influence  over  standards  and  ethics 
oughout  the  supply  chain.  Benefits 
:lude  control  over  critical  areas  such  as 
V  material  sources  and  the  enactment 
comprehensive  measures  that  protect 
3  environment  and  the  welfare  of  those 
Dducing  the  goods. 
IKEA  does  more  with  less,   using 


resources  in  an  economical  and  inventive 
way.  Flat-packed  furniture  requires  rough- 
ly one  sixth  the  transport  volume  of  fully 
assembled  furniture;  with  annual  shipping 
of  over  25  million  cubic  meters,  this  is  a 
simple  idea  with  a  significant  impact. 
Extending  the  IKEA  European  rail  net- 
work to  replace  road  transport  has  the 
objective  of  reducing  carbon  dioxide 
emissions  15%  by  2006. 

Through  Global  Forest  Watch,  IKEA 
contributes  to  the  mapping  of  the  world's 
remaining  intact  natural  forests.    IKFA 
also  cooperates  with  American  Fore, 
on  projects  throughout  the  United  St," 
The  long-term  goal  is  to  scwr^-  -■    -'■ 
for  IKEA  products  from  ver:!,- 
aged  forests. 

Children  in  need  are  V:.e  t,  ,,'js  oi  our 
social  responsibility  efforts  vv>;!dvV;de  In 
partnership  with  UNICFF  'KEA  sponsors 
educational  programs  n.  ■'  well  as 


towards  a  more  rigorous  and  compre- 
hensive set  of  criteria. 

Becoming  More  Sustainable 

Establishing  and  maintaining  a 
proactive  corporate  sustainability  cul- 
ture won't  be  easy  and  certainly  has  its 
challenges.  Champions  can  and  will 
emerge  from  anywhere  in  the  compa- 
ny, but  gaining  and  sustaining  top 
management  support  (especially  when 
times  are  tight)  is  critical.  Formulating 
a  workable  and  flexible  plan,  giving 
effect  to  the  necessary  organization- 
wide  changes  and  implementing 
meaningful  stakeholder  engagement 
are  just  some  of  the  challenges. 

Since  corporate  sijstainability  inher- 
ently fliqns  with  societal  concerns, 
regional  differences  in  the  nature  and 
pace  of  incorporating  it  into  corporate 


Save  the  Children's  schooling  efforts  in 
Kosovo.  Together  with  in-store  fiindrais- 
ing  and  support  of  Save  the  Children's 
reading  and  literacy  programs  in  the  U.S., 
this  work  allows  IKEA  to  touch  the  lives 
of  thousands  of  children  in  many  of  our 
poorest  communities. 

This  is  only  the  beginning,  but  there  is 
already  tremendous  value  for  these 
efforts  -  loyal  customers,  motivated  co- 
workers, measurable  cost  efficiencies 
and  societal  and  environmental  benefits. 

n  you  do  business  while  being  a 
:.  business? 

Absolutely! 
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cultures  and  policies  are  to  be  expect- 
ed. As  sustainability  continues  to  make 
inroads  in  Asia,  Europe  and  the  U.S., 
truly  global  companies  must  find  ways 
to  address  related  issues  and  require- 
ments across  many  jurisdictions. 

While  corporate  sustainability  prin- 
ciples are  finding  their  way  into  corpo- 
rate mission  statements  and  CEO  mes- 
sages to  shareholders,  what  goes  on 
within  companies  is  far  more  impor- 
tant: how  does  it  relate  to  values,  lead- 
ership frameworks,  reward  systems, 
investment  guidelines,  procurement 
rules,  innovation  processes,  business 
planning,  and  so  on?  Start  the  learning 
process  by  seeing  how  sustainability 
leaders  in  your  industry  are  re-posi- 
tioning themselves  to  ride  this  wave. 

Connecting  with  stakeholders  can 
help  improve  risk  management, 
enhance  access  to  markets  and  capital, 
protect  and  extend  the  license  to  oper- 
ate, and  anticipate  and  adapt  to 
changes  in  technology,  markets,  and 
regulations. Trade  and  business  asso- 
ciations, community  groups,  universi- 
ties, NGOs  and  others  are  available  for 
corporate  engagement,  and  selecting 
the  right  entities  to  engage  with  is  fun- 
damental to  getting  the  most  value 
from  the  investment.  Any  plan  should 
start  with  an  assessment  of  potential 
opportunities  and  risks  against  a  com- 
pany's business  environment  and 
strategic  direction,  as  well  as  an  inven- 
tory and  evaluation  of  current  relation- 
ships.The  payback  comes  from  listen- 
ing and  learning  as  much  as  explaining 
and  persuading. 

Unless  and  untii  corporations  align 
their  systems  of  me "surement  to  their 
corporate  sustainabiKty  policies  and 
programs,  they  won't  capture  the  full 


benefits  of  their  investments,  such  as 
identifying  opportunities  and  estab- 
lishing credibility  with  stakeholders. 
This  means  measuring  existing  activi- 
ties and  investments  in  different  ways, 
as  well  as  assets  and  effects  that 
haven't  been  systematically  measured, 
including  most  intangible  assets. 

SD  Planner®  -  a  detailed  and  com- 
prehensive corporate  self-assessment 
tool  -  is  designed  to  help  companies 
evaluate,  plan  for  and  integrate  sus- 
tainable development  into  business 
processes.  Produced  by  GEMI,  the 
Global  Environmental  Management 
Initiative,  headquartered  in  Washing- 
ton, D.C.,  SD  Planner®  was  developed 


by  an  interdisciplinary  team  of  corpd 

rate  sustainability  leaders.   It  is  avai 

able  at  no  charge  at  www.gemi.org. 

i 

I 

Though  companies  that  commit l| 

sustainability  in  one  of  its  vario 

forms  will  often  find  themselves 

new  territory  as  they  strive  to  "walk  t\\ 

talk,"  they  will  be  better  positioned 

meet  fast-changing  business  requirlr 

ments  to  survive  and  thrive  well  in 

the  new  century.   □ 
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The       Evolving       Business       Case 
Corporate    Sustainability   was    written  .| 
Kenneth   A.    Smalheiser,    President,  V\  t| 
Communication  Works.    Special  thank 
Christine  Elleboode,  David  Eichbercj,  Nd 
Kennedy,    Dawn    Rittenhouse    and    Mi  .  j 
Hogarth.  Graphic  design  by  Charles  Ba  ■ 
Creative  Director,  Talentnetworks. corn     I 


Corporate  Sustainability  Advisory  Board 


•  Matthew  Arnold,  Senior  Fellow,  World 
Resources  Institute 


•  James  Lime,  Vice  President,  Corporate 
Environment,  Health  &  Safety,  Pfizer 

•  John  Mizroch,  CEO,  World  Environment  Ceri 


•  Stephen  Bums,  Manager,  Corporate  Social  •  John  Mizroch,  CEO,  World  Environment  ( 
Responsibility,  Chevron  Texaco 

•  Keiichi  Nagamatsu,  Managing  Director, 

•  Terry  Cullum,  Director,  Environment  and  Energy,       Keidanren 
General  Motors 


•  Vivian  Lowery  Derryck,  Sr.  Vice  President, 

Academy  for  Educational  Development  •  Dawn  Rittenhouse,  Director,  Sustainable 

Development,  DuPont 

•  Robert  Dunn,  CEO,  Business  for  Social 

Responsibility  •  Timothy  Smith,  Senior  Vice  President,  Wal 

Asset  Management 

•  John  EII(ington,  Founder  and  Chairman, 

SustainAbility  •  Samuel  Smolik,  Vice  President,  Environmt 

Health  &  Safety,  The  Dow  Chemical  Company 

•  Leslie  Gaines-Ross,  Chief  Knowledge  & 

Research  Officer,  Burson-Marsteller  •  Jim  Thomas,  Executive  Director,  Environmi 

Health  &  Safety,  Novartis 

•  Paul  Gilding,  Founder  and  Executive  Chairman, 

Ecos  Corporation  •  David  Stangis,  Manager,  Corporate 

Responsibility,  Intel 

•  Adam  Greene,  Director.  U.S.  Council  for 
International  Business  •  Arve  Thorvik,  Director,  World  Business  Col 

for  Sustainable  Development 

•  Eric  Israel,  Partner,  KPMG 

•  Ann  Vandenhende,  Managing  Director,  C£ 

•  Norine  Kennedy,  Vice  President,  U.S.  Council  Europe 
for  International  Business  i 

•  Susan  Voigt,  Vice  President,  Environment, 

•  Peter  Kinder,  CEO,  KLD  Research  &  Analytics         Health  &  Safety  and  Corporate  Product  Quality. 


•  Roland  Kupers,  Vice  President,  Sustainable 
Development,  Royal  Dutch  Shell 

•  Timothy  Lankford,  President,  Sustainable 
Asset  Management,  USA 

•  Jonathan  Low,  Senior  Fellow,  Center  for 
Business  Innovation,  Cap  Gemini  Ernst  and  Young 


Bristol-Myers  Squibb 


•  Peter  Wilkes.  Managing  Dii-ector,  Innovest 
Strategic  Value  Advisors,  Inc. 

•  Deborah  Zemke,  Director  of  Corporate 
Govemance,  Ford 
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Dh  caring  about  the  environment  is  part  of 
ry  fabric,  and  shapes  the  way  we       ,^ 
36  our  business.  It  starts  at  home, 
"Zero  Waste"  factories,  where  uniforms^ 
ade  from  recycled  plastics.  It  extends 
community  around  us,  where  not  a  single 
of  waste  ends  up  in  the  landfills, 
des  our  suppliers  who  adhere  to 
icological  standards, 
om  there  to  the  world  at  large. 

wading  manufacturer  of  digital  office  solutions, 
;l  a  special  responsibility  to  the  environmeht. 
is  no  room  for  compromise. 
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Coping  With  a 
Crazy  Marlcet 

How  to  survive  volatility:  Take  a  deep  breath,  take  a  very 
long  term  view  and  keep  an  eye  on  corporate  earnings. 


CURIOUS  COMMENT  THAT  APPEARED  IN  A 
competing  business  publication  the  day  after 
the  Dow  crashed  234  points  in  mid- July:  "Yes- 
terday's seesaw  trading  failed  again  to  give  in- 
vestors the  one  thing  they  needed  most:  a  clear 
picture  of  where  the  stock  market  is  headed." 

Yes,  it's  too  bad  that  when  the  market  is  about  to  lurch 
up  or  down  200  points  there  is  no  announcement  made 
one  day  in  advance.  One  thing  doesn't  change  on  Wall 
Street:  Stocks  fluctuate.  Over  the  short  term,  the  fluctua- 
tions look  pretty  much  as  if  they  were  random  numbers 
plucked  from  a  lottery  bowl. 

Over  a  very  long  time,  however,  the  market  does  follow 
a  predictable  trend.  It  gets  tugged  upward  by  the  upward 
march  in  corporate  earnings.  Knowing  that,  you  can  cope 
with  the  daily  volatility.  You  can  make  it  less  likely  that  you 
will  succumb  to  irrational  exuberance,  as  day  traders  did 
three  years  ago,  or  sell  out  in  a  panic  after  a  crash,  as  mu- 
tual fund  investors  are  probably  doing  right  this  minute. 
(Hot  funds  like  the  ones  run  by  Janus  tend  to  take  in  lots 
of  new  money  after  a  streak  of  good  performance  and  then 
suffer  net  redemptions  after  a  losing  streak.  Somebody  out 

there  is  buying  high  and 
selling  low.) 

The  long-term  picture 
is  displayed  in  the  chart. 
The  orange  line  shows 
quarterly  closes  of  the  S&P 
500  index,  restated  in  year 
2002  prices.  The  red  line 
shows  what  stocks  would 
have  been  worth  at  a  con- 
stant 16  times  earnings. 
We  smoothed  out  the 
earnings  by  taking  a  ten- 
yc.u  moving  average  of 
them .  These  are  bottom- 
line  earnings  as  reported 
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by  Standard  &  Poor's — that  is,  with  all  the  writeoffs  in- 
cluded. We  inflation-adjusted  them.  Our  moving  average 
looks  backward  eight  years  and  (cheating  a  little)  forward 
two.  For  2002  we  assume  bottom-line  earnings  of  $30,  up 
from  last  year's  $25  but  more  pessimistic  than  the  con- 
sensus forecast;  for  2003  we  guesstimate  $45. 

By  the  metric  of  infliation-adjusted  earnings,  stocks 
got  way  out  of  line  a  few  years  ago.  That  period  of  exu- 
berance followed  a  long  stretch  in  the  1970s  and  1980s 
when  investors  were  in  a  slough  of  despond.  There  was  a 
glimmer  of  rationality  in  what  they  were  doing:  In  the 
crash  of  the  1970s,  investors  were  anticipating  the  stag- 
nation in  real  earnings;  in  the  wild  bull  market  of  the 
1990s,  they  were  reacting  to  the  uptick  in  earnings 
growth.  But  they  really  overdid  it. 

Our  chart,  moreover,  does  not  show  dividends.  Yields 
were  much  higher  in  the  1970s  and  1980s  than  they  are 
today.  Figure  them  in,  and  corporate  performance  turns 
out  to  be  not  so  weak  in  the  1970s  and  1980s,  nor  so  ter- 
rific in  the  1990s,  as  it  at  first  appears  to  be. 

Can  we  tell  you  where  the  market  will  hit  bottom? 
Nope.  We  can  say  with  some  confidence  that  if  you  buy 
near  the  red  line — at  16  times  earnings,  averaged  over  a 
long  stretch — and  hold  for  a  long  time,  you  can  reason- 
ably expect  a  real  total  return  in  the  neighborhood  of 
6.3%.  That  figure  is  your  earnings  yield  for  stocks  bought 
at  a  P/E  of  16.  This  is  not  bad  for  a  real  return,  and  it's  not 
far  from  the  performance  of  stocks  over  the  past  century. 
It  is,  however,  a  lot  less  than  what  great  masses  of  investors 
were  expecting  when  they  bought  into  the  bull  market. 

We  can  also  give  you  some  perspective  that  will  help 
you  invest  for  the  long  term.  This  issue's  20-page  Money 
&  Investing  section  tells  you  about  funds  that  hold  up  in 
a  bear  market  (page  116),  about  stocks  that  even  bears 
like  (pages  122  and  136),  about  decent  buys  in  the  tech, 
real  estate  and  utility  sectors  (pages  124, 126  and  134)  and 
about  how  to  get  more  from  the  most  conservative  part 
of  your  portfolio  (page  146).  — William  Baldwin 
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Bear  Market 
Winners 

There  are  5,000  stock  funds.  A  mere  handful  have 
done  well  during  the  crash  and  over  the  longer  haul. 

BY  JAMES  M.  CLASH  WITH  CHRISTOPHER  HELMAN 


NOT  EVERYONE  HAS  LOST  MONEY  IN  THIS  BLOODY 
bear  market,  which  has  cost  the  S&P  500  40%  and  the 
Nasdaq  Composite  a  ghastly  75%.  Aside  from  short- 
sellers  and  goldbugs,  there's  an  elite  corps  of  mutual 
funds  that  are  in  positive  territory  over  these  28 
months  since  the  market  carnage  began  in  March  2000. 

Our  heroes  have  a  common  theme:  value  investing.  They 
didn't  get  swept  up  in  Net-mania,  and  they  have  ridden  once- 
unloved  companies  to  gratifyingly  comfortable  profitability. 
Charles  Royce,  for  instance,  was  not  long  ago  the  butt  of  jokes, 
with  his  old-fashioned  bow  tie  and  his  old-fashioned  focus  on 
solid  companies  with  good  track  records  (FORBES,  Apr.  29). 

Well,  who's  laughing  now?  Royce's  Total 
Return  Fund  has  clocked  an  annual  13%  gain 
since  the  market  cracked.  And  it  has  done  so 
with  no  sales  load  and  a  decent  (1.24%)  annual 
expense  ratio,  meaning  his  investors  get  to  keep 
more  of  the  fund's  bounty. 

Total  Return  is  one  of  ten  bear  market  win- 
ners that  have  shown  their  stuff  (see  table,  oppo- 
site). Our  list  consists  of  no-load  diversified  U.S. 
equity  funds  with  the  best  records  since  March 
2000.  We  eliminated  sector  funds  from  consid- 
eration because  they  tend  to  do  well  in  spurts 
only.  Precious  metals  funds,  for  example,  are  up 
an  average  37%  this  year  but  did  miserably  for 
most  of  the  1990s.  The  chosen  funds  also  all 
have  a  five-year  average  return  of  at  least  5%  a 
year;  a  fund  that  does  well  in  bear  markets  but 
bear  markets  only  (like  Rydex  Ursa,  which  holds 
short  positions  in  the  S&P)  is  of  limited  use. 

The  five-year  criterion  disqualified  Yackt- 
man  Fund,  for  example,  which  has  averaged  an 
18%  annual  return  since  the  bear  market  began 
but  was  out  of  step  before  then;  its  five-year 
return  is  just  2.6%. 

Finally,  we  limited  the  list  to  funds  available 
to  retail  investors.  That  excludes  ins  itiitional- 
only  funds  and  those  that  are  closeu  to  new 


investors,  like  the  excellent  Oakmark  Selec 
(12%  a  year  since  March  2000  and  17% 
year  since  1997). 

'  So  what  do  the  remaining  funds  havi 
in  common?  Their  stocks  pretty  consis 
tently  sell  at  lower  multiples  than  does  thi 
market  as  a  whole.  The  S&P  500  index 
trading  at  32  times  trailing  earnings.  Thes^ 
funds  have  average  P/Es  ranging  from  1 1  tt 
28.  And  with  the  exception  of  Vontobe 
U.S.  Value,  all  have  decent  chunks  of  cash 
ranging  from  3%  to  32%.  Normally,  cusl 
tomers  won't  tolerate  large  cash  position 
held  indefinitely;  they  are  not  paying  th 
manager  to  sit  on  his  hands.  Still,  thes 
managers  are  having  a  hard  time  findin 
things  cheap  enough  to  buy.  The  cash  bal 
ances  have  dulled  the  pain  during  the  downturn  and  will  come  i: 
handy  if  and  when  stocks  get  cheaper  still. 

The  bear  market  winners  have  a  lot  of  dowdy  holdings.  Th 
likes  of  Furniture  Brands  International  (Thomasville  furniture 
Florida  Rock  Industries  (cement)  and  Horace  Mann  Educatoi 
(an  insurer  for  teachers)  grace  the  portfohos.  Scarcely  any  Cisc( 
Oracle  or  Sun,  let  alone  WorldCom  or  Enron.  Of  our  top  te 
performers,  these  three  have  the  best  records: 

Clipper.  Our  first-ranked  fund,  which  has  often  mad 
FORBES'  prestigious  Honor  Roll  and  Best  Buys  Usts,  has  the  higl 
est  cash  position  of  any  of  them:  32%.  Manager  James  Gipsoi 
knows  what  he's  doing.  He  has  been  at  the  helm  since  1984  an< 
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identally,  is  one  of  only  a  handful  of  market-beating  man- 
ors over  that  period  (FORBES,  Feb.  4). 

Gipson  has  exacting  standards  about  what  he  will  buy  with 
It  cash.  He  goes  only  for  companies  that  are  dominant  in  their 
iustries  and  trading  at  two- 
xds  of  what  he  estimates  their 
trinsic  value  to  be.  Lately  he 
nply  can't  find  any  more. 
;nce  his  portfolio  includes  just 

stocks,  which  is  very  concen- 
ited  for  a  large-cap  fund;  its 
erage  P/E  is  16.  Gipson  holds 
)  media,  energy  or  technology 
3cks,  so  the  sour  news  from 
ose  sectors  did  not  directly 
feet  his  shareholders.  Yet  he 
IS  bought  conglomerate  Tyco 
ow  8%  of  his  portfolio)  since 
.  nosedive.  Reason:  He  says  the 
"m,  a  big  cash  generator,  will 
irvive  disgraced  former  head 
ennis  Kozlowski.  Clipper  also 
IS  a  big  stake  in  beaten-down 
nancials  (17%  of  the  fund) 
ich  as  Freddie  Mac,  American 
spress  and  Fannie  Mae. 


Ariel.  Number  two  on  our  list,  Ariel  is  another 
concentrated  fund  (39  holdings),  and  its  longtime 
manager,  John  Rogers,  is  also  one  of  the  few  to  beat 
the  market  for  the  life  of  his  fund  (since  1986). 

But  Rogers,  a  FORBES  columnist,  differs  from  Jim 
Gipson  in  some  big  ways.  First,  his  fund  goes  for 
smaller-cap  issues  than  does  Gipson's.  Second,  after 
a  recent  buying  spree  he  has  narrowed  his  cash  posi- 
tion from  12%  of  the  fund  to  just  3%.  And  with  an 
average  portfolio  P/E  of  20,  Rogers  is  a  little  less 
choosy  on  the  valuation  front.  Like  Gipson,  Rogers 
has  avoided  tech  and  energy,  but  he  does  own  media 
stocks,  albeit  not  the  highfliers.  Three  positions 
here — coupon  printer  Valassis,  and  newspaper  pub- 
lishers Lee  Enterprises  and  Journal  Register — make 
up  10%  of  his  portfolio.  He  also  has  a  thing  for  the 
service  sector,  which  the  market  isn't  fond  of.  Two 
prominent  ones  are  home  services  provider  Ser- 
viceMaster and  real  estate  manager  Jones  Lang 
LaSalle. 

Vontobel  U.S.  Value.  Manager  Edwin  Walczak,  on 
the  fund  since  1990,  sees  bargains  out  there  and  is  not 
afraid  to  load  up  on  a  favorite.  He  buys  companies  of 
all  sizes;  the  average  market  cap  is  $10  billion. 

Vontobel  holds  only  29  stocks,  and  81%  of  the 
portfolio  is  in  financials.  Walczak  is  in  the  odd  posi- 
tion of  benefiting  from  the  Sept.  1 1  terror  attacks.  His 
slew  of  insurance  holdings,  including  his  largest, 
Berkshire  Hathaway  at  14%  of  the  portfolio,  have 
done  especially  well;  insurers  have  been  able  to  raise 
premium  rates  after  the  disaster.  If  Vontobel  has  a  downside,  its 
expense  ratio — 1.75%  of  assets — is  the  highest  of  our  picks. 
Strong  bear-market  and  five-year  performances  win  Vontobel 
some  forgiveness.  F 


■iHl 

« 

:api^^| 

ffiHP 

Grin 

and  Bear  It 

These  value  funds,  all  no-loads,  have  done  remarkably  well 

since  the  market  cracked 

in  2000. 

Performance' 

UP        DOWN 

markets 

Fund 

TOTAL  RETURN 

3/31/02- 

7/31/02 

cumulativf^ 

3/31/00- 

7/31/02 

annualized 

5-year 
annualized 

Expense 
ratio 

C 

A* 

Clipper  Fund 

-7.3?/o 

19.7% 

12.6% 

1.08% 

D 
D 

A+ 
A+ 

Ariel  Fund 
Vontobel  US  Value 

-li.3 
-5.4 

17.8 

10.7 
9.1 

1.19 

17.7 

1.75 

- 

- 

FAM  Equity  Incord 

-S.5 

17.3 

8.8 

1.50 

C 

- 

Delafieid  Furr.  ■ 

■37? 

15.3 
14.3 

8.0 
9.6 

1.25 

A 

Longleaf  Partners 

0.92 

D 

A 

FAM  Value 

13.9 

8.6 

1.21 

D 
D 

A 
A+ 

Royce  TotaS  B-^ 
Ariel  Apprsc 

■15,2 

12.8 

8.7 

1.24 

12.7 

11.2 

1.26 

D          A         Marshal!  R/? 

'Through  June  30,  2002.  ^Fund  not  in  c-,-  ■ 

maximum  s  ■  owable  grade  of  A.  Sources                              ' 

•5.8 

1     ,--:-;  minimum  (o 

12.2 

11 

1.30 

full  period.  'Fund  rated  for  three  pe 

riods  only. 
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American  Reassurance 


Monsters  in  the  closet.  Growth  stocks  in 
your  value  fund.  Same  thing.  ^ 

If  we  call  it  a  value  fund,  it  is  a  value  fund.  No  drift.  And  no 
surprises  inside.  This  has  let  our  Value  Fund  take  advantage 
of  past  market  rotations.  Rest  assured,  all  our  value  funds 
are  managed  with  a  consistent,  disciplined  approach.  Using  our 
own  screening  methodology,  we  identify  stocks  we  believe  to 
be  undervalued  despite  strong  fundamentals.  To  find  out 


a 
An. 

endi 


utv 


even  more  about  our  Value  Fund,  ask  your  investment  advj  1' 
or  visit  our  Web  site  at  americancentury.com.  As  you  get  o 
you  realize  there  are  no  scary  monsters  hiding  in  the  ck 
But  take  a  look 


111 


into  your  mutual 
funds,  and  who 
knows  what  you 
might  confront. 


Duration 

Value  Funii* 

(TWVLX) 

Lippe 

Multi-C 

Value  Inr 

1  Year 

1.21% 

-10.85 

3  Years 

3.99% 

-1.4: 

5  Years 

8.28% 

4.75 

Life  of  Funii 

13.17% 

(1/1/13) 

10.2: 

(1/1/93 

mil 

Kit 

an 


'Average  annual  returns  are  as  of  6/30/02. 

Fund  performance  may  he  subject  to  substantial  short-term  clianges,  due  to  market  volatility  or  other  factors.  For  further  information,  including  current 
fund-performance  information,  plea."-  rail  us  or  visit  our  Web  site. 

Data  presented  reflect  p'^t  perfaminn.v  and  are  no  guarantee  that  the  advertised  performance  may  be  repeated  or  consistently  achieved  in  the  future. 
Performance  over  a  longe.  period  oftou:'  is  more  meaningful  than  short-term  performance.  Data  assume  reinvestment  of  all  dividends  and  capital  gains. 
Investment  returns  and  pr  -cipal  :'ahie<  will  fluctuate,  and  redemption  value  may  be  more  or  less  titan  origiml  cost.  Performance  reflects  Investor  Class 
shares.  For  information  aboui  other  ^hiirr  classes,  please  consult  the  prospectus. 

The  Upper  Multi-Cap  Value  hL..-x  ojisists  of  the  30  largest  funds  tracked  by  Upper  Inc.,  that  are  associated  with  "value"  stocks.  This  benchmark  is  not 
an  investment  product  available ji    purchase. 

Please  call  1-877-44-AMCENfbr  u  pr,  .pectus  with  more  complete  information,  including  charges,  expenses  and  minimums.  Be  sure  to  read  it 

carefully  before  you  invest  or  send  iron  i/. 

American  Century  Investment  Servuf-,  i  ic  (0)2002  American  Century  Services  Corporation 
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;  RE  CONSUMERS'  WALLETS  EMPTY?  IF  THEY 
are,  we  are  in  for  a  nasty  double-dip  reces- 
sion. If  they  aren't,  the  recovery  will  con- 
tinue and  corporate  profits  will  rebound 
nicely  next  year.  Our  somewhat  hesitant 
gnosis:  Consumer  spending,  which  accounts  for 
-thirds  of  economic  activity,  will  keep  steaming 
ig — provided  interest  rates  do  not  increase, 
lough  debt  burdens  are  rising  relative  to  personal 
ime  [see  chart),  that  rise  has  coincided  with  a 
line  in  interest  rates,  making  debt  service  affordable.  The  rise 
reflects,  to  some  degree,  a  shift  from  rental  to  owner-occu- 
i  housing,  a  healthy  trend. 

WTiat  about  the  collapse  in  stock  prices?  Doesn't  that  have  a 

ralth  effect"  that  will  crimp  spending?  You  hear  anecdotal  ac- 

ints  of  people  cutting  their  vacations  because  their  40l(k)s  are 

't  to  hell.  But  in  the  aggregate,  even  a  horrible  stock  market 

;sn't  necessarily  faze  consumers.  A  1998  Federal  Reserve  sur- 

found  85%  of  people  saying  stock  prices  have  no  apprecia- 

effect  on  their  spending  habits.  "Consumption  is  much 

oother  than  stock  prices,"  explains  Sydney  Ludvigson,  a  New 

k  University  economist  who  researches  spending  behavior. 

The  Fed  survey,  to  be  sure,  was  taken  when  day  traders  were 

patting  themselves  on  the  back.  But  note  that  despite  this 

ar  market's  $7  trillion  exercise  in  wealth  destruction,  con- 

mcr  spending  has  contin- 

d  growing.  It  rose  0.5%  in 

ne     over     the     previous 

onth,  providing  the  econ- 

ly  a  bit  of  lift. 
Another  worry  is   that 

ending  depends  on  home 

[uity  loans  and  will  hit  a 

ill  if  home  prices  dip.  So  far, 

ough,  there  is  little  evidence 

"a  national  housing  bubble. 

ood  thing.  Throw  in  the 

irniture    and    appliances 

isociated  with  moves,  and 

ousing  contributed  61%  of 

jtal-  economic  growth  in 

DOl,  claims  the  National 

ssociation  of  Realtors. 
True,  markets  like  San  Francisco  have  seen  eye-popping 

rice  surges  and  are  likely  due  for  a  correction.  The  ratio  of 

ousing  prices  to  residential  rents,  akin  to  a  price/earnings 

itio  for  stocks,  is  also  at  the  highest  level  on  record,  figures 

roldman  Sachs. 
Yet  most  people  plan  to  live  in  their  homes,  not  speculate 

'ith  them,  and  homes  remain  affordable.  Nationally,  home 

rices  have  risen  5.5%  annually  over  the  past  five  years,  only 

loderately  faster  than  the  4.4%  average  foj  the  past  two 

ecades.  What's  more,  with  incomes  up,  the  median  home 

rice  of  1.8  times  annual  household  income  remains  in  line 

nth  historic  norms.  (Contrast  Japan's  housing  bubble,  which 

5ok  metropolitan  home  prices  to  8  times  income.)  Afford- 


Buying  Time 

By  the  looks  of  the  market  rout,  you'd  think 
consumer  spending  was  about  to  fall  apart. 
Fortunately,  stocks  aren't  a  big  topic  at  the  mall. 

BY  NEIL  WEINBERG 


ability  and  low  mortgage  rates  help  explain  why,  far  into  a 
housing  bull  market,  mortgage  applications  are  running  at  a 
record  pace. 

Debt  service  as  a  percent  of  disposable  income  is  not  partic- 
ularly high  at  14%.  The  nonmortgage  portion  has  crept  up  over 
the  past  ten  years,  from  6%  in  1992  to  7.8%  in  this  year's  first 
quarter.  Mortgage  debt  service  is  up  less  (from  5.9%  to  6.2%). 
The  mortgage  increase  is  due  in  part  to  home  refinancings  that 
are  used  to  pay  off  higher-cost  credit  card  debt.  But  it  also  stems 
from  more  people  buying  homes.  When  they  do  that  they're 
swapping  one  liability  that  isn't  counted  by  debt  statisticians, 
rent,  for  home  mortgages,  which  are  counted. 

"A  few  months  ago  there  was  a  big  focus  on  consumers'  debt 
burden  and  whether  they  were  tapped  out,"  says  Lynn  Franco, 
consumer  research  director  at  the  Conference  Board,  which  sur- 


'Through  first-quarter  2002  Data  include  households  and  nonprofit  organizations. 
Sources:  FORSES:  F?-l'!<-=  P.esane. 


veys  consumer  contidenrc  "We  haven't  gotten  there  yet." 

Certainly,  jobs,  the  other  prop  for  consumer  spending,  are 
more  vulnerable.  Job  availability  has  declined  steadily  over 
the  past  two  years  to  the  point  where  the  nation  added  a  pal- 
try 6,000  net  positions  in  July.  With  corporations  on  a  diet 
and  the  job  mar  'id  stagnant,  the  Conference  Board's  latest 
monthlv  survey  of  consumer  confidence  suggests,  not  sur- 
prisinph,  t'r  ^':  -n^'ws  of  the  economy's  future  have  soured  over 
the  pf  ■..'.bs.  That  could  foretell  a  consumer  spend- 

in-'      ;-;i_  ■J^  i"-. 

)ti!er  v/orrisome  factor:  low  personal  savings  (4%  of 

,  .  iT.i,  little  cushion  for  spending  if  incomes  slip.  For 

1  's  problem  is  pretty  distant.  F 
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A  thin  and  lightweight  construction.  Software  that  makes  it 
easier  to  find  solutions  for  any  computer  problems  -  via 
self-diagnostics  anc^utomated  troubleshooting.  Intelligent 
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lewsstands,  representing  la  nueva  american  woman 


Haubegger,  Founder,  Latina  Magazine 


ThinkPad       Where  do  you  do  your  best  thinking? 


IBM.'tsi'oduct  names  are  Iraqi 
ingiqie  logo  and  Pentium  ate.tradg^,, 
other  countries.  All  other  cQmpafiy  ,,„ 


aSe'rflarks  of  international  Business  Machines  Corporation.  Intel,  the  Intel 

,3  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and 

,  ifaijitflafk^of  their  respective  companies.  'ti2002  IBM  Corp.  All  rights  reserved. 


Told  Ya  So 


For  years  the  bears  were  derided  for  not  getting  the  New  Economy.  Now,  with  the  S&P  500  down  40%  from  its  peak, 
they're  vindicated.  Are  stocks  today  cheap  enough  to  tempt  them?  We  revisited  ten  Cassandras  who  have  warned  in 
FORBES  about  overpriced  stocks.  Most  find  a  few  worthwhile  names  to  buy  but  remain  stubbornly  bearish  overall. 


Charles  Allmon 

CRASH  BEATER 


ON  BLACK  MONDAY  (OCT.  19, 1987),  WHEN 
the  Dow  Jones  Industrials  fell  508  points, 
Allmon's  closed-end  Growth  Stock  Out- 
look Trust  managed  the  unusual  feat  of 
closing  up  a  fraction  of  a  dollar;  Allmon 
had  turned  bearish  in  1986  and  was 
heavily  in  cash.  But  sidestepping  a  cor- 
rection isn't  everything.  You  also  have  to 
know  when  to  get  back  in,  and  Allmon 
failed  there.  In  1994  he  was  teOing  us 
that  the  Dow  was  too  high  at  3675.  He'd 
be  fuUy  invested — indeed,  buying  on 
margin — if  stocks  ever  yielded  6%. 

With  the  Dow  yielding  2%,  Allmon 
is  still  waiting.  "I  just  don't  see  the  values 
we  saw  [after  the  corrections]  in  1962  or 
1970  or  1974,"  he  says.  At  81,  he  expects 
one  more  great  buying  opportunity  in 
his  career.  A  stock  he  likes:  Ennis  Busi- 
ness Forms.  It's  old-style  but  has  a  clean 
balance  sheet  and  solid  accounting. 


Gary  Brinson 

BEAR  IN  1998 


GARY  BRINSON  WAS  INVESTMENT  CHIEF 
for  $350  billion  at  UBS  Asset  Manage- 


ment when  we  mterviewed  him  four 
years  ago.  He  explained  why  he  had  cut 
the  allocation  to  U.S.  stocks  in  his  Global 
Fund  from  a  usual  40%  to  23%,  putting 
the  difference  into  bonds.  Valuations 
were  out  of  line,  he  said. 

Now  investing  for  himself,  Brinson, 
58,  has  recendy  covered  all  his  equity 
shorts,  but  he's  still  short  the  dollar.  With 
interest  rates  so  low,  nominal  bonds  are 
far  from  safe;  he  loves  the  real  return 
from  Treasury  Inflation-Protected  Securi- 
ties. Stock  prices  are  reaching  fair  levels, 
he  says,  with  7%  to  8%  returns  ahead. 


Seth  Glickenhaus 

DOW  6000 

AT  88,  SETH  GLICKENHAUS  HAS  SEEN  IT 
all.  He  told  us  in  October  2001  that  the 
Dow  would  go  sideways  to  10,000  over 
the  next  decade  but  take  a  trip  to  6000 
along  the  way. 

He  recalls  how  long  the  market  took 
to  recover  from  the  Depression  and 
1970s  stagflation.  "The  economy  will 
limp  along  for  some  years,"  he  says. 
Expecting  a  good  year  in  2003,  he  warns, 
"is  wishful  thinking."  But  he  thinks 


media  stocks  Cablevision  and  Liberty 
Media  and  techs  Altera  and  Texas  Instru-| 
ments  have  gotten  too  cheap.  Anticipat- 
ing a  price  increase  for  natural  gas,  he 
favors  producers  Anadarko,  El  Paso  and 
Burlington  Resources,  plus  drilling  rig 
makers  like  Noble  Drilling,  Transocean 
and  Global  Santa  Fe. 


IN  A  DEBATE  WITH  INTERNET  GURU 
Henry  Blodget,  then  of  Merrill  Lynch 
(FORBES, /M«e  12,  2000),  Jeremy 
Grantham  predicted  the  Nasdaq  Com- 
posite would  drop  70%.  The  tech  bubble 
had  started  to  crack,  but  many  thought  it 
a  temporary  downdraft.  Today,  at  1316, 
the  Nasdaq  index  is  off  63%  from  the 
day  of  the  debate. 

"I  think  things  will  get  worse  before 
they  get  better,"  says  Grantham,  63.  He 
says  the  Nasdaq  will  be  fairly  valued  at 
1 100  and  the  S&P  500  at  670  (versus  a  re- 
cent 900),  but  fears  both  will  fall  lower. 

Until  those  levels  are  hit,  he  is  shying 
away  from  U.S.  equities  and  even  easing 
out  of  Treasurys,  preferring  to  direct  the 


tei; 
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Andrew  Smithers 

PRESCIENT  QUANT 


nanaged  accounts  at  Grantham,  Mayo, 
an  Otterloo  &  Co.  toward  odd  stuff  like 
oreign  small-cap  value,  emerging  mar- 
ket debt,  real  estate  investment  trusts 
ind  timberland. 


^on  Levy 

«JASDAQ  SKEPTIC 

31USTY  LEON  LEVY  TOLD  US  IN  MARCH 
1999  that  the  market  "has  some  of  the 
fantasies  of  the  1920s."  In  2001  he  made 
$100  million  shorting  the  Nasdaq  index. 
The  founding  partner  of  Odyssey  Part- 
Biers,  a  hedge  fiind  now  being  disbanded, 
jLevy  sees  a  60%  chance  of  another  reces- 
Ision  soon. 

So  Levy,  76,  isn't  ready  to  buy  stocks. 
He's  maintaining  his  short  position  in 
Nasdaq  futures,  predicting  that  tech 
stocks  won't  come  back  for  more  than 
two  years.  What  is  there  to  be  bullish 
about?  He  has  big  positions  in  the  euro 
and  Euroland  bonds  and  is  looking  for 
solid  companies  in  China,  India  and 
Russia. 


SMFFHERS,  A  64-YEAR-OLD  INVESTMENT 
consultant  in  London,  is  fiill  of  talk  about 
Q  ratios,  equilibrium  returns  to  capital 
and  other  academic  theories.  But  the  arti- 
cle he  penned  for  the  June  14, 1999 
FORBES  was  down  to  earth — and  dead 
on.  We  were  caught  up  in  a  classic  asset 
bubble,  he  said.  At  $15  trillion,  the  mar- 
ket value  of  U.S.  stocks  had  climbed  to 
double  the  nation's  annual  economic 
output,  where  the  norm  is  more  like  one 
times  GDP. 

At  today's  prices  stocks  are  still  over- 
valued, by  about  a  third,  he  calculates. 
That  makes  a  further  decline  likely  but  far 
from  certain.  (If  anything  were  certain  on 
Wall  Street,  the  market  would  anticipate 
the  move.)  So  buy  when  the  S&P  hits  fair 
value  at  650?  You  could  do  that,  he  says, 
but  it  might  pay  to  wait  a  bit  with  some  of 
your  money:  Markets  tend  to  overshoot 
on  the  way  down. 


Laurence  Tisch 

PAINFULLY  EARLY 


IT'S  NICE  TO  BE  VINDICATED.  BUT  IT'S 
costly  to  be  too  early.  Laurence  Tisch,  co- 
chairman  of  Loews  Corp.,  had  massive 
short  positions  as  early  as  1996.  At  one 
point  in  the  late  1990s,  he  had  paper 
losses  of  $2  billion  for  the  company 
when  the  market  went  up  instead  of 
down.  Good  thing  he  held  or;. 

The  family-dominated  Lo  :ws,  a  hold- 
iiig  company  for  interests  rariging  from 
insurance  to  tobacco,  has  been  trading  in 
some  depressed  stocks  he.  won't  divulge. 
Still,  he  thinks  the  market  slump  isn't 


over  and  the  S&P  500  will  duck  back 
under  800,  a  depth  it  plumbed  in  July 
So  what's  inveterate  bear  Tisch,  79, 
doing  with  his  money?  Buying  Treasury 
inflation-protected  bonds  (like  Brinson, 
above),  and  buying  euros.  He  says  he  has 
been  long  the  euro  since  it  was  at  88 
cents  to  the  dollar,  and  expects  it  to 
climb  to  $1.12. 


FORBES'  own  bearish  columnists: 

David  Dreman 

VALUE  INVESTOR 
LABELED  A  DINOSAUR  V^EN  THE 
Internet  ruled,  Dreman  recommended 
Nasdaq  put  options  in  a  May  1999  col- 
umn. Now,  he  sees  a  bottom  nearing  and 
low-P/E  stocks  to  buy  (seep.  140). 


James  Grant 

BORN  BEAR 

GRANT'S  CALLING  IN  LIFE  IS  TO  WARN 
folks  against  their  innate  tendency  to 
speculative  excess.  Stay  cash-heavy,  says 
the  editor  of  the  influential  Grant's  Inter- 
est Rate  Ofeerver  newsletter  {seep.  142). 

A.  Gary  Shilling 

DEFLATION  WATCHER 

THIS  ECONOMIST  HAS  BEEN  TALKING 
about  deflation  for  years,  and  you  wish 
you  had  foUowed  his  March  2000  advice 
to  buy  long  Treasurys.  Stocks  probably 
won't  recover,  he  says,  until  they  have 
seen  another  30%  correction  {seep.  144). 

By  William  Baldwin,  Monte  Burke,  James  M.  Clash, 
Josephine  Lee,  Robert  Lenzner  and  Bruce  Upbin. 
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Tech  Values 


The  collapse  in  technology  shares  is  so  deep  that  some  of  them  are  looking  like 
value  plays.  Look  at  the  cash  sitting  around,  by  bruce  upbin  and  andrew  t.  gillies 


SUN  MICROSYSTEMS  AT  $4;  LUCENT  AT  $1.50;  NORTEL  AT 
just  under  a  buck.  Bargains?  Or  dogs  that  deserve  lunch- 
money  prices?  Angst  from  answering  that  question  has 
driven  most  investors  out  of  the  tech  sector.  Since  the 
beginning  of  2001  a  net  $1 1  billion  has  flowed  out  of  sci- 
ence and  technology  mutual  flinds,  according  to  Lipper,  reversing 
nine  quarters  of  inflows. 

Perhaps  the  masses,  as  so  often  happens,  are  reacting  late,  seU- 
Lng  with  the  Nasdaq  down  75%  from  its  peak  just  as  foolishly  as 
they  threw  $55  billion  into  tech  funds  in  the  go-go  stretch  from 
October  1999  to  March  2000. 

Picking  which  tech  stocks  are  fairly  priced  is  a 
mind-bending  enterprise.  Earnings  estimates  are  no 
better  than  wild  guesses  right  now.  Some  70%  of 
the  companies  in  the  S&P  technology  index  missed 
their  earnings  projections  by  20%  or  more  in  2001, 
compared  with  39%  for  nontech  companies. 
"Nowadays  you'll  never  get  a  portfolio  of  names  you 
like.  Even  I  don't  like  my  portfolio,"  says  Pip  Cobum, 
chief  of  global  tech  equity  research  at  UBS  Warburg. 
"But  I  don't  help  anyone  by  being  70%  in  cash." 

This  gloom  can't  last.  Forecasters  at  IDC  say  global  technology 
spending  bottomed  in  2001.  Growth  from  here  won't  come  close  to 
the  20%-plus  levels  seen  in  the  late  1990s,  but  11%  is  not  out  of 
the  question  for  2003  after  a  slight  5%  uptick  this  year. 

Value  investors,  once  strangers  to  tech,  are  wading  in.  Jonathan 
Cx)hen,  a  former  WaU  Street  tech  analyst  hired  in  January  to  start 
the  Royce  Technology  Value  Fund,  has  had  some  relative  success 


so  far.  The  fund  has  held  losses  to  13%  in  its  first  six  months,  ver- 
sus a  35%  loss  for  the  average  tech  ftind,  according  to  Morningstai 
He  doesn't  expect  his  favorite  companies  to  earn  much  this  year 
but  he  does  see  a  rebound  in  2003. 

One  stock  he  Ukes  is  United  Online,  the  product  of  a  mergei 
between  Internet  service  providers  NetZero  and  Juno  Online  Ser- 
vices. After  Web  ad  dollars  dried  up,  NetZero  switched  its  strateg) 
from  giving  away  Internet  access  to  charging  $10  a  month.  It  ha; 
no  debt,  lots  of  cash  and  spends  only  $32  to  acquire  a  customei 
(EarthLink  spends  $150).  Revenues  were  $54.4  million  foi 
its  June  quarter,  up  7%  from  the  quarter  ending 
in  March. 

Cohen  is  also  fond  of  Verity,  which  make; 
Yahoo-like  software  for  internal  corporate  data 
This  $  1 1  stock  has  a  nice  $4  per  share  in  cash  and  i 
expected  to  earn  35  cents  per  share  by  its  May  200; 
fiscal  year-end  (it  earned  3  cents  for  the  mos 
recent  year).  Verity  recently  signed  some  big  deal 
with  E- Trade  and  the  Pentagon. 

Curtis  Jensen,  portfolio  manager  at  Thin 
Avenue  SmaU-Cap  Value  Fund,  has  recently  beei 
buying  moneylosing  Comverse  Technology,  a  $1.2  billion  (sales 
maker  of  telephone  systems  like  multimedia  instant  messaging  an< 
voice-activated  dialing.  The  $8  stock  is  off'  75%  from  its  high.  A 
that  price  Comverse's  operating  business  is  close  to  free:  It  has  $7 
share  in  cash  (net  of  debt)  plus  $1.60  a  share  in  majority  stakes  u 
two  public  companies:  Verint,  a  call  center  equipment  maker,  ani 
telecom  software  outfit  Ulticom. 


Picking  Through  the  Wreckage 


These  fallen  angels  are  trading  at  low  multiples  of  their  cash  (net  of  debt),  sales  and/or  tangible  book  value. 


PRICE 

NetcashV 
market  cap 

PRICE/ 

Company 

recent 

change  from 
52-week  high 

sales 

tangible 
book  value 

Why  we  like  it 

Advanced  Micro  Devices 

$8.60 

-58% 

-1% 

0.9 

0.8 

64-bit  Hammer  chips  have  promise 

Amdocs 

8.06 

-83 

23 

1.0 

3.0 

goes  for  just  11  times  2003  est  EPS 

Andrew 

8.76 

-65 

7 

0.8 

1.8 

top  maker  of  wireless  signal  amplifiers 

Applied  MaVer;r?is 

13.56 

-51 

19 

4.4 

2.9 

not  cheap  but  will  lead  a  chip  rebound 

BMC  Software 
Comverse  Tec. 

12.90 
783 

-44 
-75 

18 
88 

2.2 
1.3 

2.7 
0.9 

multiples  near  ten-year  lows 
swimming  in  cash 

Hewlett-Packard 

;i2.92 
6.12 

-49 
-75 

15 
22 

0.6 

1.7 

a  bargain;  valuable  printer  business 

TriQuint Semicondu  i- 

2.9 

1.2 

controlling  expenses;  trading  near  book 

United  Online 

10.90 

-14 

32 

4.2 

3.8 

$3  cash  per  share;  savvy  marketer 

Verity 

10  30 

-52 

36 

3.2 

1.4 

top-drawer  customers;  lots  of  cash        J 

'Net  cash:  total  cash  and  cash  equivalents  less  Icng 


■ibi.  ."ourcos-  FT  Inieractive  Data  and  Market  Guide  via  FactSet  Research  Systems. 
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Vornado  trophy:  Chicago's  Merchandise  Mart. 


The  Best  Defense 

Real  estate  investment  trusts  have  outrun  the  S&P  500  for  a  while. 
They  still  have  some  legs,  by  stephane  fitch 


A  DEFENSIVE  SECTOR  IN  A  BEAR  MARKET  IS  A  THING  OF 
beauty.  So  far  the  real  estate  investment  trust  sector 
has  been  just  that:  Over  the  past  three  years  REITs 
have  posted  an  annualized  total  return  of  13.4%,  to 
the  1 1%  annual  loss  of  the  S&P  500.  Seems  to  us  that 
the  REIT  story  is  far  from  over. 

The  best  performers  should  continue  to  shine;  they  are  still 
fairly  cheap  against  their  earning  power,  compared  with  S&P  500 
stocks.  At  the  other  end  of  the  quality  scale  some  slow-growing 
REITs  represent  a  different  kind  of  buy,  more  of  a  value  play. 
They  are  trading  at  discounts  to  their  likely  liquidating  values. 
Crescent  Real  Estate  Equities  (see  story,  p.  130)  is  a  value  play.  In 
the  tables  (seep.  128)  we  list  examples  of  both  kinds  of  buys — 
winners  in  the  performance  derby  and  out-of-favor  REITs  trad- 
ing at  a  discount. 

As  portfolios  of  rent-payin^^  office  buildings,  apartments, 
shopping  malls  and  self-storage  units,  equity  REITs  pay  fat  divi- 
dends. That  is  one  thing  that  has  held  them  above  water  in  this 
bear  market  for  stocks  that  deliver '  lore  hype  than  cash.  So  far 
this  year  the  category  has  averaged  n  .otal  return  of  4.6%.  We  are 
happy  to  report  that  the  eight  REITs  that  received  the  highest 
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grades  in  our  first  annual  evaluation  of  them  (FORBES,  Jan.  2 
have  returned  an  average  8.4%. 

The  best  argument  for  buying  REITs  is  this:  They're  chea 
Cheaper  than  stocks  and  cheaper,  if  riskier,  than  high-gra< 
bonds.  The  60-odd  large  REITs  followed  by  Green  Street  Ad\ 
sors,  a  research  firm  in  Newport  Beach,  Calif.,  are  priced  at  i 
average  12  times  expected  2002  earnings — earnings  here  beii 
"adjusted  funds  from  operations."  This  is  a  measure  of  eamii 
power  in  the  real  estate  industry  defined  as  earnings  with  depr 
elation  charges  added  back  but  maintenance-level  capital  expe: 
ditures  and  extraordinary  gains  backed  out.  The  measure  corr 
sponds  fairly  well  with  the  earnings  of  a  company  in  the  S&P5( 
The  S&P  index  is  going  for  18  times  the  $49  it  is  optimistical 
expected  to  earn  next  year.  (The  S&P  netted  $25  last  year,  aft 
writeoffs.)  For  a  comparison  to  bonds,  note  that  REIT  earnin 
yields  (the  inverse  of  the  price/earnings  ratio)  average  8.3%  no 
outdoing  the  5%  yield  for  ten-year  AA  corporate  bonds. 

Consider  Chicago  shopping-mall  owner  General  Grow 
Properties,  one  of  only  two  REITs  that  in  January  we  awarded 
grade  of  A-l-  for  both  past  earnings  performance  and  stock  ma 
ket  value.  General  Growth  has  returned  30%  to  shareholdc 
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Cousins  Properties 


Equity  Office 
General  Growtii 


Vomado  Realty  Trust 


Value  Avenue 


this  year.  Green  Street  says  General 
Growth's  estimated  net  asset  value  per 
share  has  risen  an  average  of  16.5%  a  year 
for  five  years,  the  second-best  record  in  the 
industry.  Meanwhile  General  Growth  has 
boosted  its  adjusted  funds  from  operations 
by  an  average  of  12.5%  annually  for  the 
past  five  years.  Its  dividend  yield  is  5.3%. 
This  REIT  ftilly  deserves  the  "growth"  label 
in  its  name,  and  we  consider  it  a  buy  at 
$48.63,  or  11.2  times  adjusted  funds  fi-om 
operations. 

Undervalued  gems?  Chateau  Commu- 
nities, an  owner  of  trailer  parks,  gets  less 
than  its  due  respect.  Its  $28.60  share  price 
is  at  a  15%  discount  to  its  net  asset  value — 
that  is,  liquidating  value — per  share.  In 
other  words,  if  Chateau  sold  all  its  assets 
and  paid  off  the  debt,  an  investor  would 
get  $33.50  back  per  share.  Chateau  has  a 
problem  with  9%  vacancies,  but  the  core  is 
solid  and  the  7.7%  dividend  yield  is,  too. 

Actually,  there  are  some  REITs  that  are 
top  growers  that  nevertheless  are  trading  at 
a  discount  to  liquidating  value.  Namely, 
Vornado  Realty  Trust,  whose  holdings 
include,  such  trophies  as  Chicago's  Mer- 
chandise Mart  and  14.2  million  square  feet 
of  prime  office  buildings  in  Manhattan. 
Vornado  was  rated  A-i-  by  us  for  both  per- 
formance and  value  in  January.  Vornado 
has  an  industry-leading  five-year  record  of  boosting  its  net  asset 
value  by  22%  a  year  and  earnings  by  21%  a  year.  It  is  trading  at 
an  8%  discount  to  liquidating  value,  says  Green  Street. 

At  $39.80,  Vornado  shares  are  off  5%  this  year.  Reason:  an 
expectation  on  Wall  Street  that  the  recession  and  overbuilding 
will  hurt  office  rents.  But  Vornado's  earnings  and  net  asset  value 
keep  rising  because  the  company's  chief  executive,  Steven  Roth, 


REITs  with  a  record  of  boosting  earnings  should  produce  higher  dividend- 
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matnfenancsHevel  capital  spending.  Figures  are  esHmates  from  1997  Through  20» 
Sources:  Green  Street  Advisors:  Market  Guide  via  FaciSel  Research  Systems. 
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These  modest-growing  REITs  are  priced  at  13%  to  18%  discounts  to  net  asset  values. 


Company 

1 

Recent 
price 

NAV/ 
stiare 

Dividend 
yietd 

Price/ 
AFFO' 

Chateau  Communities 

:>1^^ 

^g8.60 

$33.m 

■1^.7.7% 

12.0 

Crescent  R  E  Equities 

B5.85 

'B« 

^^l^?^" 

»»^0-2 

Kllroy  Realty 

ktium 

28^ 

?^f-l 

Reckson  Associates                                                                                           1^1 

Taubman  Centers    la^ 

^(j^ljjIH 

mmtM. 

■wm 

ping  man 

I4.3& 

^ 

I  Funds  From  Operations  are  net  Income  plus  depreciation,  less  nonn 
lital  spending.  Based  on  2002  estimate. 
Advisors:  Market  Guide  via  FactSet  Research  Systems. 


is  a  very  conservative  dealmaker.  He  let  a  prime  development  si 
on  Manhattan's  Upper  East  Side  sit  empty  for  several  years  unl 
he  found  the  perfect  deal,  signing,  for  a  princely  sum,  Bloombei 
LP  as  the  new  building's  anchor  tenant  just  weeks  before  tl 
World  Trade  Center  attacks.  So  far  this  year  Manhattan  offi< 
rents  have  held  up  pretty  well,  in  part  because  the  tragic  deva^ 
tation  downtown  has  reduced  the  supply  of  space. 


Tax  Heaven 

The  tax  code  treats  REITs  kindly.  Like 

mutual  funds,  they  pay  no  corporate  tax 

so  long  as  they  distribute 

almost  all  of  their  net  income 

to  shareholders.  This  taxable 

net  income  is  computed  afier. 

not  before,  paper  deprecit 

charges.  Here's  the  sweet  i 

for  investors:  Any  payouts 

over  and  above  the  taxable 

net  income  are  considered  a 

"return  of  capital "  and  are 

taxed  lightly  or  not  at  all. 


Example:  You  pay  $40  for  a  REIT 
share  and  the  REIT  generates  $3.50  a 
share  in  loose  cash  or  adjusted  funds 
from  operations.  But  after  depreciation 


Big  Tax-Free  Returns  of  Capital 

Share    Dividend      2QQ1  return 


price       yield 


of  capital 


can  Realty  Trust      $9 


tjonal  Association  of  REITs. 


the  net  is  only  $2.  If  the  REIT  pays  out 
$3,  only  the  first  $2  is  taxable  as 
ordinary  income.  The  $1  balance,  being 
a  return  of  capital,  merely  reduces  your 
"basis"  (the  purchase  price 
used  to  calculate  capital  gains 
and  losses)  to  $39. 

Just  sit  on  the  share  and 
the  $1  is,  for  now,  tax  free.  On 
an  eventual  sale  it  will  raise 
your  capital  gain  by  $1— and 
get  taxed  at  favorable  capital 
gain  rates.  If  the  share  goes  to 
your  estate  or  to  charity,  the  $1  j 
isn't  ever  taxed.  —S.F.  i 
.^-.,„,    _. J 
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Wanted: 

Believers 

If  your  taste  runs  to  out-of-favor  real  estate,  you  will  find 
a  REIT  like  Crescent  to  be  an  intriguing  speculation. 


BY  LYNN  J.  COOK 


THE  VIEW  FROM  JOHN  GOFFS  OFFICE  IS  GRIM.  FROM  HIS 
window  the  chief  executive  of  Crescent  Real  Estate 
Equities  Co.  takes  in  a  dusty  downtown  Fort  Worth 
that  features  a  boarded-up  35 -story  Bank  One  tower 
destined  for  the  wrecking  ball  after  a  tornado  all  but 
obliterated  it.  There's  plenty  more  distressed  real  estate  in  Texas. 
Enron's  new  mirrored  towers  in  Houston  will  soon  be  auctioned 
o(f  by  the  bankruptcy  court.  The  soon-to-be-vacated  Chevron- 
Tcxaco  building  half  a  mile  across  downtown  from  Enron  would 
make  a  nice  addition  to  Crescent's  portfolio,  which  includes  28 
million  sc]uare  feet  of  office  space,  most  of  it  in  Texas. 

Coff  s  modus  operandi:  Buy  what  someone  else  is  particu- 


larly anxious  to  sell.  Says  he:  "I  want  to 
be  where  capital  isn't  flowing." 

It  usually  makes  sense  to  buy 
cheap,  but  sometimes  cheap  properties 
just  get  cheaper.  Recently  Crescent's 
luck  has  run  low.  Over  the  past  five 
years  it  has  been  one  of  the  worst-per- 
forming real  estate  investment  trusts, 
falling  from  $31.25  to  $16,  while  the 
average  REIT's  total  annualized  return 
has  climbed  6. 1  %.  In  October  Crescent 
cut  its  quarterly  payout  from  55  cents 
to  37.5  cents. 

Crescent  has  a  distinguished 
parentage.  The  original  money  behind 
it  came  from  Fort  Worth  investor 
Richard  Rainwater,  who  made  a  for- 
tune for  the  Bass  brothers — and  then 
for  himself — by  betting  on  Texaco, 
Disney  and  Nabisco  when  they  were 
out  of  favor.  Goff,  now  47,  had  worked 
as  an  investment  adviser  for  Rainwater 
since  the  late  1980s.  In  1990  they 
teamed  up  to  form  Crescent.  Goff 
chipped  in  all  the  money  he  had,  $8 
million,  and  Rainwater  put  in  $110 
million. 

Their  first  big  acquisition  target 
was  The  Crescent,  a  glitzy  office,  hotel 
and  retail  complex  in  uptown  Dallas  that  had  cost  $500  million  tc 
develop  in  1985.  It  wasn't  for  sale,  but  it  was  saddled  with  $25( 
million  in  debt  and  many  of  the  banks  that  held  it  were  in  finan- 
cial trouble.  Goff  and  Rainwater  bought  in  by  picking  up  debt  a 
70  cents  on  the  dollar  from  those  foundering  banks.  Also  helping 
out:  Dallas  heiress  Caroline  Hunt,  whose  Rosewood  Corp.  ran  « 
luxury  hotel  in  the  project  and  had  guaranteed  $60  million  of  it; 


Mr.  Fixit: 
Crescent 
Chief  Johil 
Goff  looks 
for  troubled 
properties  ho 
can  buy. 
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t.  Haggling  with  the  banks  took  18  months.  Bank  of  Boston 
w  part  of  Fleet)  held  out,  and  at  the  eleventh  hour,  offered  to 
Jice  the  deal  in  exchange  for  90  cents  on  the  dollar. 
In  1994  Goff  and  Rainwater  took  Crescent  public,  raising 
8  million,  and  went  on  a  buying  binge.  The  REIT  picked  up 
Idings  not  just  in  core  Texas  markets  like  Dallas  and  Houston, 
elsewhere  like  Phoenix,  Omaha  and  Denver.  In  December 


1997  its  shares  peaked  at  $41. 

Then  Crescent  lost  its  touch.  Rainwater's  atten- 
tion turned  to  Charter  Behavioral  Healthcare  Sys- 
tems, the  nation's  largest  chain  (88  units)  of  men- 
tal-health hospitals,  at  a  time  when  the  industry, 
plagued  by  mismanagement  and  corruption  scan- 
dals, seemed  poised  for  a  rebound.  Crescent  put  up 
$388  million  for  Charter's  real  estate. 

In  1998  the  Justice  Department  slammed 
Charter  with  a  Medicaid  fraud  investigation,  which 
took  three  years  to  settle,  for  $4.7  million.  After 
patients  alleged  abuse  at  five  hospitals  and  a 
teenager  died  in  North  Carolina,  60  Minutes  did  an 
expose.  By  the  time  changes  in  Medicare  reduced 
reimbursements  to  private  hospitals,  Charter  had 
had  enough.  It  declared  bankruptcy  in  February 
2000,  forcing  Crescent  to  write  off  $25  million  in 
deferred  rents  and  write  down  $104  million  in  asset 
values.  Goff  was  able  to  sell  off  79  Charter  units, 
recouping  $285  million  of  Crescent's  original 
investment  to  date. 

Amidst  all  the  wrangling  with  Charter,  Cres- 
cent jumped  into — and  then  backed  away  from — a 
$1.6  billion  acquisition  of  Station  Casinos.  It 
incurred  $15  million  in  breakup  penalties  as  a 
result.  Then  Crescent  shied  away  from  a  50-50 
partnership  to  buy  $734  million  worth  of  Manhat- 
tan commercial  properties. 

Goff  has  tried  to  make  amends.  In  the  last  three 
years  he  has  shed  $  1 .2  billion  in  assets  including  of- 
fice buildings  in  New  Orleans  and  Omaha,  and  ho- 
tels like  the  Four  Seasons  Houston.  That  enabled 
him  to  pay  down  debt  from  $2.7  billion  to  $2.5  bil- 
lion, while  reducing  his  interest  rate  from  an  enor- 
mous 38%  to  8%.  But  Wall  Street 
has  been  unwilling  to  forgive  that 
dividend  cut.  Crescent's  market 
capitalization  of  $  1 .7  billion,  added 
to  the  debt,  gives  this  pile  of  real  es- 
tate an  enterprise  value  of  some  $4 
billion.  That  is  about  three-quarters 
of  Goff  s  estimate  of  the  properties' 
sale  value. 

Should  you  believe  Crescent  is 
back  on  track,  buying  now  is 
smart.  Goff  vows  his  contrarian 
approach  will  pay  off:  Over  the 
next  five  years,  he  says  office  prop- 
erties will  grow  to  80%  of  assets, 
up  from  the  current  70%.  He's 
looking  at  newly  unloved  Texas, 
and  also  tech-impaired  California. 
Says  Barry  Vinocur,  editor  oi  Realty  Stock  Re^'iew,  about  Crescent: 
"IT  vo'J  aren't  comtbr table  climbing  into  the  Ferrari  and  blasting 
e  road  at  1 10  miles  per  hour  every  once  in  a  while,  don't 
.Sock."  F 
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Where's  the  Cash? 

In  a  jumpy  market  in  which  the  Dow  can  swing  hundreds  of  points  in  a  few  minutes, 
stocks  with  rising  and  well-protected  dividends  look  better  than  ever,  by  andrew  t.  gillies] 


You  CANT  TRUST  EARN- 
ings  anymore.  So  what 
should  you  look  for? 
Dividends.  They  are 
harder  to  fake.  We  went 
hunting  for  stocks  with  solid  cash 
dividends  but  didn't  do  the  obvi- 
ous thing:  Rank  all  stocks  by  yield 
and  select  the  highest.  If  you  sim- 
ply want  the  highest  yields,  go  for 
real  estate  investment  trusts  (see  p.  i 
126).  Or  take  a  chance  on  tobacco.  f 
On  page  140  David  Dreman  makes 
the  case  for  Philip  Morris,  which 
yields  4.7%. 

The  list  below  features  dividend  stars  of  a  different  sort.  Their 
yields  are  only  so-so,  averaging  2%  or  so,  but  their  dividends  are 
well  covered  and  rising.  The  percentage  of  earnings  being  paid 
out  is  small.  Only  a  deep  and  prolonged  earnings  contraction 
would  force  these  outfits  to  shrink  their  payouts.  These  compa- 
nies have  been  raising  dividends  recently  (three-year  growth  of 
3%  or  better).  They  also  all  have  good  balance  sheets:  debt  less 
than  50%  of  total  capital  and  interest  coverage  (earnings  before 
interest  and  taxes,  divided  by  interest)  greater  than  1 .5. 

Headquartered  in  Menasha,  Wis.,  Banta  Corp.  prints  every- 
thing from  Bibles  to  software  manuals.  Banta  earned  $50  mil- 
lion last  year  on  revenue  of  $1.5  billion  and  distributed  $15  mil- 

Birds  in  the  Bush 

These  companies  pay  well-covered— and  rising— dividends. 


lion  of  that  to  shareholders.  Santa's 
free  cash  flow,  in  the  sense  of  net 
income  plus  depreciation  minus  cap- 
ital expenditures,  has  been  positive 
for  the  past  ten  years.  Michael  Fried-! 
man,  equity  analyst  with  New  York 
brokerage  Sidoti  &  Co.,  notes  thati 
the  company  has  recently  trimmed 
capital  expenditures  in  light  of  the 
economy's  downturn.  Shareholder] 
payouts  first,  expansion  second. 

Contrast  Banta  with  a  stock  such| 
as  Bristol-Myers  Squibb,  which  now| 
yields  a  robust  4.8%.  Using  the  con-l 
sensus  mean  estimate  for  2003  EPS, 
Bristol-Myers  shows  a  payout  of  69%.  Switch  to  the  most  pes- 
simistic profit  projection  for  next  year,  and  the  expected  payout 
climbs  to  78% — not  exactly  reassuring. 

C.R.  Bard  is  a  Murray  Hill,  N.J.-based  maker  of  medical 
devices  such  as  catheters  and  stents.  The  company  has  recend) 
developed  treatments  for  prostate  cancer  and  severe  heartburn 
The  stock  yields  a  modest  1 .5%,  but  the  dividend  is  protected  b\ 
healthy  earnings  (the  payout  is  only  30%)  as  well  as  a  sturdy  bal 
ance  sheet.  Bard's  current  assets  are  2.9  times  current  liabilities 
while  long-term  debt  equals  just  16%  of  the  firm's  total  capital. 
At  20  times  trailing  net.  Bard  is  cheap  next  to  rival  Baxtei 
International,  whose  P/E  is  33.  V 


Steady  printing  and  digital 
imaging  work  allow  Banta 
to  keep  dividends  rising. 


PRICE 

DIVIDEND 

2003  ESTIMATE 

Current 
ratio* 

Company/business 

change  from 
52-week 
recent        high 

yield 

payout 

EPS 

P/E 

Market 
value 
($mll) 

Automatic  Data  Processing/computer  svcs 

$37.96       -37% 

1.3% 

25% 

$1.85 

20 

2.2 

$22,697 

Banta/commercial  printing 

34.00      -13 
24.48      -42 
56.39      -13 

1.9 

27 

2.73 

12 

2.3 

823 

Cabot/chemicals 

2.2 

25 

2.05 

12 
15 

3.1 
2.9 

1,487 

C.R.  Bard/medical  devices 

1.5 

30 

3.71 

2,885 

Eaton  Vance/investment  management 

26.56       -35 
81.28       -13 

1.1 

15 

1.99 

13 

4.5 

1.769 

Johnson  Contro!s/aun  parts 

1.7 

20 

6.94 

12 

1.0 
1.1 

7,060 

Kimberly-Clar*' 'paper  products 

60.60         -9 
56.81       -33 

2.0 

37 

3.84 

16 

30,941 

Eli  Lilly/drugs 

2.2 

48 

2.82 

20 

1.5 

62,417 

Sherwin-Willia.n.  un-^.t 

28.78       -13 

2.1 

35 

2.19 

13 

1.3 

4,312 

Talbots/clothing  ret,; 

28.62       -32 

1.2 

16 

2.54 

11 

3.1 

1,598 

'Current  assets  divided  by  cur                         .Sources:  FT  Inl 

eractlve  Data,  Market  Guide  a 

nd  Thomson  Fin 

anciat/IBES  v 

ia  FactSet  Research  Systems. 
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SOFTEK^  STORAGE  MANAGEMENT  SOFTWARE 


O   CENTRALIZES  AND  AUTOMATES 
STOfUCE  AOMINISTRATION 


O    REDUCES  OPERATING  COSTS  FOR 
LOWEST  STORAGE  TCO 


0    MAINTAINS  HIGH  AVAILABILITY  EVEN 
WHILE  EXPANDING  STORAGE 


O   IMPROVES  USER  PRODUCTIVITY 
AND  DATA  PROTECTION 


O    HARDWARE  AND  PLATFORM 
INDEPENDENT 


For  every  dollar  you  spend  on  storage  capacity, 
you  spend  $8  trying  to  manage  it.  Until  now. 


Bring  your  soaring  storage  costs  under  control  with  storage  management  software  from 
Fujitsu  Softek.  A  powerful  alternative  to  traditional  storage  management,  Softek  offers  the 
first  complete  suite  of  applications  that  lets  you  visualize^  centralize,  and  simplify  your  data 
storage  resources  across  multiple  storage  vendors'  and'Operating  systems.  You  can 
consolidate  and  even  automate  the  management  df'allyour  existing  storage  resources, 
allowing  you  to  realize  best-in-class  ROI  from  yoLir  storage  assets. 
Want  a  FREE  ROI  storage  assessment? 
Call  (800)  560-7804  or  visit  our  Web  site.  J   .— ,^  _  , 


vwvw.softek.fujitsu.com/R01/ 
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HE     POSSIBILITIES     ARE 


So-^-T3  ZONe*  Aust-aAa,   ^.pottGo<xhwins.S'31/02  £'2002Fu|ftsuSoft.vT^eTechno'o;.vCorporatJon  AilnghtSfe;ier,?<t, 


Where's 
The  Juice? 

Not  every  electric  utility  is  another 
Dynegy.  Some  of  them  pay  solid 
dividends,  by  tricia  mcginnis 


1 


FOR  THE  FIRST  HALF  OF  THE  YEAR  MOST  UTILITY 
Stocks  managed  to  weather  the  Enron  scandal,  falling 
an  average  of  only  6%  during  the  period.  But  then 
came  July,  when  Mirant,  Reliant  Energy,  Duke 
Energy,  Dynegy  and  others  took  heat  for 
their  possible  role  in  creating  an  artificial  short- 
age during  the  2001  electric  power  crisis. 
This  hurt  the  entire  industry.  During  July 
the  average  utility  stock  dropped  14%. 
That  created  a  few  bargains. 

No  doubt  some  utility  companies 
deserved  to  be  punished  for  moves 
they  made  either  to  cope  with  the 
deregulation  of  the  1990s  or  to  take 
advantage  of  this  new  fi-eewheeling 
environment.  At  one  time  a  person 
could  throw  a  dart  at  a  page  of  utility 
stocks  and  be  pretty  sure  of  coming  up  with  a 
company  that  had  a  stable  revenue  source  and  a 
good  dividend  yield.  Today  it  takes  more  research  and  analysis. 
Industry  profits  on  average  are  predicted  to  fall  3%  in  2002.  But 
the  Federal  Energy  Regulatory  Commission's  recent  plan  to  intro- 
duce a  standard  market  design  to  remedy  problems  in  wholesale 
power  markets  should  bring  much-needed  stability  to  the  industry. 
Pepco  Holdings  resembles  the  staid  utilities  of  yesteryear. 
This  company  supplies  electricity  to  700,000  customers  in 
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Power  Plays 

A  volatile  market  has  shaved  off  an  average  of  13%  from  their  52-week-high  prlcesTBut  these  five 
utility  stocks  offer  reasonable  growth  prospects,  low  estimated  2002  P/Es  and  solid  dividends. 


Company 

Recent 

price 

Cliange  from 

52-weeli 

higli 

Latest  12- 

montli  sales 

($mil) 

IMarl(et 
value 
($mil) 

2002 
est 

P/E 

Long-term 

EPS  growth 

estimate 

Dividend 
yield 

Cinergy 
DTE  Energy 

$3    31 
42   '4 
42.^5 
20.  b' 
23.35 

-9% 
-11 
-11 
-14 
-20 

$10,258 
8.598 
2,918 
2.363 
2,897 

$5,683 
7,008 
2,272 
3,356 
3,637 

12 
11 

6% 

7 

5.3% 
4.8 

Nstar 

Pepco  Holdings 

Teco  Energy 

13 
11 

10 

6 
5 

7 

4.9 
4.9 
6.1 

Sources:  Bloomberg  Financial  Markets;  FT  iKdnctivo  Data.  Thomson  Financial/IBES  and  Market  Guide  via  FactSet  Research  Systems. 
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Washington,  D.C.  and  Maryland.  On  Aug.  1  Pepco  completed  it 
$5  bOlion  merger  with  Conectiv,  which  will  expand  operation; 
into  Virginia,  New  Jersey  and  Delaware  and  more  than  doubl< 
its  base  of  operations,  to  1.8  million  customers. 

Pepco  isn't  involved  in  any  nasty  scandals,  but  it  failed  t( 
meet  its  consensus  forecasts  in  both  the  first  and  second  quar 
ters  of  2002.  Earnings  were  hurt  by  an  unseasonably  warrt 
winter  and  spring — the  type  of  problem  that  could  hurt  an; 
utility.  Pepco  also  lost  9  cents  per  share  in  the  first  half  of  thi 
year  from  customers  migrating  to  new  competitors  in  its  ser 
vice  territory.  Despite  these  difficulties  the  utility's  2002  profii 
are  expected  to  rise  4%  over  2001.  Under  the  circumstance 
Pepco  looks  oversold  at  1 1  times  estimated  2002  profits.  Th 
stock  yields  4.9%. 

The  table  lists  five  traditional  utilities  that  wer 
caught  in  the  July  selloff  but  aren't  relying  on  ris! 
ventures  to  meet  their  goals.  Each  is  expected  t 
have  positive  earnings  growth  for  the  year  ani 
yields  of  at  least  4.9%. 

One  utility  play  that  mixes  regulatec 

and  nonregulated  power  generation  i 

Cincinnati-based  Cinergy.  On  thi 

regulated  side  the  company 

serves  1.5  million  gas  and  elecJ 

trie  customers  in  Indiana 

Kentucky  and  Ohio.  Itj 

nonregulated  wholesalJ 

operation  suppliel 

7,000  megawatt] 

of  power  t(| 

customers  like 

General  Motors  and 

Eastman  Kodak. 

An  early-retirement 
program  and  unseasonably 
warm  weather  have,  so  far  this 
year,  taken  a  bite  out  of  Cinergy's 
earnings  per  share,  which  are  down 
49%  from  2001.  However,  earnings  from  con- 
tinuing operations  have  exceeded  consensus  estimates  in  thil 

past  four  quarters.  Fo| 
the  full  year,  Cinergy' 
earnings  (before  nonre 
curring  charges)  are  pre 
dieted  to  increase  a  mod 
est  2%  to  $2.79  a  share 
which  would  make  tht 
$1.80  dividend  well  cov 
ered.  The  dividend  i 
riskier  than  the  cpupoi 
on  a  long  Treasury  bon( 
(which  yields  about  th( 
same)  but  is  presumably 
better  protected  agains 
inflation.  I 
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Makers  &  Breakers 


For  more  financial  stats,  go  to  www.forbes.com/makers. 


BY  ELIZABETH  MACDONALD 

WHO  BETTER  TO  RECOMMEND  STOCKS  WITH  CON- 
servative  accounting  than  the  Wall  Streeters  who 
make  a  career  out  of  finding  the  bums  with  bad 
accounting?  Robert  Olstein  is  one  man  to  listen 
to.  The  Olstein  Financial  Alert  Fund,  a  mutual 
hand  open  to  the  public  in  Purchase,  N.Y.  that  boasts  an  18% 
compound  annual  return  over  the  five  years  through  June  30, 
beating  the  S&P  500's  4%  return  for  the  same  period.  One  way 
Olstein  did  that:  by  not  buying  Lucent,  Tyco  or  Enron  after  con- 
cluding that  their  earnings,  balance  sheets  and/or  accounting 
habits  were  weak. 

What  to  buy  in  a  discredited  market?  Olstein  likes  property- 
casualty  providers,  enjoying  a  resurgence  in  premiums  after 
Sept.  11. 

Chubb  (64,  CB)  saw  its  first-half  net  income  climb  43%  to 


Passing  the  WhJte-Glove  Test 

Here's  a  roster  of  stocl<s  that  short-sellers  think  are  good  buys— and  are  on  the 
up-and-up.  We're  talking  clean  balance  sheets,  good  prospects  and  no  hanky-panky, 


PRICE 

Company/Industry 

recent 

52-week 
high 

P/E 

W.R.  Berkley/prop  &  cas  insurance 

$35.30 

$40.80 

NM 

Chubb/prop  &  cas  insurance 
Everest  Re/reinsurance 

63.74 
54.41 
41.23 

78.64 
78.50 

79 
24 

MDC  Holdings/home  building 

53.10 

7 

Patina  Oil  &  Gas/oil  &  gas 

22.99 
25.77 

29.94 

9 

Stage  Stores/specialty  retailing 

36.14 

NM 

NM:  Not  meaningful.  Source:  Market  Guide  via  FactSet  Research  Systems. 

$210  million  from  a  year  earlier.  It  trades  at  a  steep  79  times  trail- 
ing earnings  due  to  $645  million  in  Sept.  11 -related  losses.  But 
disregard  its  pricey  multiple;  it  should  earn  $6  a  share  next  year, 
says  Olstein,  nortii  of  its  $5.50  consensus  estimates.  W.R.  Berkley 
(35,  BER)  saw  net  income  triple  in  the  first  half,  making  up  for  the 
red  ink  it  ran  in  last  year's  third  quarter  from  $23  million  in  Sept. 
1 1  losses.  Everest  Re  (54,  RE),  a  reinsurer,  enjoyed  a  7%  first-half 
earnings  leap. 

David  Einhorn  of  Grecnlight  Capital,  a  New  York  City  hedge 
fund,  is  expert  at  catching  liad  iiccounting.  With  a  mix  of  both 
longs  and  shorts,  he  claims  a  26%  compound  annual  return 
over  the  past  five  years. 

Einhorn  is  long  in  MDC  Ko^dings,  a  Denver-based  home- 


Finding  Mr.  Clean 


builder  with  an  uncanny  knack  for  finding  the  next  hot  residen 
tial  market.  The  company  (41,  MDC)  has  branched  out  fromi 
Colorado  to  suburban  Maryland,  northern  Virginia,  Las  Vegas, 
Phoenix  and  California.  Its  average  home  goes  for  $250,000. 

Einhorn  says  that  MDC  is  near  the  top  of  its  sector  in  returnil 
on  assets  and  return  on  equity.  Wall  Street  evidently  fears  that] 
more  layoffs,  a  rise  in  long-term  interest  rates  or  a  bursting  o 
the  real  estate  price  bubble  will  kiU  housing  stocks.  But  this  stoc^ 
seems  to  have  too  much  downside  anticipated  in  its  price.  It  goes! 
for  just  7.5  times  trailing  earnings  and  6  times  the  $6.50  to  $7.00| 
Einhorn  expects  for  earnings  next  year. 

Einhorn  rates  Patina  Oil  &  Gas  a  very  cheap  play  on  natural! 
gas:  "It  is  well  established  in  Colorado,  it  has  low  finding  costs, 
there  is  very  little  debt  and  management  is  first-rate."  Patina  (23, 
POG)  had  net  of  $54.3  million,  down  26%  from  a  year  earlier, 
for  the  12  months  ended  June  30,  on  revenue  of  $198  million, 
___  down  4%  from  the  year  earlier  period.] 

Patina  owns  interests  in  about  4,400  pro 
ducing  wells  and  has  proved  reserves! 
equivalent  to  120  million  barrels  of  oil 
While  the  gas  industry's  production  ha 
been  weak — not  least  because  of  the  warml 
winter — Patina  just  posted  a  19%  growth 
in  production  for  the  second  quarter  of 
2002.  Despite  having  one  of  the  sector's] 
lowest  costs  for  both  finding  and  lifting 
natural  gas  and  one  of  the  stronger  balance 
sheets.  Patina  trades  at  9  times  trailing  12 
month  earnings,  a  discount  to  its  peers. 

Stage  Stores  is  a  retailer  that  emerged 
from  Chapter  1 1  bankruptcy  protection' 
last  year.  While  it  struggles  back  to  prof- 
itability. Stage  (26,  STGS)  is  deftly  using  an 
innovative  and  bold  strategy,  Einhorn  says. 

It  sets  up  shop  in  large  tov«is  or  small  cities  smack  dab  next 
to  stores  like  Wal-Mart  and  offers  cheaply  priced  brand-name 
wares  that  the  big  guys  don't  sell,  such  as  Nike,  Chaps/Ralph 
Lauren,  Tommy  Hilfiger  and  the  like  (90%  of  its  sales  comes 
from  brand  apparel  and  footwear).  Stage  now  operates  about 
350  department  stores  in  13  central,  southern  and  midwestern] 
states.  Some  56%  of  its  Bealls  (pronounced  "bells"),  Palais  Royal 
and  Stage  stores  are  small  outfits  (averaging  17,200  square  feet) 
in  towns  smaller  than  50,000. 

The  consensus  forecast  for  earnings  in  the  fiscal  year  ending 
January  is  $2.77  a  share,  but  Einhorn  thinks  $3  is  more  likely 
The  balance  sheet  is  almost  debt  free.  F 
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RETIREMENT. 


At  Lincoln  Financial  Group,  we  pro  vide  a  broad  range  of  financial  solutions 
to  help  you  enjoy  the  wo^  i  <  •'  ■■  '^ferr, rvj  ^\s  retirement  transition  ideas 
and  our  estate  planning  _  :ke  sure  you're  on  target 

for  today  as  well  as  the  hiv        ^;  lal  advisor  or  call 

1-877-ASK  LINCOLN 


Financial  Group® 

Clear  solutions  hi  a  complex  ivorld^ 


-  j02  The  Lincoln  National  Corp.  Securities  offered  'hio, 
'me  companies  Lincoln  Financial  Group  is  the  marketing 


.■:in  Financial  Aov 
'  V  Lincoln  Nalioncii  : 


viviember  5IPC)  Insurance  offered  through  Lincoln  affiliates  and  other 
?:-   1300  South  Clinton  Street,  Fort  Wayne,  IN  46802.  CRN0206-4746 


Makers  &  Breakers 


For  more  financial  stats,  go  to  www.forbes. com/makers. 


Accounting  in  tlie  Danger  Zon^ 


BY  ELIZABETH  MACDONALD 


THIS  IS  NO  TIME  TO  OWN  SHARES  OF  ANY  COMPANY 
whose  accounting  raises  suspicions.  If  you  are  daring, 
you  might  even  sell  such  outfits  short.  We  have  identi- 
fied three  candidates  for  short  sales,  all  growth  com- 
panies whose  negatives  investors  were  all  too  ready  to 
overlook  during  the  bull  market.  The  first  two  have  top-line 
growth  that  looks  a  bit  artificial.  The  third  has  a  way  of  sweeping 
expenses  out  of  sight. 

Moneylosing  Incyte  Genomics  holds  the  largest  commercial 
portfolio  of  gene  patents.  Incyte  (6,  INCY)  is  a  back-scratcher:  Of 
its  $219.3  million  in  revenue  last  year,  $24.7  million  came  fi^om 
certain  undisclosed  customers  from  whom  it  has  promised  to 
buy  goods  or  services  worth  $47.4  million.  That's  up  fi^om  $6.7 
million  in  revenue  (with  $12.4  million  Incyte  had  agreed  to  buy) 
from  such  customers  in  2000. 

What  Are  Friends  For? 

These  companies  depend  on  others  that  they  are  a  little  too  close  to  for  revenues 
or  for  hiving  off  expenses.  They  are  already  down  but  deserve  to  fall  more. 


PRICE 

Company/industry 

recent 

52-weel( 
high 

P/E 

Incyte  Genomics/biotechnology 

$5.84 

$21.85 

NM 

VeriSign/lnternet 

6.14 

57.93 

NM 

ESS  Technology /semiconductors 

12.57 

25.99 

16 

NM:  Not  meaningful. 

Source:  Market  Guide  via  FactSet  Research  Systems. 


Another  gimmick:  Incyte  got  $20.5  million  in  revenues  from 
companies  in  which  it  had  invested  since  2000.  Lee  Bendekgey, 
Incyte's  general  counsel,  says  its  auditor,  Ernst  &  Young,  keeps 
these  transactions  clean  and  that  two-way  transactions  aren't 
unusual  in  the  biotech  industry. 

But  there's  more.  Incyte  also  got  $24.6  million  in  revenues 
from  related  parties,  meaning  companies  in  which  its  board 
members  had  either  invested  in  or  were  officers  of.  And  it 
booked  revenues  from  companies  it  collaborates  with  on 
research,  even  though  it  got  paid  with  equity  or  debt  instru- 
ments, amounting  to  some  $7.8  million  in  2001. 

John  Vuko,  Incyt  '^  chief  financial  officer,  declines  to  com- 
ment on  the  barter  deals  but  does  note  that  the  collaborator  pay- 
ments were  mostly  m^ulc  up  of  convertible  securities  that  were 
added  to  Incyte'i;  investment  portfolio  and  that  the  portfolio 
enjoyed  $9.7  million  in  unrealized  gains  during  2001. 
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Verisign  is  another  company  with  eyebrow-raising  revenij 
sources.  This  firm  (6,  VRSN)  does  e-security  and  is  also,  by  dii 
of  its  $19.6  billion  stock  purchase  of  Network  Solutions  in  Juij 
2000,  an  issuer  of  Web  addresses.  Last  year  it  booked  $64  millid 
in  revenue  from  companies  that  it  both  sold  products  to  an 
invested  in,  up  fi^om  $13  million  in  2000.  The  back-scratchir| 
doesn't  stop  there.  All  VeriSign  will  say  is  it  booked  no  bart 
revenue  in  its  most  recent  quarter. 

Comparisons  to  revenue  growth  are  muddied  by  the  Ni 
work  merger.  But  note  that  the  $5 1  million  growth  in  bac 
scratching  is  significant  for  a  company  whose  last  quarter! 
report  indicates  an  annualized  revenue  growth  of  between  $3q 
mOlion  and  $400  million. 

ESS  Technologyis  the  dominant  player  in  the  market  f(| 
chips  for  digital  video  players,  and  it  makes  money  ($11  m 
lion  last  year).  So  why,  asks  Morton  Cohen,  the  managing  geil 
eral  partner  at  hedge  fund  Clarion  Partnei] 
have  ESS  Chairman  Fred  S.L.  Chan,  his  fa 
ily  and  the  chief  executive  all  been  dumpir 
their  shares? 

Okay,  Cohen's  fund  is  short  the  stO(| 
(13,  ESST).  But  check  out  ESS'  maneuver 
park  expenses  off  its  income  statement 
August  2001  ESS  spun  off  a  subsidiar 
Vialta,  to  its  shareholders.  Vialta  ostensib 
was  going  to  sell  new  ESS  products,  such 
Internet-enabled  DVD  players.  But  Viah 
which    trades    over-the-counter,   hasr 
recorded  any  revenue.  Vialta  reported  < 
inventory  balance  of  zero  in  2001  filings  b 
had  $77  million  (as  of  2002's  first  quarter)  in  total  resean 
and  development  and  other  operating  expenses.  Meanwhil 
ESS  last  year  sold  $6.8  million  of  chip-development  servic( 
among  other  things,  to  Vialta. 

ESS  and  Vialta  are  close.  ESS  Chairman  Chan  is  also  Vialti 
chairman,  and  he  owns  more  than  a  third  of  the  new  un 
Robert  Blair,  ESS'  chief  executive  officer,  concedes  that  ESS  ir 
tially  fiinded  Vialta  but  says  that  since  the  spinoff,  ESS  has  hi 
"virtually  no  contact"  with  Vialta,  despite  Vialta's  leasing 
building  right  next  door  to  ESS'  office  campus  in  Tremont,  Cal 
Another  scary  thing:  56%  of  ESS'  revenue  in  2001  caijie  fro 
just  one  Hong  Kong-based  distributor — Dynax  Electronics, 
the  Dynax  connection  fizzles,  watch  it.  Blair  says  ESS  recogniz 
no  revenue  until  Dynax  delivers  products  to  ESS'  customers. 
We  suggest  covering  your  Incyte  short  sale  at  $3,  VeriSign 
$3  and  ESS  at  $8.  — With  research  by  Michael  Maie 
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And  the  impetus  behind  the 

iilteractive  multimedia  movement. 


They're  everywhere.  Clicking  PDAs  to  access  vital  information. 
Dialing  cell  phones  to  download  e-mail.  Logging  on  to  laptops  to 
communicate  anywhere  on  the  planet.  It's  the  Chens  of  the  world 
who  are  turning  business  on  the  move  into  business  as  usual. 
And  it's  Nortel  Networks™  that  develops  the  technology  to  meet 
the  challenges  of  mobility  and  helps  businesses  generate  revenue. 
For  instance,  integrated  multimedia  technology  from  Nortel 
Networks  enables  companies  such  as  Chen's  to  communicate  via 
video  calls,  voice  mail,  e-mail,  and  faxes  over  any  device  and  any 
network.  Whether  Chen  is  in  the  office  or  on  the  road, 
he's  always  in  touch.  So,  he  doesn't  have  to  find  information  to 
stay  productive  and  competitive  -  it  finds  him.  And  with  Nortel 
Networks  Optica!  Ethernet-based  network  hosting  solutions, 
service  providers  can  manage  the  delivery  of  these  services 
so  Chen  ..an  focus  on  his  core  business.  Just  one  more  way 
Nortel  Networks  is  making  the  Internet  what  you  need  it  to  be. 
-  ■   itimedia 
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The  Contrarian  By  David  Dreman 


The  Time  to  Buy 


BUY  STOCKS  WHEN  BLOOD  FLOWS  IN  THE  STREETS. 
That  old  maxim  is  still  true — up  to  a  point.  You  also 
must  pay  attention  to  valuations.  This  summer  we're 
awash  in  gore.  The  tech-loaded  Nasdaq  100  is  down 
45%  this  year  and  81%  from  its  March  2000  high, 
almost  what  the  Dow  dropped  from  its  1929  high  to  its  1932 
low.  The  S&P  500  has  lost  23%  in  2002  and  44%  since  March 
2000.  This  year's  second  quarter  was  the  second  worst  (after 
200 1's  third  quarter)  since  the  bear  market  bottom  in  the  July- 
September  quarter  of  1990.  The  way  things  are  going,  the  cur- 
rent quarter  could  make  them  all  look  mild.  This  bear  market 
has  evaporated  $7  trillion  in 
U.S.  equity  values.  Note  that 
the  1987  crash  cost  investors 
only  $1  trillion. 

Accounting  scandals,  con- 
flict-ridden analysts,  weak 
economic  statistics  and  rotten 
earnings  aren't  exactly  laying 
the  foundation  for  a  turn- 
around soon.  The  decline  in 
investor  savings  has  a  double- 
barreled  effect.  It  restricts  the 
flow  of  funds  going  into  equi- 
ties, and  it  reduces  consumer 
spending  as  awareness  spreads 
that  the  great  bubble  stocks  of 
the  late  1990s  aren't  coming 
back  quickly. 

Now  look  at  the  valua- 
tions. Stocks  are  a  lot  cheaper  than  they  used  to  be,  but  they're 
not  exactly  cheap.  Companies  in  the  S&P  500  index  are  supposed 
to  earn  a  composite  $34  per  index  unit  this  year  (after  write- 
offs), making  the  forward  price/earnings  ratio  equal  to  25. 
That's  high,  relative  to  past  market  P/Es.  The  Nasdaq  100,  built 
on  recklessly  optimistic  forecasts,  has  an  estimated  P/E  for  2002 
of  35,  near  a  bubble  multiple,  with  no  sign  that  tech  spending  is 
increasing  and  that  the  45%  earnings  gains  forecast  for  next 
year  will  materialize. 

What  many  investors  and  Wall  Streeters  forget  is  that  the 
bubble,  particularly  in  tech  stocks,  was  the  largest  in  market  his- 
tory. The  broad  averages  quite  possibly  will  go  nowhere  for  sev- 
eral years  as  comp  inies  struggle  to  get  "real"  earnings  back  to 
their  2000  levels. 

This  market  reminds  me  a  lot  of  the  period  from  the  mid- 
1970s  to  1982.  B.ick  then  stocks  trailed  gold,  diamonds,  col- 
lectibles, stamps,  bonds  and  even  T  bills.  But  as  bleak  as  the  pic- 
ture was,  value  stocks  I'lriveu  as  "  ' 
investors  returned  to  ftindamen- 


Bear  maricet  or  no, 

there  are  superb 

opportunities  too 

enticing  to  pass  up. 

While  a  recovery 

likely  is  far  off,  the 

current  carnage 

has  left  fine  stocks 

undervalued. 


tals  such  as  good  earning) 
growth,  strong  balance  sheet 
high  dividend  yields,  low  P/B 
and  trustworthy  accounting. 

In  today's  panicky  environl 
ment  many  good  stocks  gt 
trashed  along  with  the  dogs 
Now  is  the  time  to  load  up  o 
the  good  ones  at  cut-rate  pricej 
Once  investor  confidence  r«i 
turns,  you  will  be  rewarde<| 
Here  are  several  to  look  at: 
Tobacco  stocks  have  been  massacred  lately  by  some  nast 
jury  verdicts  (for  example,  the  $105  million  Boeken  award  forj 
single  smoker,  in  a  California  case).  These  verdicts  have  a  way  (j 
being  overturned.  Note,  too,  that  even  the  staggering  $250  bi 
lion  settlement  with  the  states  in  1998  didn't  kill  earnings;  th 
cigarette  companies  just  passed  their  legal  costs  along  in  prk: 
increases.  So  I  recommend  RJR  (58,  RJR),  whose  stock  is  dew 
18%  since  mid- June.  RJR  should  earn  $8.04  a  share  this  year  an,' 
$8.71  next.  It  has  a  trailing  P/E  of  8  and  provides  a  well-coverej 
6.5%  yield.  | 

Philip  Morris  (49,  MO),  down  18%  from  its  2002  high,  shouli 
see  a  20%  increase  in  earnings  this  year  and  12%  next.  TK 
company  (P/E,  1 1 )  has  increased  its  dividend  in  every  year  of  tJ 
post-World  War  II  era  and  currendy  yields  4.7%. 

Fannie  IMae  (74,  FNM)  has  grown  at  a  15%  clip  for  thn 
decades  and  is  likely  to  continue  to  maintain  this  rate.  So  wl 
does  the  stock  change  hands  at  a  mere  1 3  times  trailing  eari 
ings?  Investor  fears  that  Fannie's  (and  partner  Freddie  Mac' 
earnings  will  be  severely  curtailed  by  new  restrictions  from  i 
supervisory  agency,  the  Office  of  Federal  Housing  Enterpri 
Oversight.  The  regulations  have  not  been  proposed  yet.  j 
worst,  they  will  clip  only  a  percentage  point  or  two  off  Fannie 
growth  rate.  The  stock  yields  1.9%. 

Another  Wall  Street  leper  is  Bristol-Myers  Squibb  (24,  BM> 
This  stock  has  tumbled  from  an  alltime  high  of  76  in  Octob 
1999.  Bristol  has  been  hit  by  a  number  of  problems — mosdy 
its  own  doing — from  overloading  wholesalers  with  inventory 
paying  too  high  a  price  for  its  stake  in  ImClone,  to  allowing « 
embarrassing  gap  to  develop  between  the  expiration  of  pater 
and  the  introduction  of  the  next  generation  of  blockbusters. 
All  the  same,  Bristol's  earnings  should  be  up  32%  fro 
2002's  depressed  levels  and  continue  to  grow  at  11%  to  12 
over  time.  At  its  current  depressed  price  the  company  is  ri| 
for  a  takeover  offer.  Bristol's  price/earnings  ratio  is  an  affor 
able  12  and  it  yields  4.7%. 
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Yes,  But  By  James  Grant 


How  to  Die  Rich 


IN  TIMES  OF  TROUBLE,  A  GOOD  BOOK  IS  A  FRIEND  AND  A 
consolation,  the  next  best  thing  to  money.  Is  this  the  bottom 
of  the  bear  market?  Where  Are  the  Customers'  Yachts?  by 
Fred  Schwed  Jr.  (John  WOey  &  Sons),  a  title  I  mentioned  in 
my  previous  column,  indirectly  furnishes  an  answer. 

In  1940,  the  year  of  the  first  edition,  the  bottom  might  have 
seemed  fathomless.  The  German  army  was  occupying  Paris  and 
the  U.S.  stock  market  was  in  its  second  consecutive  losing  year 
(1941  would  make  it  three). 

Experience  had  taught  Schwed,  a  former  stock  broker,  that 
most  investors  (i.e.,  the  "customers"  in  his  book  title)  owned  no 
yachts.  He  had  seen  for  him-  _^^^ 

self  that  capital  was  more 
often  consumed  in  poor  busi- 
nesses than  propagated  in 
good  ones.  His  first-class 
investment  mind  was  as  fully 
conditioned  by  a  bear  market 
as  the  contemporary  Wall 
Street  mind  has  been  condi- 
tioned by  a  bull  market. 

Even  so,  Schwed  was  not 
against  common  stocks. 
Rather,  he  was  against  over- 
priced common  stocks.  He 
would  have  disputed  that 
equities  automatically  excelled 
"in  the  long  run."  Instead, 
they  tended  to  excel  when  a 
careful  investor  bought  them 
at  a  fair  price,  not  (as  in  the  late  boom)  at  any  price. 

"For  no  fee  at  all,"  wrote  the  author,  anticipating  the  ques- 
tion to  which  we  are  all  dying  to  know  the  answer,  "I  am  pre- 
pared to  offer  to  any  wealthy  person  an  investment  program 
which  will  last  a  lifetime  and  will  not  only  preserve  the  estate 
but  greatly  increase  it. 

"When  there  is  a  stock  market  boom,  and  everyone  is 
scrambling  for  common  stocks,  take  all  your  common  stocks 
and  sell  them,"  he  elucidated.  "Take  the  proceeds  and  buy  con-    i 
servative  bonds.  No  doubt  the  stocks  you  sold  will  go  higher. 
Pay  no  attention  to  this — just  wait  for  the  depression  which  will 
come  sooner  or  later."  The  master  continued:  "When  this    j 
depression — or  panic — becomes  a  national  catastrophe,  sell  out 
the  bonds  ( perhaps  at  a  loss )  and  buy  back  the  stocks.  Again  pay 
no  attention.  Wait  for  the  next  boom.  Continue  to  repeat  this    I 
operation  as  long  as  you  live,  and  you'll  have  the  pleasure  of 
dying  rich." 

Of  course,  nothing  could  uMud  easier.  And  nothing  could    f 
be  harder.  Successful  investing  is  .1  psychological  trial,  a  pit  hed    I 
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Fred  Schwed's  1940 

classic  has  the  key: 

Sell  stocks  in  a  bull 

market,  and  buy  in 

a  bear  market.  But 

the  trouble  is, 

investing  pits  heart 

against  head.  The 

head  always  loses. 


battle  between  the  heart  and  th 
head.  Then,  as  now,  the  heaij 
was  the  odds-on  favorite. 

"I  suspect  that  there  ai 
actually  a  few  people  who  d 
something  like  this,"  Schwe 
went  on,  "even  though  I  ha\ 
never  had  the  pleasure  of  mee 
ing  them.  I  suspect  it  becaus 
someone  must  buy  the  stocl 
that  the  suckers  sell  at  the 
awful  prices." 

Long  before  New  York  State  Attorney  General  Eliot  Spitzc 
lambasted  Wall  Street  analysts  for  their  moral  failings,  Schwe 
lampooned  them  for  their  intellectual  shortcomings.  The  grea 
est  of  these  flaws,  he  pointed  out,  was  the  pretense  that  they  ( 
anyone,  could  predict  the  financial  future.  After  aU  was  said  ar 
done,  the  best  brokerage-house  investment  advice  boiled  dow 
to  this:  "[B]uy  them  when  they  are  up,  and  sell  them  when  t! 
margin  clerk  insists." 

"It  is  obviously  impossible  for  the  thinking  Wall  Streeter 
avoid  acting  on  that  principle,"  Schwed  continued.  "He  ce 
tainly  can't  buy  them  when  they  are  down,  because  when  th> 
are  down  'conditions'  are  terrible.  You  can't  ask  an  experienc. 
Wall  Street  man  to  buy  stocks  when  carloadings  have  just  hit 
new  low  and  unemployment  is  at  a  peak  and  steel  capacit)' 
less  than  half  of  normal  and  a  very  big  man — of  course,  I  cai 
tell  you  his  name — has  just  informed  him  in  confidence  th 
one  of  the  big  underwriting  houses  in  the  Middle  West  is 
really  serious  trouble. 

"Unfortunately  for  everyone  concerned,"  Schwed  woui 
up,  "these  are  the  only  times  when  stocks  are  down.  When  'co 
ditions'  are  good,  the  forward-looking  investor  buys.  Whi 
'conditions'  are  good,  stocks  are  high.  Then,  without  anyoi 
having  the  courtesy  to  ring  a  warning  bell,  'conditions'  get  ba 
Stocks  go  down,  and  the  margin  clerk  sends  the  forward-loo 
ing  investor  a  telegram  containing  the  only  piece  of  financ 
advice  he  will  ever  get  from  Wall  Street  which  has  no  ifs 
buts  in  it." 

Conditions  today  are  fast  deteriorating,  and — despite  ti 
occasional  sucker's  rally — the  bear  market  has  almost  becorr 
in  Schwed's  parlance,  a  "national  catastrophe."  In  my  judgmei 
the  broad  market  is  still  far  from  cheap,  but  it's  making  stea 
progress  in  that  direction.  At  this  rate,  it  will  once  more  becor 
possible  to  die  rich.  (Although  hard  to  find  in  stores,  Schwe< 
book  is  available  at  various  Web  sites,  such  as  amazon.com  ai 
barnesandnoble.com.) 


f 
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Financial  Strategy  By  A.  Gary  Shilling 


Pension  Pain 


OFF-BALANCE-SHEET  PARTNERSHIPS  AND  HIDDEN 
expenses  aren't  the  only  parts  of  corporate  earnings 
statements  that  smell.  The  next  stinker  may  well  be 
pension  funds.  They've  been  a  great  source  of  upward 
manipulations  of  corporate  earnings  in  recent  years. 
This  mischief  can't  go  on  forever.  Sooner  or  later  a  pension  ben- 
efit has  to  be  paid  by  cutting  a  check,  and  paper  accounting 
tricks  won't  suffice. 

We're  talking  here  about  defined  benefit  pension  plans, 
which  are  the  corporation's  responsibility  to  fund.  Sure,  defined 
contribution  plans  like  401  (k)s  are  increasingly  popular,  in  part 
because  the  companies  are 
responsible  only  for  their  con- 
tributions, not  the  retirees' 
account  assets.  Nonetheless, 
defined  benefit  plan  assets 
remain  significant — $1.8  tril- 
lion in  2001.  (Defined  contri- 
bution plans:  $2.3  trillion.) 

Tax, rules  make  it  prohibi- 
tively expensive  for  a  corpora- 
tion to  pull  money  out  of  an 
overfunded  plan.  But  under 
GAAP  rules,  a  profitable  plan 
has  a  salutary  impact  on  earn- 
ings. If  the  plan's  rise  in  assets 
exceeds  the  increase  in  fiiture 
benefit  costs  in  a  given  year, 
then  the  difference  is  thrown 
into  the  sponsoring  com- 
pany's income  statement  as  a  profit.  While  this  manna  has 
nothing  to  do  with  a  company's  performance  and  can't  be 
spent  on  mundane  things  like  dividends,  managers  welcome  it. 
I'm  indebted  to  Lee  Trad,  actuary  at  PricewaterhouseCoopers, 
for  explaining  the  complex  math,  and  to  Elizabeth  MacDon- 
ald's  story,  "Pollyanna  Pensions"  (FORBES,  May  29),  for  throw- 
ing a  spodight  on  the  problem. 

Companies  must  make  a  series  of  assumptions  about  future 
portfolio  returns  and  retiree  benefits  in  order  to  calculate  their 
current  cost  of  funding  pensions.  A  key  assumption  is  the 
return  the  pension  portfolio  will  earn  in  the  years  ahead.  And 
some  pension  sponsors  are  in  the  habit  of  assuming  long-term 
returns  based  on  their  f  idest  hopes.  The  greater  the  number, 
the  less  money  has  to  be  ■.  th.  bank  now  to  ftind  a  future  pay- 
out. A  lot  of  companies  still  have  10%  or  even  higher  as  their 
return  assumption. 

Complicating  the  picture:  Accounting  rules  permit  compa- 
nies to  "smooth,"  that  is,  average,  their  asset  totals 
over  five  years.  That  way  year-to-year  swings  in  the 


The  earnings 

boosts  that 

companies  enjoyed 

from  their  pension 

plans  are  over.  Now 

those  companies 

are  going  to  pay  for 

their  Pollyanna-ish 

assumptions. 


stock  market  do  not  create  u| 
and-down  lurches  in  employe 
benefit  costs. 

It  all  sounds  reasonabli 
until  you  look  at  the  huge  di; 
connection  between  assump 
tions  and  reality.  Last  year  Verl 
zon  lost  $3.1   billion  on  i] 
pension   assets — but  with 
9.25%  assumed  return,  reportel 
a  $1.85  billion  paper  gain 
those  assets.  IBM  lost  $2.4  billic 
on  its  pension  fund  investments  but  was  able  to  book  a  $4j 
billion  paper  gain  using  a  10%  return  assumption.  Northwe 
Airlines'  10.5%  assumption  turned  a  $370  million  loss  intoj 
$514  million  gain.  Actuarial  and  benefits  consultant  Millima 
USA  figures  that  last  year  the  nation's  50  largest  corporatic 
lost  $35.8  billion  on  their  pension  portfoHos,  yet  booked  $54| 
billion  in  profits. 

The  companies  booking  paper  gains  on  moneylosirl 
investments  were  able  to  show  pension  fund  profits,  therelj 
inflating  net  income  reported  to  shareholders.  Thus  did  IB^ 
pension  plan  manage  to  flow  $1  billion  of  profit  into  its  20(| 
income  statement. 

Ominously,  my  firm  calculates  that,  with  falling  interel 
rates  raising  the  discounted  present  value  of  pension  liabiliti< 
and  with  a  sour  stock  market  depressing  assets,  total  pensicj 
liabilities  fell  short  of  assets  last  year  for  the  first  time  since  da  I 
collection  started  in  1980.  Underfunded  pension  funds  in  a'j 
lines,  steel  and  elsewhere  confirm  this. 

And  the  pension  gap  will  widen  if  as  I  forecast,  we  enter  i 
era  of  mild  deflation,  low  interest  rates  and  depressed  equil 
returns.  Companies  will  have  to  recognize  pension  fund  losf] 
in  their  income  statements,  and  the  earnings  hit  will  add 
the  downward  pressure  on  stock  prices  that  many  have  beil 
suffering  lately. 

The  watchdogs,  as  usual,  are  behind  the  parade,  but  jil 
recendy  began  joining  it.  Standard  8c  Poor's  has  redefined  ccl 
earnings  to  exclude  paper  profits  from  overfijnded  plans.  T I 
Financial  Accounting  Standards  Board,  not  known  to  act  wil 
any  sense  of  urgency,  is  studying  the  issue  and  expects  to  rea 
a  decision  in  only  three  years. 

Pension  sponsors  relishing  the  double-digit  stock  retur  I 
of  the  bull  market  allowed  stocks  to  expand  from  43%  of  th^  [ 
assets  in  1985  to  61%  in  1999.  That  shift  is  going  to 
reversed.  Pension  sponsors  unloading  stocks  will  add  to  1 1 
market's  woes. 


Forbes 
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Fixed-Income  Strategies  By  Martha  S.  Peyton 


Stretch  That  Yield 


DETOURING  AROUND  THE  STOCK  STORM  ON  WALL 
Street,  people  have  sought  refuge  in  the  money  mar- 
ket. Money  fund  assets  amount  to  $2.2  trillion. 
Another  $  1  trillion  of  household  savings  sits  idly  in 
short-term  bank  deposits. 
Lazy  money,  I  call  it.  Savers  would  do  better  to  take  some 
modest  chances  with  their  fixed-income  portfolios.  They 
should  reach  out  a  few  years  on  the  yield  curve.  Short-term 
Treasury  bills  yield  1.5%.  The  five-year  notes  yield  3.3%. 

Yes,  a  five-year  Treasury  is  riskier  than  a  T  bill,  because  a  rise 
in  interest  rates  would  hurt  its  price.  But  how  great  is  this  risk? 
Not  as  great  as  you  might 


Don't  turn  your 

liquid  assets  into 

lazy  money.  Reach 

out  a  few  years  on 

the  yield  curve. 


think.  Bear  in  mind  that  if 
you  buy  a  five-year  Treasury 
at  par  you  are  guaranteed  to 
get  your  principal  back  in 
2007,  no  matter  what  the 
price  fluctuation  might  be  in 
the  meantime. 

Investors  who  cannot  tol- 
erate any  volatility  will  look 
no  further  than  a  money 
fund.  However,  these  investors  are  throwing  away  yield.  A  little 
yield-curve  analysis  explains  the  tradeoffs  and  shows  that  the 
seemingly  risk-averse  choice  could  really  involve  a  greater  risk 
of  getting  disappointing  returns,  not  a  smaller  risk. 

The  phenomenon  of  steep  yield  curves  is  not  limited  to 
Treasurys.  Five-year  corporate  bonds  rated  AA  are  yielding  4%, 
while  commercial  paper  of  comparable  quality  is  good  for  only 
1.7%.  High-grade  short-term  municipal  paper  will  pay  you 
1.4%;  go  out  five  years,  and  you  get  2.9%. 

Let's  look  at  the  arithmetic.  Consider  a  hypothetical  investor 
aiming  to  park  $100,000  in  fixed  income  right  now.  Assume 
that  the  pessimistic  Fed  watchers  are  correct  and  that  short- 
term  interest  rates  climb  a  percentage  point  over  the  next  year. 
Remember  that  interest  rates  rarely  shift  up  in  a  parallel  fashion, 
so  the  yield  curve  will  probably  flatten,  with  longer-maturity 
yields  rising  by  less  than  one  point.  At  the  five-year  maturity,  an 
increase  of  50  basis  points  (0.5%)  is  plausible. 

The  price  of  the  Treasury  note  will  decline  as  interest  rates 
rise,  but  that  decline  will  be  mitigated  by  its  shorter  remaining 
maturity.  I  calculate  that  the  combination  of  the  two  factors 
would  cause  a  0.6%  loss  of  principal,  or  $600,  over  the  next  year. 
Subtract  that  from  the  $3,300  coupon  (to  keep  it  simple,  I  disre- 
gard the  modest  benefit  you  get  fiom  semiannual  compound- 
ing) and  you  get  a  total  return  of  $2,700.  Contrast  the  effect  of 
rising  rates  on  the  money  market  investment,  where  a  gradual 
climb  of  100  basis  points  would  leave  you  with  a  total  return  of 
$2,000.  Even  with  the  price  decline  ^  ou  are  better  off  with  the 


longer-maturity  investment, 
you  buy  a  five-year,  high-quali' 
AA  corporate,  you  are  even  be 
ter  off,  to  the  tune  of  $1,250. 

What  if  you  are  bullish  c 

the  economy — and  expect  th 

over  the  next  two  years  Al; 

Greenspan  will  allow  short-tei 

rates  to  creep  upward?  Does  th 

turn  the  longer-term  investme: 

into   a  loser?   Continue  oi 

example  with  the  assumptic 

that  short-term  rates  rise  another  percentage  point  in  year  tv 

before  stabilizing.  The  Treasury  note  will  suffer  a  further  decliil 

in  price,  but  that  price  decline  is  necessarily  temporary  since 

will  return  the  fuU  $100,000  of  principal  at  maturity.  The  AA  cc 

porate  has  little  credit  risk,  and  it,  too,  should  return  the  fiill  pi 

cipal.  The  coupon  payments  on  the  Treasury  wdll  total  $16,51 

and  on  the  AA  corporate,  $20,000.  The  money  market  paper  w 

ride  upward  with  interest  rates  but,  even  so,  will  return  or 

$15,500.  So  even  with  the  assumption  that  money  market  rati 

cUmb  two  fuU  percentage  points  from  where  they  are  now,  t 

i    intermediate-term  investments  do  not  leave  you  worse  off. 
What  if  you  are  buying  a  short-  to  intermediate-term  boi 
fund,  not  the  bond  itself?  The  fund  will  not  mature,  with 
,,    return  of  your  full  principal,  in  2007;  rather,  it  will  roll  o\ 
I    maturing  paper  to  maintain  a  constant  weighted  avera 
maturity.  Thus,  a  Treasury  fund  with  an  average  maturity 
five  years  is  slightly  riskier  than  a  five-year  Treasury  no 
!    Along  with  the  greater  risk  goes  a  slightly  higher  expect 

return  (not  counti 

Treasury  Yields 

Higher  coupons  make  it  worthwhile 
to  take  a  bit  of  interest  rate  risk. 


nil 


5% 


Source:  Reuters  Pricing  Service. 
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fund  expenses).  If  tl 
incremental  risk  hot 
ers  you  but  you  st 
want  the  convenien 
and  liquidity  of  a  fur 
go  for  a  shorter-mat 
rity  portfolio,  may 
three  years. 

Make  your  own  < 
sessment  of  risk  and  ! 
ward.  But  for  my  mon 
T  bills  make  sense  only 
the  rare  cases  wh< 
small  month-to-mor 
fluctuations  are  rea 
unbearable. 


Martha  S.  Peyton,  Ph.D.,  manages  fixed  income  and  real  estate  research  for  TIAA-CRE 


146     FORBES"   September  2,  2002 


"We  told  KPMG  Consulting: 
We  need  a  CRM  support  project 
completed  in  just  6  months!" 


KPMG  Consulting  exceeded  the  challenge. 
They  worked  with  us  to  reduce  the 
timetable  for  a  global  sales  support  solution 
down  to  3  months — the  product  was  deliv- 
ered on  time  and  flawlessly." 

The  team  that  serves  Symbol  is  extremely 
Innovative.  It's  not  all  about  a  statement  of 
work.  It's  about  how  to  solve  business 
challenges  collectively  and  provide  unique 
solutions  to  those  challenges." 


"Working  on  a  very  tight  timeline,  we 
established  milestones  to  deliver  value 
throughout  the  entire  project,  not  just  the 
end  result." 

"We  are  very  partner  oriented  and  believe 
projects  are  successful  not  because  of  us,  but 
because  we  and  the  client  work  together  to 
the  client's  benefit." 
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HIS  GOLDEN  AGE 

of  biQlogy,  scientists  have 
Inleasheft^  cornucopia  of 
poteht  new  drugs,  designer 


imaging  systems.  Yet  in 
Snfof  ination  technology, 

medicine  relies  on  the  ► 
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equivalent  of  an  old  Commodore  64.  Doctors  too  often  track  patients 
the  old-fashioned  way,  with  pencil  and  paper.  Change  is  afoot.  Tl 
year's  E-Gang,  our  annual  focus  on  high-tech  innovators,  profiles 
eight  visionaries  who  are  dragging  medicine  into  the  information  a^ 


I  euroscientist  Kari 

Stefansson  is  unlocking  the  secrets  of  dia- 
betes, stroke  and  other  killers  by  probing 
the  genetics  of  an  entire  country. 

A  decade  ago  Dr.  Stefansson  had  a 
tenured  post  at  Harvard,  where  he  was 
searching  for  the  cause  of  multiple  sclero- 
sis. To  identify  the  key  genes  involved,  he 
realized  he  would  need  a  massive  source 
of  DNA  data.  His  native  Iceland  presented 
a  genetic  gold  mine.  Vikings  settled  this 
chunk  of  volcanic  rock  in  the  Adantic  in 
the  year  874,  and  the  Icelanders  have  Uved 
in  comparative  isolation  ever  since.  Ice- 
land, in  effect,  is  a  huge  extended  family 
that  can  be  used  to  investigate  genetic  in- 
heritance. Its  meticulous  records  from 
church  documents  and  sagas,  a  set  of 
semihistorical  books,  let  the  country's 
290,000  residents  trace  their  family  trees 
back  to  the  earliest  days. 

Today  Stefansson  has  collected  DNA 
samples  and  records  from  some  70,000 
volunteers,  one-quarter  of  the  population. 
Stefansson's  team  has  used  the  data  to  nar- 
row the  location  of  21  genes  for  a  like 
number  of  disorders,  including  arthritis, 
Parkinson's  disease,  obesity  and  stroke. 
"There's  no  genetic  operation  that  can 
compete  with  us  now,"  he  brags. 

He  began  this  effort  amid  rejection. 
Unable  to  land  government  grants  for  his 
proposal  to  study  Icelanders'  genetics,  Ste- 
fansson left  Harvard  and  founded  DeCode 
Genetics  in  Reykjavik  in  1996.  He  snagged 
a  $200  million  deal  with  Roche  Holding 


in  1998.  His  plan  was  to  win  an  exclusive 
commercial  license  to  the  medical  records 
of  everyone  in  Iceland  (with  names  re- 
moved). To  find  disease  genes,  he  would 
marry  this  database  to  genealogy  infor- 
mation and  a  separate  DNA  database  of 
Icelanders  who  had  agreed  to  give  blood 
samples.  Stefansson  overcame  virulent  ob- 
jections that  one  company  shouldn't  have 
such  sweeping  access  and  won  permission 
for  the  database,  now  under  construction. 
In  July,  culminating  a  three-year 
search,  DeCode  pinpointed  a  gene  for 
schizophrenia,  an  illness  that  afflicts  Ste- 
fansson's brother.  One  symptom  of  schiz- 
ophrenia is  hallucinations.  ReveaHngly,  the 
new  gene,  called  neuregulin-1,  turns  out 
to  be  involved  in  brain  cell  "plasticity,"  the 
rewiring  process  that  enables  learning.  The 
finding  hints  at  how  the  rewiring  process 
may  go  awry  in  schizophrenics.  DeCode 
is  now  screening  for  compounds  to  target 
the  gene  and  a  key  receptor.  Ultimately, 
Stefansson  hopes  to  sell  DeCode's  gene- 
mining  software  to  hospitals  so  they  can 
analyze  their  own  patients.  Within  a 
decade,  he  says,  doctors  will  create  genetic 
profiles  of  their  patients  and  be  able  to 
take  preventive  steps  to  thwart  the  diseases 
they  are  likely  to  get.  — Zina  Moukheiber 

When  Claire  Fraser  began  her  career  in  the 

late  1970s  as  a  pharmacologist  at  the  State 
University  of  New  York  at  Buffalo,  her  high- 
tech  experience  was  limited  to  squirting 
reagents  into  test  tubes  with  $300  mi- 
cropipettes.  Today  she  heads  The  Institute 
for  Genomic  Research  (TIGR,  pronounced 
Tiger),  a  nonprofit  world  leader  in  auto- 
mated gene  sequencing.  TIGR  deciphers 
genomes  of  crops  like  rice  and  unravels  the 
DNA  designs  of  microbes.  In  a  few  short 
years  it  has  decoded  the  DNA  of  the  bugs 
responsible  for  syphilis,  meningitis,  Lyme 
disease,  ear  infections,  ulcers,  tuberculosis, 
malaria  and  anthrax,  the  first  step  to  un- 
veiling targets  for  new  antibiotics. 


Computers  make  TIGR's  rapid-fi 
breakthroughs  possible.  "Technology 
hugely  important.  It  completely  drives 
genomics  field,"  Fraser  says.  In  one 
room  at  TIGR's  Rockville,  Md.  campus, 
refrigerator-size  sequencing  machin 
speed-read  up  to  22  million  letters  of  Df 
every  day.  In  another,  robots  inside  giaj 
glass  cages  stamp  out  hundreds  of  Dl'j 
chips,  each  containing  32,000  tiny  spots 
DNA.  These  arrays  can  compare  seve: 
copies  of  the  same  microbe  at  once  to 
which  genes  are  activated  when.  Of  TIGlj 
265  scientists,  100  are  computer  jockeys, 

TIGR's  raw  data  form  an  essential  stai 
ing  point  for  researchers  crafting  fiitt 
antibiotics  and  vaccines.  In  the  past,  s 
entists  could  target  only  a  small  firacti 
of  genes  and  proteins  unearthed  afi 
lengthy  efforts  to  extract  each  new  prott 
from  a  cellular  "soup."  TIGR's  data  let 
searchers  methodically  scan  all  genes  ii 
microbe  to  find  weak  links  in  its  defensj 
Chiron,  a  TIGR  collaborator,  this  ye; 
began  human  trials  of  a  new  vaccine  fol 
nasty  strain  of  meningitis. 

TIGR  was  founded  a  decade  ago 
Eraser's  husband,  the  flamboyant  biolof 
Craig  Venter,  when  the  government  woi 
not  fund  his  new,  rapid-fire  method 
spotting  culprit  genes.  In  1995  TI 
stunned  the  scientific  world  by  sequenc 
the  genome  of  the  bacterium  H.  influem 
the  first  time  the  complete  genetic  instri 
tions  of  an  organism  had  been  unravel 
Fraser  took  over  in  1998  when  Venter  lef 
lead  Celera  Genomics  (he  quit  that  job  t 
year).  Her  understated  style  couldn't  dil 
more  from  his  confrontational  bent. 

TIGR's  budget,  mostly  governm 
grants,  soared  to  $50  million  this  year  fri 
$32  million  in  2001.  Fraser  now  focuses 
identifying  subtie  differences  among  str? 
of  one  bacterium.  Earlier  this  year  TIC 
algorithms  helped  pinpoint  minute  difi 
ences  between  the  anthrax  strain  usee 
the  Florida  attacks  and  related  lab  stra 
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Similar  comparisons  could  help  show  what 
makes,  say,  one  strain  of  pneumonia  deadly 
while  another  produces  only  mild  symp- 
toms. Fraser  says  gene  tests  could  one  day 
let  doctors  customize  drug  treatment  for 
the  exact  strain  found  in  their  patients 
rather  than  rely  on  guesswork. 

Drugmakers  are  awash  in  potential  gene 

targets.  Merck  gene  guru  Stephen  Friend, 
47,  employs  a  stable  of  mathematicians 


and  astrophysicists  to  make  sense  of  them. 
As  a  young  cancer  researcher  at  MIT  in  the 
early  1990s,  Friend  visited  drug  firms  and 
was  shocked  to  see  how  inefficient  drug 
discovery  was.  "It  was  an  odds  game  rather 
than  a  finely  honed  engineering  process," 
he  says.  Drugmakers  play  high-stakes 
roulette  in  clinical  trials;  only  one  in  five 
drugs  that  enter  human  tests  is  approved. 
Instead  of  betting  huge  sums  on  a  sin- 
gle drug  target  that  could  fail,  Friend  fig- 
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ured  he  could  ferret  out  the  few  most  like! 
to  work  by  first  testing  all  potential  protei 
targets  in  a  cell  simultaneously.  This  wouli 
i  let  drug  designers  cull  the  losers  much  e; 
lier.  In  1996  he  cofounded  Rosetta  Inph; 
matics  with  $18  million  in  venture  furn 
ing.  Its  goal:  to  use  DNA  chips  to  spot  whi( 
genes  are  most  active  in  a  cell  and  scan  gen 
pathways  on  a  massive  scale.  Rosetta  devej 
oped  a  high-speed  method  for  customiz  ccJ  I 
ing  DNA  chips  with  Inkjet  technology,  usessKS 
computational  techniques  such  as  Mont 
Carlo  methods  to  analyze  gene  expressio 
patterns  and  hired  astrophysicists  who  weiilyju 
experts  at  pattern  recognition.  j  i  job 

In  one  project  Rosetta  used  its  chips  tiinsaii 
predict  which  patients  with  early-stag w 
breast  cancer  were  at  risk  of  the  disease!  ;dtra 
spreading.  It  analyzed  25,000  genes  froildwai 
78  tumors  (34  fi-om  patients  who  had  n-iji^ 
lapsed,  44  from  ones  who  hadn't)  and  iderictroii 
tified  a  70-gene  pattern,  or  "disease  signiiuroiu 
ture,"  indicating  the  tumor  was  likely  tioha( 
spread.  The  finding  could  lead  to  a  test  tialiol 
determine  which  patients  need  chemotheijscot 
apy  after  surgery,  sparing  most  who  noi  Part 
get  the  toxic  drugs.  I  eat  tt 

Rosetta  caught  the  eye  of  Merck  8c  Odias 
research  honcho  Peter  Kim,  who  admireidresi 
Friend's  clever  application  of  math  to  tiliakers 
study  of  disease-causing  proteins.  Last  yedthelei 
Merck  bought  Rosetta  for  $540  million  i; 
stock;  Friend  reaped  $10  million  fromiducfs 
1.8%  stake,  plus  options.  Rosetta's  data  w 
be  crucial  as  Merck  pursues  cures  for  braii  m 
disorders  like  Alzheimer's.  Merck  expec  ivesl 
tangible  results  within  five  years.    — Z.^  med; 

J  elect 
Medtronic  biomedical  engineer  Mark  Ri4$eto 
is  pioneering  a  new  generation  of  brai 
stimulators  to  treat  severe  brain  disorde  jjiuiiiii 
that  don't  respond  to  drugs.  Implante 
deep  within  the  brain,  these  devices  ai: 
to  reprogram  malfunctioning  circuits  wi' 
tiny  zaps  of  electricity  to  the  affected  arej 
One  of  the  first  fruits  of  this  effort  was  a] 
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DAVID  WESTFALL  BATES,  45 

Harvard/Brigham  and  Women's  Hospital 

This  crusading  internist  has  roiled  the  medic 
establishment  with  studies  showing  that  con 
systems  could  prevent  thousands  of  medical 
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^"■""7:"l^  "THE  POTENTIAL  is  for  restoring         ^ 

Turning  science  fiction  into  fact.  communicatioii  and  iTiovement 

this  neurologist  is  connecting  paralyzed  .  11.  1        l        i   •       » 

patients' brains  directly  to  computers.  tO  pCOplC  WHO  arC  lOCKed  111. 


fived  early  this  year  for  treating  ad- 

ed  Parkinson's,  and  the  53-year-old 

sees  hope  for  devices  that  can  allevi- 

ere  anxiety,  depression  and  epileps\ . 

onetime  college  dropout  who  even- 

got  his  Ph.D.,  Rise  holds  41  patents. 

job  is  to  pick  the  brains  of  neurosur- 

and  convert  their  crude  concepts  into 

ven  products.  When  Rise  started  at 

Idtronic  in  1980,  the  brain  stimulation 

Id  was  mostly  theory;  the  trick  was — and 

-figuring  out  precisely  where  to  put  the 

-trodes.  He  later  linked  up  with  a  French 

irosurgeon  named  Alim-Louis  Benabid, 

o  had  serendipitously  discovered  that  a 

all  jolt  of  electricity  to  the  brain's  thala- 

is  could  vanquish  severe  tremors  caused 

Parkinson's  disease.  Rise  worked  to 

pak  the  device  to  treat  other  symptoms, 

bh  as  rigidity  and  slow  movement.  The 

d  result  was  Activa,  a  set  of  dual  pace- 

iker-size  devices  implanted  in  the  chest 

th  electrodes  that  go  deep  into  the  brain  s 

bthalamic  nucleus.  Approved  this  year,  it 

iuces  motor  symptoms  by  about  half 

The  next  target  is  severe  obsessive- 

mpulsive  disorder,  where  stimulators 

ve  shown  promise  in  early  human  tests. 

meday.  Rise  says,  implanted  devices  may 

tect  aberrant  patterns  signaling  the 

set  of  an  epileptic  fit  and  correct  them 

fore  a  patient  notices.  "We're  just  be- 

ining  to  explore  the  possibilities." 

e  notion  of  linking  tlie  brain's  electrical 

nals  directly  to  a  computer  has  long 
m  the  stuff  of  science  fiction.  Atlanta 
jrologist  Philip  Kennedy  is  working  to 
ike  it  a  reality.  Over  a  decade  ago 
nnedy,  then  at  Georgia  Institute  of 
:hnology,  dreamed  up  a  clever  idea  for 
ing  brain  cells  to  a  computer.  His  de- 
e  consisted  of  a  tiny  glass  cone  lined 
h  growth-boosting  proteins  and  wired 
1  small  radio  transmitter.  The  proteins 
nulated  nerves  to  grow  in  the  cone, 
ich  isolated  their  signals  so  they  could 


be  sent  to  a  computer. 

Kennedy  figured  the  device  might  help 
totally  paralyzed  patients  to  communicate. 
Without  a  government  grant,  he  created 
Neural  Signals,  a  six-person  boutique  he 
initially  funded  by  finishing  his  medical 
training  and  starting  his  own  private  neu- 
rology practice.  A  series  of  animal  tests 
helped  Kennedy  persuade  regulators  that 
the 'gadget  was  safe  for  ';umans.  In  1998 
Emory  University  surgeons  implanted  the 
gizmo  into  the  cerebral  cortex  of  a  52-year- 
old  man,  J.R.,  who  w'as  totally  paralyzed 


following  a  brain  stem  stroke.  After 
months  of  training,  J.R.  was  able  to  con- 
trol a  computer  cursor  simply  by  thinking, 
allowing  him  to  spell  names  and  other 
words,  albeit  at  only  three  characters  per 
minute.  He  maintained  this  ability  until  he 
died  recently  fi-om  unrelated  causes. 

The  device  showed  that  a  brain-com- 
puter interface  is  feasible.  Now  Kennedy 
hopes  to  '  'Store  movement  to  quadriple- 
gics. By  implanting  up  to  eight  of  his  gad- 
gets into  one  patient,  he  hopes  to  generate 
simultaneous  signals  that  can  motivate  arm 
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and  hand  muscles.  "The  goal  is  to  take  sig- 
nals from  the  brain,  bypass  the  spinal  cord 
and  then  use  those  signals  to  control  mus- 
cle stimulation,"  Kennedy  says.  The  ulti- 
mate dream,  he  adds,  is  augmenting  healthy 
people  with  implanted  computers.  Laptops 
help  overloaded  minds  today.  In  the  future 
"We  wiU  want  to  make  them  internal." 

Intensive  care  specialists  Brian  Rosenfeld 

and  Michael  Breslow  had  a  radical  idea  five 
years  ago.  They  hoped  to  offset  a  desperate 


shortage  of  critical  care  physicians.  Only 
13%  of  the  nation's  7,500  ICUs  have  ftill- 
time  specialists.  The  two  doctors  proposed 
using  a  sophisticated  remote  monitoring 
system  to  let  one  doctor  care  for  patients 
in  several  separate  ICUs  at  once.  Thfey 
wanted  to  slash  the  high  death  rates  among 
hospitals'  sickest  patients — even  though  the 
docs  would  be  far  from  patients'  bedsides. 
The  two  doctors  persuaded  officials  at 
the  Johns  Hopkins  School  of  Medicine, 
where  they  worked,  to  try  a  crude  experi- 


ment. With  two  other  ICU  doctors,  they  st 
up  videoconferencing  equipment  at  an  ICl 
at  Hopkins'  sister  hospital  across  town  i 
Baltimore.  They  sent  the  video  feeds,  alon 
with  real-time  patient  vital  sign  data,  \\ 
computers  in  the  doctors'  homes.  For  foii 
months  they  took  turns  watching  patient 
from  home  for  24-hour  shifts.  The  result 
were  astonishing:  Deaths  declined  by  509< 
"We  weren't  making  esoteric  diagnoses  i 
the  middle  of  the  night,"  says  Rosenfelc 
"Catching  a  lot  of  little  things  added  up. 

Inspired,  the  doctors  quit  their  hospi^ 
jobs  in  1998  to  found  closely  held  Visid 
in  Baltimore  to  commercialize  the  concep 
Visicu  designed  an  "elCU"  that,  rather  tha 
replace  on-site  staff,  provides  another  st 
of  expert  eyes  to  watch  over  patients  2 
hours  a  day.  An  elCU  manned  by  one  do< 
tor  and  a  couple  of  nurses  costs  $2  milliol 
to  $3  million  to  set  up,  about  $2  millioni 
year  to  run,  and  can  monitor  50  to  IC 
beds  in  multiple  ICUs.  One  monitor  in  tl: 
elCU  functions  like  a  Bloomberg  termin 
for  patient  data,  displaying  readings  c 
blood-oxygen  levels  and  other  data;  a  cli( 
of  the  mouse  switches  from  one  patient  \ 
another.  Proprietary  software  continuous! 
monitors  vital  signs  and  pops  up  "sma 
alerts"  when  patients  start  to  deviate  b' 
yond  their  established  stable  ranges.  Higl 
resolution  cameras  at  bedsides  let  the  r 
mote  team  visually  examine  patients. 

Visicu's  first  customer,  Norfolk-bast 
Sentara  Healthcare,  uses  its  elCU  to  moniti 
55  beds  in  three  hospitals.  Sentara  says  tl 
system  saves  90  lives  a  year,  while  also  savii 
millions  of  dollars  by  avoiding  pricey  cor 
plications  (insurers  usually  pay  a  flat  "ca 
rate"  for  ICU  patients).  These  days  Visi( 
can  hardly  keep  up  with  the  calls  from  he 
pitals.  The  New  York-Presbyterian  Hospil 
system  recentiy  signed  up;  Executive  Vi 
President  Michael  Berman  says  he  w 
floored  during  a  site  visit  when  he  saw  Se 
tara's  elCU  team  spot  a  heart  rhythm  pro 


The  Institute  for  Genomic  Research 


"TECHNOLO^|as  completely  driven         ZZ^!^-:laroh 

the  genOiliicS  field.  We  wouldn't       pWtas harnessed  high-speeHONA 

be  where  we  are  today  without  it."  [se,,ueno,.g,echno,.g,,. decipher, 


sequencing  technology  to  decipher  the 
^crets  of  the  world's  most  deadly  microbes. 
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SOMEDAY 
TOMORROW. 

EVENTUALLY 


THREE  OF  THE  WORST  TIMES  TO  START  PLANNING 
YOUR  BUSINESS  CONTINUANCE. 


Business  Continuity  Solutions 


da) 


Nothing  gives  you  more  peace  of  mind  than  knowing  your 

business  is  already  prepared  to  handle  anything.  To  find  out  how  x  • 

ready  you  are  for  the  future,  take  our  Vulnerability  Assessment 

Test  today.  It's  the  quickest  way  to  put  your  mind  at  ease.  COITipUtGr  ASSOCJateS' 


lAKE  OUR  FREE  VULNERABILITY  AS^SMENT  TEST  AT  CA.COM  /  FREETEST 


HELLO  TOMORROW-    WE  ARE  COMPUTER  ASSOCIATES      THE  SOFTWARE  THAT  MANAGES  eBUSINESS" 
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"IN  EVERY  OTHER  INDUSTRY 

there  are  computer  systems 
to  keep  people  out  of  trouble." -M/c/ifle/Br^/ow^ 


lem  before  nurses  by  the  bedside  noticed. 

If  used  widely,  the  system  could  have 
a  big  impact.  Studies  show  that  staffing  all 
ICUs  with  such  specialists  could  save  up 
to  50,000  lives  a  year.  Even  well-staffed 
hospitals  could  benefit  from  elCU  during 
overnight  hours  when  specialists  go 
home.  "Patients  don't  get  sick  only  during 
the  day,"  Rosenfeld  says.  "Around-the- 
clock  care  should  be  the  standard  of  care." 

The  medical  system  will  never  change 

without  innovators  from  within — folks 
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like  Harvard  internist  David  Westfall 
Bates.  He  has  dared  to  challenge  the  myth 
of  the  infallible  doctor.  Medical  errors  kill 
up  to  98,000  patients  a  year,  but  when 
Bates  began  his  career  15  years  ago,  the 
topic  was  rarely  discussed.  Colleagues 
warned  him  against  focusing  on  it.  "Peo- 
ple said  I'd  make  a  lot  of  enemies  and  is  it 
really  that  much  of  a  problem." 

Bates,  a  soft-spoken  revolutionary 
and  chief  of  general  internal  medicine  at 
Brigham  and  Women's  Hospital,  has  con- 
ducted a  series  of  damning  studies  show- 


BRIAN  A.  ROSENFELD,  49 
I  MICHAEL  J.  BRESLOW,  52  j 

Visicu 

Former  Johns  Hopkins  intensive  care  specialij 
aim  to  revolutionize  care  for  hospitals'  sickest 
patients  with  remote  monitoring. 


ing  how  bad  the  problem  is — and 
much  technology  can  help.  He  focusi 
on  medication  errors,  a  big  source  of  pri| 
ventable  "adverse  events."  His  first  heai 
line-grabbing  salvo,  published  in 
Journal  of  the  American  Medical  Assod 
tion  in  1995,  found  that  roughly  1  (I 
every  60  patients  admitted  to  Brighai 
and  another  hospital  were  injured  q 
medication  errors — such  as  doctors  pr 
scribing  drugs  that  shouldn't  be  con 
bined — that  most  likely  could  have  bee 
detected  by  drug-ordering  software. 

A  colleague,  Jonathan  Teich,  had  ju 
designed  such  a  system  for  Brighar 
Bates'  team  found  that  the  system  slash< 
medication  errors  by  55%.  Also,  it  sav( 
the  hospital  up  to  $10  million  a  yea 
Bates,  who  also  heads  quality  analysis  fi 
Brigham,  is  now  evaluating  all  sorts 
other  gadgets  that  can  improve  care  ar 
make  doctors'  jobs  easier.  One  rece 
study  found  that  ePocrates  Rx,  an  onlu 
drug  database  that  doctors  can  access  c 
handheld  devices,  helped  avert  one 
two  errors  per  week  per  doctor.  Anoth 
project  tests  whether  programmab 
"smart"  pumps  can  prevent  nurses  fro 
accidentally  giving  overdoses.  Bates  fi 
ures  such  technologies  could  save  up 
$100  billion  and  prevent  500,000  erro 
annually. 

Bates  compares  doctors  using  comput 
aids  with  pilots  "flying  with  a  smart  cockpi 
equipped  with  the  latest  crash-avoidan 
devices.  "The  old  way,"  he  says,  "is  like  fl 
ing  a  plane  without  instrument  paneh 
Coming  from  someone  at  Harvard,  Y 
words  have  impact.  Says  Suzanne  Delbanc 
director  of  Leapfrog  Group,  a  coalition 
big  companies  advocating  better  hejalth  ca 
"Without  his  research,  we  wouldn't  1 
pushing  computerized  drug-ordering,  ai 
hospitals  wouldn't  be  giving  it  serious  co 
sideration.  David  has  been  instrumental 
pushing  the  need  for  change." 
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The  most  exciting  moments  in  sports  occur  when  time  is  running  out. 
Golf  is  no  exception.  Tune  in  as  the  top  golfers  in  the  world  go  all  out  during 
the  final  12  events  of  the  year.  Some  will  be  playing  to  make  THE  TOUR 
Championship  presented  by  Dynegy,  while  others  will  be  playing  to  keep 
their  PGA  TOUR  card.  But  they  will  all  have  a  chance  to  win  the  2002  Fall 
Finish  presented  by  PrrcewaterhouseCoopers.  Don't  miss  any  of  the  action. 
Because  at  this  stage  of  the  season,  every  stroke  counts. 


These  Guys  Are  Good. 


.FINISH 

SCHEDULE 


»r-ffi 


Air  Canada  Champlonslnp 
8/26  -  9/1 

Bell  Conadian  Open 
9/2  -  9/8 

SEI  Pennsylvania  Classic 
9/9  -  9/15 


Tamp  .  Bo/  Classic  presented  by  Buick        Walt  Disney  World  Resort  Golf  Ciassii 
9/16  10/14  -  10/20 


Valen  lexa;  Oper 
9/23   -  9/29 


Buick  Challenge 
10/21   -  10/27 


Mich.lob  -hompico.hip  at  Kingsmill  Southern  Farm  Bureau  Classic 

9/30  •'  10/28  -  11/3 


WGC-American  Express  Championship        Invensys  ■     ■'iiiC  □>  Los  Vegas 
9/16  -  9/22  10/7  -  •;  .■    :3 


THE  TOUR  Championship 
presented  by  Dynegy 
10/28  -  11/3 
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The  Enlightened 
Business  Travele 


It's  6:15  a.m.  in  Rogers,  a  relatively 
small  but  rapidly  growing  community 

in  northwest  Arkansas.  One  hundred 

travelers  are  arriving  for  their  flights, 

but  there  are  no  airliners  at  the  gate. 

The  passengers  are  delighted. 


Within  minutes  they'll  be  departing  on  an  arnnai 
19  Bombardier  Learjets,  a  Challenger  and  a  G 
Express  that  will  express  deliver  them  to  scores  of 
tinations  across  the  nation,  and  around  the  world.  I 
of  the  domestic  travelers  will  be  home  by  evening 
amazingly  orchestrated  performance  that  plays  out 
These  are  Wal-Mart  people,  and  they're  flying  on 
Mart's  Home  Office  corporate  "air  force." 


me 
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;ecutive  perks?  Hardly.  In  fact,  top 
agement  is  third  in  the  pecking  order 
n  It  comes  to  using  the  corporate 
These  passengers  are  Wal-Mart's 
t  line:  regional  managers,  human 
urce  professionals,  buyers,  comput- 
schnicians  —  just  about  any  Wal-Mart 
)ciate  with  a  need  to  travel.  They  reg- 
/  visit  Wal-Mart's  thousands  of  stores 
ss  America's  heartland,  meeting  with 
tomers,  store  associates  and  store 
lagers  to  learn  how  to  serve  them 
er  These  business  travelers  are  the 
nee  of  the  world's  largest  company's 
ctacular  rise  to  the  pinnacle  of  retail 
cess.  Not  only  is  Wal-Mart  "rolling 
prices,"  but  it  is  also  using  one  of  the 
t  cost-effective  resources  to  do  so  — 
company  plane,  better  known  by  Wal- 
t's people  as  "the  time  machine" 
1  his  1992  book.  Made  in  America, 
n    Walton,    Wal-Mart's    legendary 
nder,  compiled  a  list  of  10  factors  that 
Dck  the  mystery  to  his  success.  They 
re  known  as  Sam's  Rules  for  Building 
usiness.  Rule  seven  reads;  "Listen  to 
iryone  in  your  company,  and  figure  out 
/s  to  get  them  talking.  The  folks  on  the 
ht  line  —  the  ones  who  actually  talk  to 
Istomers  —  are  the  only  ones  who 
lily  know  what's  going  on  out  there. 
j'd  better  find  out  what  they  know." 
iTiat  is  exactly  why  Wal-Mart's  compa- 
pianes  are  indispensable  ingredients  in 
business  strategy.  They  deliver  Wal- 
Jrt's  people  —  the  company's  most 
scious  resources  —  just  in  time  where 
3y  are  needed  most.  Without  business 
craft,  Walton  claimed,  the  company 
Hjld  never  have  been  as  successful. 


USINESS  AIRCRAFT: 
WEALTH  OF  ADVANTAGES 

More  than  20,000  companies  across 
e  US.  operate  turbine-powered  busi- 
es aircraft  or  own  fractional  shares  in 


them,  and  thousands  of  additional  com- 
panies take  advantage  of  business  air- 
craft charter  on  a  daily  basis.  These 
companies,  often  the  most  successful 
in  the  world,  have  learned,  like  Sam 
Walton,  that  business  aircraft  are  vital 
resources  for  creating  a  competitive 
advantage.  A  business  aircraft  enables 
efficient,  rapid  and  sometimes  the  only 
access  to  world  markets,  and  they  pro- 
vide powerful  benefits  when  needed 
most  —  when  time  is  precious,  mobili- 
ty is  vital,  business  is  critical  and  timing 
IS  essential.  Companies  that  use  busi- 
ness aircraft  also  realize  that  time  and 
opportunity  are  perishable  resources  for 
all  employees,  not  just  the  top  brass. 
Recent  studies  have  shown  that  the 
majority  of  passengers  aboard  business 
aircraft  are  middle  managers  or  techni- 
cal and  professional  staff. 


•  Preserve  Time 

There  just  isn't  enough  of  it.  And  with 
downsizing  and  rightsizing,  the  value  of 
time  escalates  exponentially.  Consider 
the  cost  of  a  job  not  completed,  a 
negotiation  not  concluded  or  business 
lost  to  a  competitor  that  arrived  first. 
This  is  where  a  business  aircraft  can 
prove  tremendously  helpful.  The  com- 
pany plane  obliterates  travel  time.  You 
can  access  more  than  5,000  small 
towns,  suburban  areas  and  major  cities 
throughout  the  nation  and  thousands 
more  across  the  globe,  in  contrast  with 
commercial  airlines  that  fly  to  less  than 
10%  of  those  U.S.  destinations.  Adding 
to  the  inconvenience  is  the  fact  that 
nearly  three-quarters  of  the  nation's  air- 
line traffic  filters  through  about  50  hub 
cities,  making  plane  changes  a  nearly 
inevitable  facet  of  commercial  travel. 
That  means  that  an  hour  and  a  half 
flight  in  a  business  aircraft  can  translate 
into  a  five-  to  seven-hour  airline  journey. 


or  even  more  where  a  change  of  planes 
and  an  additional  road  trip  is  involved. 


•  Transform  Travel  Time 
To  Productive  Time 

Besides  leaving  later  and  arriving 
sooner  in  a  business  aircraft,  you  gain 
another  bonus  because  you  can  use 
that  travel  time  effectively.  You  can  hold 
confidential  business  discussions  or 
group  meetings  that  would  be  impossi- 
ble in  a  public  environment,  and  you 
can  phone,  fax  and  connect  to  the  com- 
pany network  or  to  the  entire  world  as 
you  travel  miles  above  the  earth.  The 
cabin  becomes  a  private,  airborne  office 
moving  at  500mph.  Many  companies 
report  that  executives  and  managers 
are  actually  more  productive  in  a  busi- 
ness aircraft  than  in  their  terrestrial 
workplace  because  there  are  no  inter- 
ruptions and  conflicting  demands. 


•  Command  Your  Own  Schedule 

With  a  business  aircraft,  you  operate  on 
your  timetable  and  not  an  airline's.  There 
is  no  need  to  depart  hours,  and  in  some 
cases  days,  in  advance,  and  there  is  never 
any  pressure  to  cut  a  meeting  short 
because  the  plane  won't  leave  without 
you.  The  company  plane  provides  the  ulti- 
mate in  flexibility. 


•  Regain  Your  Life 

A  business  aircraft  allows  you  to  avoid 
the  debilitating  impact  of  commercial 
travel  with  its  discomfort,  delays  and 
frustrations.  On  the  company  plane,  you 
arrive  refreshed  and  relaxed.  You  can 
accomplish  your  mission  and  return 
without  unnecessary  nights  away  from 
home  and  family.  For  many  firms,  this  is 
an  essential  factor  in  retaining  their 
brightest  and  most  productive  people. 
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Little  League  games,  school  plays  and 
relaxed  family  dinners  are  no  longer 
scheduling  impossibilities. 


•  Security  and  Safety 
Without  Compromise 

Business  aircraft,  by  definition,  are 
a  secure  environment.  You  know  who 
is  flying  the  plane,  how  they  were 
trained  and  how  the  aircraft  is  main- 
tained. You  know  what  is  in  the  bag- 
gage compartment,  and  you  know 
who  is  on  board  so  you  can  hold  con- 
fidential discussions  and  deal  with 
sensitive  company  issues  in  complete 


THE  RIGHT  TOOL 
FOR  THE  JOB 

As  airline  service  deteriorates  and 
companies  acknowledge  the  exception- 
al benefits  of  a  company  plane,  demand 
for  business  aircraft  continues  to  accel- 
erate. New  products  are  fulfilling  a  com- 
plete range  of  requirements  and  satis- 
fying them  in  an  affordable  way.  New, 
larger  aircraft  promise  faster,  more  effi- 
cient, more  comfortable  flights,  greater 
capability  and  longer  range.  Some  of  the 
latest-generation  business  aircraft  have 
safety,  performance  and  cabin  tech- 
nologies that  rival  airliners  yet  can  take 


privacy.  All  of  these  factors  impart  cer- 
tainty and  confidence.  In  addition, 
business  aircraft  passengers  depart 
and  arrive  at  executive  terminals  and 
private  facilities  that  are  cut  off  from 
public  view.  From  a  safety  perspective, 
business  jet  aircraft  flown  by  a  two- 
person  flight  crew  have  the  best 
safety  record,  often  exceediriQ  that  of 
the  airlines,  and  flight-crew  tNiming  is 
typically  conducted  on  the  'Tost 
sophisticated  flight  simulators  '  ■  rig- 
orous airline  standards. 


advantage  of  small  or  remote  airfields. 
On  the  other  hand,  a  complete  range  of 
smaller  aircraft  is  in  development  that 
promises  cost-effective  travel  for  even 
one  or  two  passengers  traveling  short 
routes  at  jet  speeds. 

Companies  desiring  the  benefits  of 
business  aircraft  have  a  wide  array  of 
choices  including  helicopters,  turboprops, 
small-,  medium-  and  large-cabin  jets,  not 
to  mention  globe-spanning  ultra-long- 
range  aircraft  that  can  reach  anywhere  on 
Earth  with  a  single  refueling  stop. 


THE  SERVICE  THAT 
MAKES  IT  PRACTICAL 

There  are  equally  abundant  wayj 
access  business  aviation  benefl 
Many  companies  purchase  and  opeJ 
their  own  aircraft.  Other  companies! 
just  want  the  service  without  the  (J 
corns  turn  to  professional  charter  I 
management  companies  that  mainl 
and  operate  the  aircraft  and  suJ 
every  conceivable  travel  requiremJ 
Then  there  is  one  of  the  hottest  bl 
ness  travel  options  —  fractional  owl 
ship.  For  a  fraction  of  the  cost  oil 
entire  aircraft,  buyers  accrue  owner,! 
and  tax  benefits  and  pay  only  fori 
annual  hours  needed.  It  is  a  turnl 
financial  option  that  has  opened  thel 
craft  cabin  door  to  thousands  of  cl 
panies  that  never  imagined  it  possil 

In  the  profiles  that  follow,  you  I 
see  that  the  company  plane  is  a  pi 
erful  business  tool.  These  enterprl 
use  business  aircraft  to  reach  il 
tomers,  vendors  and  manufactui 
facilities  across  the  nation  and  arc! 
the  world.  They  acknowledge  that  il 
has  exceptional  value,  and  business! 
ation  is  one  of  the  best  ways  to  re^l 
that  worth.  You  also  will  see  that  'I 
all  the  choices,  flexibility  and  oppcl 
nities,  business  aviation  is  affordabl 
companies  of  any  size.  I 


Flight  Log 

FLORIDA  POWER 
AND  LIGHT 


Whether  you  live  in  Maine  or  Califc 
It's  possible  that  both  the  oranges  an( 
electncity  you  consume  come  from  a 
da  company.  Based  in  sun-drenched  IV 
Florida  Power  and  Light,  part  of  the 
group,  is  the  nation's  leading  general 
wind  energy,  operates  power  plants 
coast  to  coast  and  is  one  of  the  larges 
fastest-growing  utilities  in  the  U.S. 
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FLIGHT     OPTIONS 
NEW     HAWKER     800XP 


M 


per  hour 


NET     JETS 
NEW     HAWKER     800XP 


1 
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A  side-by-side  no  comparison. 

A  new  jet  from  Flight  Options  is  simply  a  better  value.  Thanks  to  our  exclusive  Factory-Supported  Pricing," 
you  will  save  24%  in  operating  costs  in  the  first  year  alone.  That's  24%  on  a  plane  that's  identical  to  the 
ones  our  competition  charges  more  for. 


Please  call  and  get  the  whole  story.  And  don't  forget  to  find  out  why  Flight  Options  was  just  rated  highest 
in  service,  flight  crew,  reliability,  scheduling  and  timeliness  in  the  prestigious  ARG/US  Fractional  Aircraft 
Ownership  Experience  Study. 


F  L 


tel:  877.703.2348 


fax:  216.797.6024 


www.flightoptions.com 


Selerted  new  and  pre-owned  models  avaiUbie:  Gulfstream  IV,  Challenger  ^01,  Falcon  50,  Hawker  SOOXP,  Citation  650,  Citation  V,  Beechjet  400A,  CitationJet  and  KingAir  B200 
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With  far-flung  business  interests,  FPL 
takes  excellent  advantage  of  its  two 
Cessna  Citation  Vs  and  a  Dassault  Falcon 
2000.  The  planes  shuttle  busy  executives 
between  power  plants,  facilities  and  cru- 
cial business  negotiations.  "We  view  our 
business  aircraft  as  critical  assets  that 
generate  tremendous  productivity  bene- 
fits," says  Breck  Porter,  FPLs  chief  pilot. 
"We're  going  to  a  nunnber  of  remote  loca- 
tions all  over  the  nation,  from  the  wind 
fields  in  Texas  and  California  to  hydro- 
electric plants  in  Maine  and  power  plants 
throughout  the  Carolinas,  that  would  be 
very  difficult  to  access  via  airline,"  he 
says.  By  flying  directly  to  small  airports 
nearby  those  facilities,  the  jets  make 


work,  says  Porter.  "There's  no  question 
—  there's  a  big  benefit  to  planning,  dis- 
cussing, putting  a  strategy  together," 
bouncing  ideas  off  one  another  and 
being  completely  in  sync  when  "you 
arrive,"  he  says. 

"The  quality  of  our  human  resources  is 
what  drives  the  company.  Our  managers 
are  always  on  the  go,  so  saving  them 
time  and  creating  business  efficiency  is 
essential,"  says  Porter.  With  the  compa- 
ny plane,  FPL  people  not  only  save  a  day 
or  two  of  travel  on  each  trip,  but  they 
also  have  the  flexibility  to  depart  or  arrive 
when  it  makes  the  most  sense. 

Besides  the  quantifiable  time  savings 
and  considerable  intangible  benefits. 


these  trips  fast  and  efficient.  "Our  people 
have  to  travel  a  lot,  so  if  the  corporate  air- 
plane can  cut  out  wasted  time  and  get 
them  back  home  with  their  family,  that's 
an  important  factor  in  building  morale  and 
retaining  our  best  people,"  Porter  says. 

The  Citations  typically  handle  shorter 
flights  while  the  Falcon  2000  takes  on 
long-distance  duties.  The  fuel-efficient 
Falcon  2000  offers  nonstop  range  from 
Florida  to  the  Northwest  coast,  and  the 
spacious  cabin  becomes  a  great  place  to 


Porter  figures  that  operating  costs  on  any 
FPL  trip  with  three  passengers  or  more 
will  be  less  than  last-minute  coach  airline 
fares.  It  is  hard  to  dismiss  a  value  equa- 
tion like  that. 

"Although  top  executives  are  key  to 
business,  there  are  a  lot  of  other  man- 
agement- and  professional-level  people 
who  have  very  important  functions," 
he  says.  "So,  we  use  the  planes  as 
company-wide  business  tools.  Human 
resources  are  limited  and  you  really 


need  to  maximize  their  value  and  ti 
That's  where  a  corporate  airplane  ri 
shows  its  stuff." 

OUTSOURCING 
AIRCRAFT  operation; 

Although  the  benefits  of  busines; 
craft  are  clear,  first-time  buyers  with 
ited  business  aviation  backgrounc 
often  apprehensive  about  the  "care 
feeding"  —  essentially  the  full  arr< 
operational  necessities  required 
company  plane.  These  and  dozer 
other  questions  and  concerns  are  e 
handled  by  specialist  firms  with  the 
fessional  experience  to  manage  the  e 
aircraft  operation. 

By  outsourcing  the  management  ■ 
tion,  a  buyer  can  gain  ail  of  the  busi 
aircraft  advantages  and  financial  ber 
while  eliminating  the  bother.  "A  top-i 
ity  flight  management  company  carl 
vide  a  full-service  turnkey  package  iri 
ing  highly  trained,  dedicated  flight  crj 
factory-trained  maintenance  technici 
hangarage;  insurance  and  accountinJ 
vices;  plus  the  assurance  that  all  ol 
tions  meet  the  most  rigorous  ind 
standards,"  says  Bruce  McNeely,  Jel 
ation  Business  Jet's  senior  vice  presi 
Aircraft  Management  Services  Noj 
South  America.  Jet  Aviation  provide! 
craft  management,  charter  and  flighj 
port  worldwide,  and  its  U.S.  and 
pean  divisions  jointly  operate  a  flel 
more  than  150  aircraft.  "A  manage 
relationship  makes  using  your  airplal 
easy  as  picking  up  the  telephontl 
says.  "Everything  else  is  taken  cart 

Although  aircraft  management 
tomers  are  typically  first-time  bi 
McNeely  points  out  that  many  c 
clients  are  corporations  with  previous 
ership  experience.  They  determine 
outsourcing  made  good  economics 
"  It  frees  up  internal  resources  if  a  c( 


t  of  ihe  6uHstreein  \r  lleft)  and  the  Guttstteam  IV-SP^  (right). 


IN  THE  RACE  FOR  BUSINESS,  A 
GULFSTREAM  IS  YOUR  ULTIMATE 

ADVANTAGE 

Benefit  from  the  safety  and  pnnen  performance  that  only  a  Gulfstream  delivers.  Depend  upon 
our  reputation  for  unprecedented  product  reliability.  Look  forward  to  unrivaled  quality.  Rely 
on  our  award-winning  service  and  product  support.  Take  comfort  knowin-  sou  own  a 
Gulfstream,  the  aircraft  of  choice  for  business  and  world  leaders  since  1958. 

Gulfstream  -  bringing  worldwide  business  withineasy  reach. 

To  learn  more,  visit  www.guHstreiiTtisinfUj^hti  o\n. 
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ny  decides  they  don't  wish  to  run  the  air- 
craft operation  themselves,"  he  says.  In 
addition,  large  aircraft  management  firms 
can  exercise  considerably  more  buying 
power  than  individual  owners  might  have. 
The  results  are  favorable  terms  and  dis- 
counts for  fuel,  maintenance,  parts  and 
labor,  crew  training  purchases  and  other 
services  that  can  be  passed  along  to 
reduce  the  owner's  operating  costs. 

If  an  owner's  aircraft  usage  require- 
ments are  limited,  management  firms 
also  can  find  charter  customers  who 
will  pay  a  retail  per-hour  rate  for  the 
aircraft  when  it  would  otherwise  not 


As  the  world's  packaging  leader  with 
operations  across  the  U.S.  and  in  45  coun- 
tries. Crown  Cork's  executives  are  fre- 
quent globe-trotters.  Maintaining  intense 
schedules  is  a  management  priority  that 
demands  economizing  time,  so  managers 
sustain  their  competitive  edge  with  the 
company's  Gulfstream  G5  ultra-long-range 
business  jet.  "Face-to-face  meetings  are 
essential,"  says  Jack  Kandravi,  chief  pilot 
and  flight  department  manager,  "and  the 
airplane  facilitates  that  in  a  timely  way." 
Although  capable  of  flights  as  long  as  13 
hours  —  virtually  anywhere  in  the  world 
with  only  a  single  refueling  stop  —  the 


be  flying.  The  revenues  offset  some 
fixed  expenses  and  help  reduce  the 
cost  of  ownership. 


Flight  Log 

CROWN  CORK  &  SEAL 


Chances  are  the  last  can  of  soda  pop 
that  you  opened  was  produced  by  Crown 
Cork  &  Seal.  Headquartered  in  Philadel- 
phia, Pa.,  Crown  Cork  &  Seal  produces 
one  of  every  five  beverage  cans  used  in 
the  world.  Last  year,  the  company  capped 
more  than  $7  billion  in  sales  of  cans  and 
containers  of  all  kinds. 


fuel-efficient,  large-cabin  jet  also  saves 
considerable  time  on  trips  across  the 
state  and  across  the  nation. 

"Top  management,  vice  presidents  and 
department  managers  are  using  our  air- 
plane more  than  ever,"  reports  Kandravi. 
"It  is  the  only  way  that  they  can  make 
schedules  that  make  sense  in  light  of 
increasing  airline  security  delays  and  com- 
mercial flight  inconvenience." 

The  jet  is  minutes  from  company 
world  headquarters  near  Northeast 
Philadelphia  airport,  and  Kandravi  points 
out  that  "executives  can  work  as  long  as 


they  like,  walk  out  the  door  and  b€ 

board  in  10  minutes." 

With  Crown  Cork's  plants,  offices 

customers  located  from  coast  to  cc 

I 
the  Gulfstream  is  particularly  busy.  M 

destinations  are  small  towns  isol 

from   commercial   air   service  wf 

human  and  natural  resources,  highvi 

and  attractive  land  values  are  impor, 

criteria  for  establishing  a  plant.  Batesi 

Miss.,  is  a  good  example  where  the 

airport  and  the  Crown  Cork  &  Seal  f; 

play  an  essential  role  in  commu' 

growth.  Teams  of  senior  executives,  i, 

keting  and  sales  managers,  professii 

staff  and  others  often  fly  out  making' 

or  six  stops  at  similar  locations  ov 

two-day  period  and  return.  The  plane 

IS  used  to  pick  up  customers  anci 

them  to  facilities.  "Allowing  custome 

view  our  capability  firsthand  is  espe 

ly  valuable,"  says  Kandravi. 

On  an  upcoming  transatlantic  tr 
management  team  will  fly  through 
night  sleeping  comfortably  on  berth: 
seats  and  arrive  refreshed  and  read 
morning  meetings  followed  by  a  five 
whirlwind  across  Europe.  "They  fl 
their  schedule  and  adjust  their  plan 
needed,"  he  says.  "And  the  environr 
is  comfortable,  private  and  secure 
groups  can  split  up  in  various  sectior 
the  large  cabin  and  hold  meetings  or 
fidential  conversations."  That's  somel 
unheard  of  when  traveling  by  airline. 

In  parts  of  the  world  where  busii 
facilities  are  less  than  sufficient,  ex 
fives  have  invited  local  guests  to  a  n 
ing  and  dinner  on  the  airplane  and,  i 
worked  long  hours  using  global  fax 
satellite  telephones.  "The  big  advan 
with  our  company  airplane  is  that  it 
office  away  from  home,"  says  Kane 
"and  it  is  as  functional  on  the  grour 
it  is  in  the  air."  In  addition,  he  says, 
know  everyone  on  board,  what's  ir 
baggage   compartment,   and  we 
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ire  passengers  that  their  luggage  will 
e  with  them  on  every  flight." 

ACTIONAL  OWNERSHIP 
lY  A  SHARE,  INHERIT 
E  WORLD 

o  other  innovation  in  business  travel 
had  the  innpact  of  fractional  aircraft 
lership.  In  the  mid-1980s  when  Net- 
5  Founder  Richard  Santulli  conceived 
i  hybrid  aircraft-ownership  plan  that 
nbines  the  economic  benefits  of  a 
e-share  with  guaranteed  travel  avail- 
ity,  few  believed  it  would  work.  Today, 
rtional  ownership  is  experiencing  expo- 
"itial  growth.  It  is  the  most  dynamic 
a  in  business-jet  acquisition  because  it 
igs  the  benefits  of  business  aircraft  to 
inpanies  and  individuals  that  never 
amed  it  possible  ...  or  affordable, 
-or  a  fraction  of  the  cost  of  a  wholly 
med  aircraft,  a  company  or  individual 
:eives  all  the  full-ownership  benefits, 
jiuding  tax  advantages  and  much 
xe.  At  the  same  time,  operational  con- 
rns,  overhead  and  inconveniences 
nish.  One  phone  call  wherever  you 
ppen  to  be  puts  a  virtual  fleet  of  air- 
ines  at  your  disposal  at  thousands  of 
ports  across  the  nation. 
Owners  purchase  a  quarter,  eighth  or 
leenth  interest  and  pay  that  fraction  of 

I  full  cost.  In  turn,  they  gain  access  to 
entire  fleet  of  identical  aircraft  and 
bive  a  guarantee  that  the  aircraft  will 
available  within  hours,  anywhere  in  the 
S.  and  anytime  they  want  it.  Quarter- 
are  owners  have  an  allocation  of  200 
|ht  hours  annually;  eighth-share  owners 
ve  a  100  flight-hour  allocation;  and 
[teenth-share  owners  receive  50  hours. 
Each  owner  also  pays  an  apportioned 
jnthly  management  fee  for  fixed  costs 
ch  as  hangarage,  crews,  training,  insur- 
ce,  maintenance  and  administration.  In 
tiition,  the  owner  pays  a  flight-hour  rate 


covering  fuel  and  other  direct  operating 
costs,  but  only  when  the  aircraft  is  occu- 
pied. There  are  no  charges  for  positioning 
flights  or  empty  legs. 

If  you  need  an  airplane  in  Des  Moines, 
you  can  have  it  there,  and  if  you  need  it  in 
Tulsa,  you  can  have  it  there.  If  you  need  it 
in  both  places  at  the  same  time,  you  can 
do  that  too.  In  addition,  when  the  trip 
length  or  passenger  load  suggests  a 
larger  or  smaller  aircraft,  fractional  owners 
can  trade  hours  for  an  aircraft  better 
matched  to  their  needs.  That  means  that 
an  interest  in  any  aircraft  type  provides 
access  to  the  entire  range. 

It  IS  no  wonder  that  fractional  owner- 
ship is  SO  popular:  Owners  actually  have 
more  benefits  and  greater  flexibility  than 
with  a  wholly  owned  aircraft.  In  addition, 
with  guaranteed  buyback  provisions  and 
high  residual  values,  the  investment  is  a 
sound  one;  at  the  end  of  the  contract 
period,  owners  can  cash  out  or  reinvest 
in  another  plane.  Leasing  also  is  available, 
which  makes  fractional  ownership  even 
more  affordable. 

Although  more  than  80%  of  fractional- 
share  owners  are  first-time  buyers,  a 
noteworthy  number  of  corporations  with 
their  own  in-house  flight  departments 
and  business  aircraft  supplement  their 
existing  flight  requirements  with  frac- 
tional shares.  An  important  value  is  that 
costly  empty  or  deadhead  legs  can  be 
eliminated.  These  companies  also  pur- 
chase fractional  shares  when  an  addi- 
tional aircraft  or  another  aircraft  type  is 
needed  on  a  limited  basis  or  as  a  backup 
when  the  company  airplane  is  unavail- 
able. And  many  companies  that  routine- 
ly fly  domestic  routes  find  that  a  frac- 
tional share  of  an  ultra-long-ra  ige  aircraft 
IS  the  perfect  answer  for  providing  global 
access  as  the  needs  arise. 

In  the  wake  of  this  tidal  wave  of  inter- 
est, a  profusion  of  fractional  ownership 
providers  have  spri.  ■    -o  .viih  a  diversi- 


ty of  nuances,  benefits  and  aircraft  choic- 
es. Many  have  launched  and  quickly  dis- 
appeared. Other  quality  names  will  stay 
the  course.  How  do  you  choose?  Thor- 
oughly investigate  the  differences 
between  each  provider  and  carefully  con- 
sider the  advantages  that  each  one  pre- 
sents. Remember,  you  may  be  purchas- 
ing a  share  in  an  aircraft  but  you  are 
actually  investing  in  safety,  security  and 
service,  not  to  mention  a  long-term  rela- 
tionship with  a  company  that  you  want  to 
know  will  be  here  tomorrow. 


NETJETS 

Currently,  more  than  4,900  individuals 
and  corporations  in  the  U.S.  have  a  piece 
of  the  ultimate  productivity  tool  and  about 
half  of  those  are  NetJets  owners.  As  the 
leading  fractional  ownership  provider, 
NetJets  has  more  than  475  aircraft  in 


EXPLORE 
AFFORDABLE 
FRACTIONAL 
OWNERSHIP 


Business  aircraft  is  the 
answer  to  more  productivity 
and  more  time  with  family. 

Command  Share  has  a 
program  to  fit  individuals 
and  small  businesses. 


For  more  information  see  I 

^  www.CommandShare.com  or  | 

call  Tikal  Aviation  Services,  Inc.  COMMAND 

877.622.3798  SHARE 
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operation  and  offers  the  largest  selection 
of  aircraft  types  —  13  in  all  —  ranging 
from  light  jets  such  as  the  Cessna  Cita- 
tion Bravo  to  the  intercontinental,  globe- 
spanning  Guifstream  GV  and  Boeing 
Business  Jet  (BBJ). 

Today,  a  NetJets  U.S.  owner  can  fly  any- 
where in  the  world.  Owners  also  can  fly 
commercially  to  Europe  or  the  Middle  East 
and  call  for  a  NetJets  aircraft  when  they 
arrive  because  the  same  business-aircraft 
accessibility  and  convenience  that  they  are 
used  to  in  the  U.S.  is  now  obtainable  abroad. 
An  Asia  NetJets  program  is  anticipated  in 
the  near  future  and  is  likely  to  offer  long- 
range,  intercontinental  Guifstream  GIVand 
GV  aircraft  and  the  Boeing  Business  Jet. 


Europe,  Africa,  the  Middle  East,  East- 
ern Europe  and  Russia. 


FLIGHT  OPTIONS 

Flight  Options  brings  a  new  dimension 
to  fractional  ownership  with  a  unique 
premise  and  innovative  features.  The 
company  became  the  first  to  offer  frac- 
tional interests  in  high-quality,  fully  refur- 
bished, pre-owned  jets,  which  are  avail- 
able at  substantial  savings.  By  purchasing 
shares  in  pre-owned  aircraft,  owners  gain 
an  approximate  33%  price  advantage 
over  similar,  new  airplanes. 

This  year,  in  yet  another  giant  leap  sky- 
ward, the  company  doubled  in  size  by 


There  are  five  NetJets  aircraft  choic- 
es in  Europe  and  three  different  aircraft 
types  in  the  Middle  East.  The  recently 
introduced  Cessna  Citation  Bravo  in 
the  European  fleet  offers  access  in  and 
out  of  London  City  Airport,  which  is 
located  minutes  from  London's  finan- 
cial district  and  the  nerve  center  of  the 
European  economy.  The  Falcon  2000  is 
another  new  NetJets  Europe  arrival 
and  offers  seating  for  10  passengers 
plus  nonstop  accessibility  to  all  of 


combining  operations  with  Raytheon 
Travel  Air.  The  joint  organization  is  now 
the  second-largest  fractional  aircraft 
provider  in  the  world,  offering  a  totally 
unique  mix  of  both  pre-owned  and  new 
aircraft.  A  remarkably  broad  selection  of 
11  aircraft  is  available,  ranging  from 
Raytheon  King  Air  turboprops  to  light  jets 
such  as  the  ever-popular  Raytheon 
Beechjet,  in  pre-owned  and  new  models, 
through  the  midsize  Raytheon  Hawkers, 
Dassault  Falcon  Jets  and  Cessna  Cita- 


tions, up  to  the  large-cabin  Bombgrdii 
Challengers  and  the  intercontinental  Gu' 
stream  GIV.  The  combined  fleet  tota^ 
more  than  200  aircraft. 

While  it  might  appear  that  the  vald 
offered  by  pre-owned  jets  would  conj 
promise  the  market  for  new  aircraf 
Flight  Options  developed  a  novel  valu 
formula  called  Factory  Supported  Pric 
ing''^'^.  The  program  makes  new  and  pre 
owned  share  purchase  equally  intrigii 
ing.  Although  the  initial  investment  inj 
new  aircraft  is  higher.  Flight  Option 
offers  the  planes  at  reduced  fiight-hoi 
costs  by  passing  on  the  savings  the 
accrue  from  lower  maintenance  expen: 
es  on  aircraft  under  warranty.  The  resu 
is  a  savings  of  about  25%  on  the  occi 
pied  hourly  charges.  The  enhanced  fie' 
size  has  resulted  in  considerable  buyii 
power,  which  further  reduces  th| 
owner's  operating  costs. 

The  additional  value,  represented 
a  lower  initial  capital  investment  i 
pre-owned  airplanes  and  lower  per-hoi 
costs  for  new  airplanes,  makes  bus| 
ness  aircraft  benefits  affordable  to 
much  wider  audience.  As  a  resui 
Flight  Options  is  experiencing  bliste 
ing  growth. 


FLEXJET 

Bombardier's  Flexjet  fractional  owneJ 
ship  program  is  unique  in  that  Bombardiel 
not  only  manufactures  the  aircraft,  bufcj 
also  exclusively  handles  maintenance! 
flight  operations  and  all  other  aspects  cl 
the  program.  FlexJet  offers  shares  i' 
Bombardier  Learjet  31a,  Learjet  45  ani 
midsize,  transcontinental  Learjet  60  aiij 
craft.  Shares  also  are  available  in  th(l 
large-cabin  Bombardier  Continental  an(l 
for  those  who  need  global  capability,  thij 
wide-body  Challenger  604. 

Currently  there  are  more  than  105  air  I 
craft  in  the  Flexjet  fleet.  Owners  are  treat  j 


HE  UEG 


END  OF  LEARJET  RIOES  AOAIN. 
AND  AGAIN. 


CCUCfNG- 


l^EAR 


■Bje;- 


ICOMPROMISING  ATTITUDE.  UNMISTAKABLE  BEAUTY.  UNPARALLELED  HERITAGE.  AND  AN 


^RJET  40  &  45  XR.  THE  NEXT  TWO  CHAPTERS  IN  A  STORIED  EVOLUTION  WHICH  HAS  BECOME 


L-ES  AT  1-800-268-0030  OR  SHAWN  VICK,  SENIOR  VICE  PRESIDENT,  INTERNATIONAL  SALES 


ING  SYMF 


ND  FREEl^OH 


ience  the  Extraordinary 


JET  45  IS  PICTUBED  ALL  PERFORMANCE  SPECIFICATIONS  ARE  SUBJECT  TO  CHA 
SCMBAROIER  INC  ALL  RIGHTS  RESERVED  ASK  US  ABOUT  SMARTPARTS  PLUS 


BOMBARDIER 

nmARJET 


ARK  OF  BOMBARDIER  INC   OR  ITS  SUBSIDIARIES. 
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ed  equally,  irrespective  of  share  size, 
which  means  that  they  all  have  access  to 
the  same  level  of  service,  including  stan- 
dard availability  guarantees,  opportunities 
for  multiple  aircraft  use,  and  upgrades  and 
downgrades  to  larger  and  smaller  aircraft. 
Flexjet  also  offers  two  international  pro- 
grams, but  shifted  the  format  from  frac- 
tional ownership  to  premium-quality  char- 
ter. Flexjet  Europe  operates  as  a  charter 
broker  drawing  on  a  network  of  top  inter- 
national charter  operators  that  use  late- 
model  Bombardier  aircraft.  Owners  can 
purchase  block  hours  in  advance,  which 
provide  additional  cost  benefits.  A  similar 
Flexjet  Asia  service  provides  business  air- 
craft throughout  the  Pacific  Rim.  Non- 
Flexjet  owners  can  take  full  advantage  of 
these  programs. 


"Airline  wear  and  tear  does  factor  into 
their  play,"  notes  Ed  Moorhouse,  PGA 
TOUR  executive  vice  president  and  co- 
chief  operating  officer.  The  Flexjet  pro- 
gram allows  players  to  fly  comfortably 
and  arrive  relaxed  and  in  a  better  state  of 
mind.  The  PGA  TOUR  golfers  also  can 
make  short-notice  flight  arrangements  if 
they  don't  make  the  Friday  cut.  That  gives 
them  a  day  or  two  with  their  families  that 
they  might  not  ordinarily  have  if  they  had 
to  rely  on  commercial  flight  schedules. 


CITATIONSHARES 

One  of  the  newest  entrants  to  the  new- 
jet  fractional  ownership  market  is  Cita- 
tionShares.  The  company  was  created 
two  years  ago  as  a  joint  venture  of  Cessna 


Bombardier  Flexjet  was  recently  desig- 
nated the  official  private  aviation  solutions 
provider  for  the  PGA  TOUR,  offering 
everything  from  Flexjet  fractional  owner- 
ship to  individual  and  shared  charter  and 
shuttle  flights.  Not  only  does  the  arrange- 
ment save  valuable  time,  it  eliminates 
travel  fatigue.  Professional  golfers  have  a 
grueling  schedule,  and  most  play  in  more 
than  25  events  throughout  the  season. 


Aircraft  and  Tag  Aviation,  one  of  the 
world's  largest  flight  management  and 
charter  operators.  CitationShares  initially 
focused  on  a  northeast  U.S.  market  using 
shorter-range  light  jets  such  as  the  six-pas- 
senger Cessna  Citation  CJ1 ,  which  is  the 
most  affordable  new  jet  in  a  fractional 
ownership  program,  and  the  Citation 
Bravo.  Now  CitationShares  has  extended 
its  reach  across  the  nation  with  regional 


programs  from  coast  to  coast  and 
fractional  shares  in  the  Citation  E: 
which  offers  stand-up  headroom,  a 
size  cabin  and  a  small  price  tag. 


COMMAND  SHARE 

Far  Hills,  N.J.-basedTikal  Aviation 
vices  created  one  of  the  most  unique 
cost-effective  business  travel  soluti 
with  a  regionally  based,  fractional  ow 
ship  program  called  Command  Share, 
program  offers  highly  affordable  fligh' 
a  range  of  pre-owned  aircraft  indue 
fully  refurbished  SocataTBM  700  tu 
props  and  Cessna  Citation  II  busin 
jets.  The  350mph  single-engine  propj 
perfect  for  two  or  three  passengers  w 
the  Cessna  Citation  twinjet  carries 
many  as  seven  comfortably. 

All  aircraft  are  flown  by  two-pilot, 
fessionally  trained  crews  and  e 
plane  is  equipped  with  the  latest-te 
nology  instrumentation,  air/ground  t( 
phones,  DVD  players  and  stereo  sou 
In  addition,  full  concierge  assistanc( 
available  to  handle  ground  transpo 
tion,  rental  cars  or  any  additional  p 
senger  requirements. 

Originally  launched  in  the  Northea 
Command  Share  bases  now  are  local 
throughout  the  country  and  regio 
flights  will  soon  be  available  nationwic 
The  primary  coverage  area  with  guar; 
teed  availability  is  within  500  miles  of  t 
base  airport  with  a  surcharge  added 
flights  outside  that  area. 

One  Minneapolis-based  Comma 
Share  owner  who  previously  flew  millio 
of  airline  miles  to  places  like  Fargo,  N.I 
and  Lincoln,  Neb.,  not  only  eliminat 
commercially  dictated  overnight  stays  t 
found  that  he  could  complete  as  many 
four  visits  in  one  day,  cutting  travel  tin" 
inconvenience  and  expense  by  colosj 
amounts.  Another  New  Jersey-bas( 
owner  who  flies  regularly  to  Nantucke 


We  have  the  largest,  most  impressive  fleet  in  the  sky. 
Then  again,  we  have  the  largest,  most  impressive 
passenger  list  in  the  industry. 


Discretion  demands  that  we  not  reveal 
■  captains  of  industry,  luminaries  from 
:ertainment.  sports,  and  tlie  arts  —  tlie 
nanding  and,  yes,  successful  people 
1  businesses  that  are  Net  Jets  Owners. 

We  can  tell  you  this:  More  people 
0  can  fly  any  way  they  want  choose  to 
with  Netjets.  And  it's  been  this  way 
ice  we  created  fractional  aircraft  owner- 
p  in  1986. 

The  reasons  are  many.  Unmatched 
^^ce  delivered  by  each  owner's  dedicated 


Services  Team;  flight  management,  safety, 
and  security  systems  that  define  the  ver)' 
best  in  private  aviation:  the  largest, 
youngest  fleet  in  tlie  fractional  sl<:)":  and, 
lastly,  the  most  advantageous  financial 
terms  and  options  available. 

And  this  is  only  the  beginning  of  the 
Netjets  experience.  To  join  the  special 
people  who've  ioined  the  world's  best 
fractional  aircraft  ownership  program, 
call  1-8-7-NETJETS  (1-877-638-5387)  or 
visit  netiets.com. 


NETJETS 

Everything  else  is  just  a  plane 


Netjets   Inc.  is  a  Berkshire  Hathaway  company. 
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Mass.,  for  business  converts  a  nine-hour 
road  and  ferry  trip  to  a  quick  hour  and  a 
quarter  flight  in  theTBM  700. 

Tikal  has  made  an  outstanding  com- 
mitment to  safety  and  customer  service 
with  the  goal  of  providing  affordable, 
efficient  regional  travel.  Based  on  the 
current  level  of  customer  satisfaction  it 
appears  that  Command  Share  will  be 
flying  high  across  the  nation. 


Flight  Log 

HERMAN  MILLER,  INC. 


Founded  in  1923  in  Zeeland,  Mich., 
Herman  Miller  is  one  of  the  nation's  pre- 
mier designers,  manufacturers  and  dis- 
tributors of  furniture  and  work  environ- 


aircraft  to  deliver  clients  conveniently  to 
the  front  door. 

"Business  aircraft  give  us  an  enor- 
mous competitive  advantage,"  says 
Barry  Hages,  vice  president,  sales  ser- 
vices. "Our  ability  to  be  face-to-face 
with  key  decision  makers  here  in  our 
corporate  setting  is  vital.  If  we  can 
reduce  their  travel  time  by  a  day  or 
more,  they  are  more  likely  to  visit  us 
and  eventually  work  with  us,  and  that's 
where  a  business  aircraft  really  makes  a 
substantial  difference." 

Initially,  Herman  Miller  operated  its  own 
jet,  but  the  company  discovered  that  frac- 
tional ownership  offered  substantially 
greater  benefits  and   purchased  400 


ments  for  business  and  industry. 
Experiencing  the  company,  meeting  with 
executives,  seeing  the  products  and  dis- 
cussing customers'  needs  is  a  funda- 
mental driver  for  sales,  particularly  when 
a  client  is  spending  hundreds  of  thou- 
sands to  millions  of  dollars.  Bit  Herman 
Miller  had  a  significant  problenv  Bringing 
customers  to  western  Michigan  via  Grand 
Rapids,  Detroit  and  other  awkward  airline 
routings  was  protracted  and  trying.  As  a 
result,  the  company  turned  to  business 


annual  hours  —  a  half  share  —  in  a  Bom- 
bardier Flexjet  Lear  45.  Delighted  with  the 
service,  Herman  Miller  recently  renewed 
its  five-year  Flexjet  agreement.  "It  has 
also  freed  up  capital  to  use  in  many  other 
ways,"  says  Hages. 

There  are  as  many  as  700  client  visits 
to  Zeeland  annually,  and  while  some 
groups  come  by  road  or  by  airlines,  well 
over  50%  fly  in  from  across  the  nation 
and  Canada  on  Flexjet.  Many  customers 
are  from  locations  where  commercial 


travel  is  exacerbated  by  connections 
delays,  not  to  mention  the  difficulty  1 
ting  to  Zeeland  from  just  about  anywh| 
Using  the  business  aircraft,  custor 
depart  from  convenient,  nearby  airfie| 
fly  direct  and  land  minutes  from  cor 
ny  headquarters.  Hages  points  out  tl 
customers  don't  feel  pressure  ab 
having  to  catch  the  last  airline  fli' 
home,  so  they  can  remain  focused 
business.  "Our  plane  won't  go  withi 
them,"  he  says. 

The  jets  are  used  exclusively  for  c 
tomers  —  executives  fly  commercially 
so  fractional  ownership  eliminated  coj 
empty-leg  flights  that  were  incurred  sei 
ing  the  company's  wholly  owned  jet 
customer  pickups.  "We  also  have  t 
flexibility  to  trade  hours  for  an  aircraft  w 
greater  range  or  a  larger  cabin,"  Sc 
Hages.  "As  a  matter  of  fact,  we  can  he 
four  aircraft  in  the  air  simultaneously,  a 
it  is  not  unusual  for  us  to  have  tf 
number  of  groups  on  their  way  to  Mic 
gan  or  on  their  way  back,"  he  says.  "If ' 
had  to  schedule  around  our  own  aircrs 
we  would  lose  a  lot  of  opportunity 
bring  clients  in,  and  that  opportunity  cc 
is  significant,"  he  adds.  "Multiple  aircn 
when  we  need  them  is  one  of  tl 
biggest  advantages  for  us." 

Herman  Miller's  mission  is  to  crea 
great  places  to  work  enabling  people 
be  as  productive  as  possible.  The  comp 
ny  plane  goes  hand  in  hand  with  that  air 
"The  airplane  is  just  another  productivi 
tool,"  says  Bob  Hieftje,  Herman  Miller 
director  of  customer  experience, 
enables  Herman  Miller  customers  to  sa\ 
time  and  adds  convenience  and  flexibili 
to  their  schedule.  "It  does  that  real 
better  than  anything  else,"  he  says. 

"Our  business  is  built  around  long-terr 
relationships,  and  the  airplane  plays  an  int( 
gral  role  in  creating  those,"  adds  Hieftj( 
"We  want  to  make  their  trip  as  convenier 
as  possible  and  make  the  absolute  be: 
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The  Falcon  900EX 
flies  4500  nm  nonstop. 
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Among  professional  pilots,  one  family  of  corporate  jets  stands  out  above  all  the  others. 
Falcon.  Some  cite  the  purity  of  Falcon's  aerodynamics.  Others,  the  fact  that  its 
engineering  principles  flow  directly  out  of  its  fighter  jet  heritage.  But  whatever  their 
reason,  pilots  who  have  flown  its  competition  believe  that  nothing  flies  like  a  Falcon.  Find 
out  why  Falcons  are  arguably  the  world's  best  flying  business  jets  at  www.falconjet.com. 
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use  of  their  time.  Time  spent  with  the  cus- 
tomer is  absolutely  precious." 

RELIEVER  AIRPORTS  - 
ESSENTIAL  ACCESS 

While  thousands  of  airports  across  the 
U.S.  serve  communities  where  airline  ser- 
vice is  unavailable,  business  and  general 
aviation  airports  also  surround  major  met- 
ropolitan areas  and  provide  efficient,  con- 
venient access  to  the  community. 

Called  reliever  airports,  most  of  these 
smaller  airfields  provide  relief  from  the 
ground  and  air  traffic  delays  at  major  air- 
line hubs.  Many  of  these  reliever  airports 
such  as  Miegs  Field  in  Chicago  are  much 
closer  to  the  downtown  areas,  and 
others  like  Fulton  County  and  Dekalb- 
Peachtree  in  Atlanta  are  strategically 
located  near  industrial  and  office  parks 


none  of  the  delay  and  congestion  asso- 
ciated with  Miami  International,"  says 
Fabio  Alexander,  president  of  Miami^ 
Executive  Aviation,  an  executive  air  ter- 
minal at  the  airport. 

Opa-locka  is  particularly  convenient  for 
charter  and  business  aircraft  passengers 
transferring  to  or  from  airlines  at  Miami 
International  and  Fort  Lauderdale  airports, 
which  are  both  about  15  minutes  away  by 
road.  With  customs  available  daily  until  10 
p.m.,  this  popular  reliever  airport  also  is  a 
magnet  for  international  flights,  in  addi- 
tion, an  empowerment  zone  surrounding 
Opa-locka  is  making  the  airport  a  strate- 
gic location  for  new  business  develop- 
ment. The  federally  funded  zone  provides 
attractive  tax  incentives  for  companies 
establishing  operations  in  the  area. 

While  executive  terminals  at  business  avi- 
ation airports  across  the  country  traditional- 


that  are  often  the  final  destination  for 
business  travelers. 

Opa-locka,  which  serves  Miami,  Fla., 
is  a  similar  example.  "Although  its  run- 
ways can  handle  airliners,  Opa-locka  is  a 
vital  international  b  j^iness  aircraft  gate- 
way offering  fast  access  to  downtown 
Miami  and  Miami  Beach  and  we  have 


ly  have  been  pit  stops  for  refueling  and 
unloading  passengers,  Alexander's  Miami 
Executive  Aviation  is  part  of  an  industry 
renaissance  that  places  the  focus  on  the 
business  traveler  versus  the  business  air- 
craft. Of  course,  fueling,  catering  and  other 
aircraft  services  remain  important  offerings, 
but  passengers'  needs  are  a  top  priority. 


At  this  architecturally  ingenious  e: 
five  terminal,  for  instance,  aircraft  as 
as  Gulfstreams  pull  up  under  a  ( 
canopy  enabling  passengers  and  ere 
disembark  fully  protected  from 
weather.  Inside,  in  addition  to  the  c 
fortable  passenger  lounge  and  quie 
vate  areas,  Alexander  developed  wh. 
calls  an  aviation  super  store  that : 
exclusive  goods  ranging  from  Brei 
watches  to  Greg  Norman  fashions  to 
metics  and  other  travel  essentials 
discount  arrangements  with  nearby ' 
Fifth  Avenue  in  exclusive  Bal  Harbor, 
cialist  concierge  services  also  are  a 
able  that  include  personal  shopp 
arrangements  for  entertainment 
sporting  events,  and  just  about  any  o 
business  travel  need,  in  addition  to 
basic  hotel,  dining  and  car  reservatioii 

In  a  move  to  enhance  executive  te' 
nal  functionality,  Alexander  also  is  c 
talizing  on  the  growing  trend  for  corpo 
jet  travelers  to  hold  business  meeting 
the  airport  rather  than  at  downtci 
offices.  Three  conference  facilities  i 
available  offering  state-of-the-art  aui, 
video  equipment  and  an  elegant,  proi| 
sional  environment  that  is  perfect  for 
vate  meetings,  presentations  and  ot| 
business  needs.  In  addition,  caterintj' 
available  for  lunches  and  dinners.  "At 
all,"  Alexander  says,  "if  you've  flowrj- 
here  at  500  miles  per  hour,  there  \s^ 
point  losing  time  on  the  ground" 


I 
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WAL-MART 


Managed  entirely  from  its  Bentonvi 
Ark.,  home  office,  Wal-Mart  Stores,  Ir 
with  more  than  1.3  million  associal 
worldwide,  is  the  nation's  largest  empi' 
er  —  with  the  exception  of  the  fede 
government  —  and  operates  more  th 
3,200  stores,  distribution  centers  a 
SAM'S  CLUBS  in  the  U.S.,  plus  1,1 
facilities  in  10  other  countries.  Wal-M. 
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s  close  tabs  on  its  global  empire 
27  company  aircraft.  "These  are 
itial  business  tools  and  a  very  good 
in  Wal-Mart  has  eliminated  the  need 
jgional  offices  in  the  U.S.,"  says 
16  Futch,  Wal-Mart's  director  of 
il  travel  services.  The  corporate  air- 
fleet  has  proven  a  cost-effective 
ion  for  a  company  that  watches  its 
ins  like  a  hawk. 

jry  morning  between  6:15  and 
Wal-Mart  jets  with  five  or  more 
Bngers  aboard  depart  Rogers 
cipal  Airport,  just  minutes  from  the 
)any's  offices.  Flights  head  in  all 
tions  and  each  one  makes  one  to 
:ops,  dropping  associates  off  and 
ig  others  up  in  a  ballet  that  contin- 
hroughout  the  day.  Every  daily  per- 
jnce  begins  with  a  new  script  and 
)f  characters,  and  routings  and  des- 
ans  are  rarely  the  same. 
Jiestrated  by  a  scheduling  depart- 
and  computer  system  that  would 
e  Pentagon  proud,  Wal-Mart's  air 
moves  more  than  30,000  people 
illy  to  essential  destinations.  With  a 
/lart  in  virtually  every  U.S.  township, 
:  25  new  stores  added  each  month 
isits  made  at  least  twice  per  year  at 
facility,  the  jets  log  about  15,500 
hours  annually. 

though  we  do  have  airline  service 
ly,  every  flight  requires  connections, 
lur  stores  are  in  small  towns,  not  in 
lajor  cities  where  the  airlines  go," 
Futch.  That  would  demand  six  to 
hours  of  travel.  "The  key  benefit  of 
Drporate  airplanes  is  that  our  associ- 
are  able  to  get  to  the  stores  today, 
ime  saving  is  critical,  and  they  can 
leir  )obs  more  effectively"  These 
ess  aircraft  undoubtedly  explain  how 
'orld's  number-one  retailer  maintains 
mpetitive  advantage. 
3ional  vice  presidents  are  a  critical 
in  the  Wal-Mart  management  struc- 


ture and  take  first  priority  in  commanding 
a  trip.  "It  is  extremely  important  that  we 
get  our  vice  presidents  into  the  field  with 
their  staffs,  because  they  are  really 
responsible  for  store  operations,"  says 
Futch.  On  average,  five  passengers  will 
be  aboard  the  eight-passenger  Learjets. 
If  seats  are  available,  the  top  executives 
and  other  associates  can  ride  as  well. 

"There  is  no  other  way  to  get  our 
people  to  the  stores  and  distribution  cen- 
ters as  quickly  and  cost  effectively,"  says 
Futch.  In  addition,  the  flight  schedule 
allows  everyone  to  be  home  by  early 
evening  for  family  dinner,  school  band 
performances  and  other  events,  unless 


the  time  to  provide  customers  with  "high 
value,  low  prices  and  a  warm  welcome." 


CHARTER 


Aircraft  charter  can  be  the  most  cost- 
effective  way  to  acquire  business  aviation 
benefits.  It  is  also  the  most  flexible.  You  pay 
for  as  much  as  you  need,  whenever  you 
need  it,  without  any  initial  capital  investment 
or  ongoing  contract,  and  you  are  never  tied 
to  a  fixed  number  of  hours.  Each  time  you 
travel  you  can  select  an  aircraft  best  suited 
to  the  task  and  the  budget,  and  the  cost 
remains  the  same  irrespective  of  the 
number  of  seats  filled.  Charter  is  not  about 


they  need  to  remain  in  the  field.  It  is  a 
major  morale  booster,  especially  for  those 
who  travel  the  most. 

"The  flight  department  allows  us  to  be 
as  global  as  we  need  to  be  at  a  very  low 
cost,"  says  Futch.  Wal-Mart's  buying 
power  also  allows  the  company  to  oper- 
ate Its  fleet  at  about  a  20%  lower  cost 
than  the  average  corporate  operator,  he 
comments.  That  means  with  two  pas- 
sengers or  more,  Wal-Mart  is  probably 
beating  commercial  airfares.  But  that  isn't 
the  point,  Futch  says.  It's  about  creating 


airplanes,  however.  It's  about  travel  service, 
points  out  Jet  Aviation's  Jamie  Barrett, 
senior  vice  president,  Charter  Services 
North  &  South  America.  Charter  is  a  door- 
to-door  business  travel  service  delivered 
with  speed  and  efficiency,  he  emphasizes. 
According  to  industry  sources,  charter 
interest  is  up  considerably  this  past  year. 
Barrett  confirms  this  and  attributes  the 
increase  to  airline  security  concerns  and 
the  inconvenience  and  added  delays 
associated  with  commercial  travel.  Busi- 
ness travelers  are  focusing  on  safe,  fast 
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and  effective  travel  alternatives.  Critical 
tinning  and  flexibility  is  essential  in  the 
current  economy,  and  air  charter  provides 
that  leverage,  says  Bassett.  "Charter  cus- 
tomers are  increasingly  using  business 
aircraft  to  maximize  their  efficiency,"  he 
points  out.  "You  can  travel  on  your  sched- 
ule, not  an  airline's,  and  you  travel  in  pri- 
vacy, safety,  comfort  and  with  the  utmost 
in  time-saving  efficiency." 

Jet  Aviation  is  responding  to  this 
growing  charter  demand  in  unique 
ways.  To  emulate  the  consistency  and 
service  that  fractional  ownership  pro- 
vides. Jet  Aviation  created  its  own  fleet 
of  similarly  outfitted  Gulfstream  jets 
available  for  charter  with  seating  for  11 


Jet  Aviation  also  established  a  new  on- 
demand  charter  service  with  one-way 
pricing  between  New  York  and  Los 
Angeles.  It  is  a  fresh  perspective  on 
traditional  charter,  which  is  typically 
priced  on  a  round-trip  basis. 
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WW  GROUP 


In  the  world  of  Weight  Watchers, 
Florine  Mark  is  a  legend.  In  1966,  she 
founded  WW  Group,  based  in  Farming- 
ton  Hills,  Mich.  It  is  now  the  largest 
Weight  Watchers  International  franchise 
with  800  locations  in  the  U.S.,  Mexico 
and  Ontario,  Canada.  And  while  Sarah 
Ferguson,    Duchess   of  York,    is   the 


to  14  passengers.  Called  the  Private 
Fleet,  the  aircraft  are  all  owned,  oper- 
ated and  maintained  by  Jet  Aviation  in- 
house  and  are  audited  to  the  highest  of 
safety  standards  by  Wyvern  and 
ARG/US,  two  highly  reputed  safety 
auditing  firms.  Each  aircraft  is  equipped 
with  the  latest-technology  communica- 
tions, information  and  entertainment 
systems,  including  flight  phones.  Air- 
show  and  VHS,  CD  or  OVD  players. 
Taking  advantage  of  its  Private  Fieet, 


spokesperson  for  Weight  Watchers 
International,  Florine  Mark  reigns 
supreme  as  the  icon  of  her  own  fran- 
chises that  stretch  from  Michigan  to 
New  England. 

Company  Vice  President  and  board 
member  Dr.  Richard  Mark  calls  Florine, 
.who  stars  in  her  own  commercials,  the 
Sarah  Ferguson  of  Michigan.  "After  all," 
he  says,  "Florine  has  been  doing  Weight 
Watchers  commercials  for  35  years." 
She  is  intensely  involved  in  Weight 


Watchers  management  and  man 
functions  and  a  highly  regarded 
who  is  sought  after  as  a  motiva 
speaker  throughout  her  network. 

Commercial  flight  delays, 
changes  and  the  grueling  nature 
line  travel  had  taken  their  toll.  The 
Group  executive  team  realized  tl 
standardize  a  program  serving  15i 
members,  supervise  4,000  empk 
and  expand  a  network  througho 
states  and  three  countries,  there  I 
be  a  more  efficient  way  to  travel. 

A  company  airplane  was  the  an: 
and  fractional  ownership  looked  lik 
best  approach.  Considerable  res( 
brought  Dr.  Mark  to  Flight  Opt 
where  WW  Group  invested  in  a 
eighth  fractional  share  of  a  Rayt 
Hawker  800  business  jet.  "It 
become  an  essential  tool  for  usF 
Mark  reports.  "Now  we  can  take  fi 
six  people  and  meet  with  area  i 
agers  in  three  different  states  the  s 
day,"  he  says.  "They  can  do  work  \ 
they're  on  the  airplane,  they  arrive, 
care  of  business  and  get  back  the  s 
evening.  Then  it's  business  as  l 
here  in  the  office.  It's  amazing." 

Senior  executives  make  frequeni 
of  the  plane  and  normally  bring  suf 
staff.  "Usually  anywhere  from  foi 
eight  people  are  on  board,"  says 
Mark.  "We  try  to  fill  the  seats  bec< 
you  can  do  it  for  the  same  cost."  V^ 
the  ultimate  goal  is  placing  travel 
on  a  diet  and  gaining  control  of  o 
schedule,  Dr  Mark  points  out  that  ■ 
six  or  more  aboard,  the  travel  co: 
comparable  to  commercial  airfares 

"The  Flight  Options  program  has  t 
an  enormous  benefit  for  us,"  says 
Mark.  WW  Group  will  probably  incrc 
its  share  size  from  100  to  200  am 
hours.  "We  love  it,"  he  says.  "We  alv 
arrive  on  time,  the  crews  are  amazii 
helpful  and  the  service  is  just  great." 


Cilation  X 
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Time  travel  is  impossible.  TheoretMlliy^ 


rHmG 


You  won't  see  it  in  a  novel  by  H.G.  Wells.  But  you  will  find  it  all  over  today's  record  books.  The  fastest 
"aircraft  ever  built  for  business  is  so  swift,  it  is  measured  against  the  forces  of  nature  itself.  At  Mach  .92, 
the  Citation  X  flies  just  8/lOOths  below  the  speed  of  sound.  What  could  you  do  with  that  kind  of  speed? 
What  if,  instead  of  being  a  slave  to  time,  you  could  become  its  master?  What  sort  of  extraordinary  things 
could  you  accomplish  if  being  in  two  places  at  once  were  very  nearly  within  your  reach? 
We  have  answers.  Let's  make  the  time  to  talk  about  them.  Call  1-800-4-CESSNA. 
Or  go  to  CitationX.Cessna.com/time34. 


Sure    ( li  1  n  2 


Cessna 

A  Textron  Company 
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IOWA  GLASS 


Based  in  Cedar  Rapids,  Iowa,  with 
more  than  140  retail  shops  throughout 
the  Midwest,  the  Dakotas  and  beyond, 
Iowa  Glass  is  a  leading  auto  glass  retail- 
er and  distributor  as  well  as  a  whole- 
saler of  DuPont  autonnotive  finishes. 

Each  day,  Iowa  Glass  retail  and  wholesale 
glass  sales,  customer  service,  warehouse 
and  regional  managers  head  out  to  meet 
with  customers  and  frontline  managers  at 
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outstanding  success  in  a  geographically 
diverse  market  to  its  business  jet.  The 
company's  small-cabin  Cessna  Citation 
Bravo  can  fly  nonstop  to  either  coast, 
offers  seating  for  eight  passengers  and 
logs  an  impressive  600  hours  annually, 
often  stopping  at  two  or  three  locations 
each  day.  "The  time  saving  is  enormous," 
says  Dummermuth.  In  the  Citation,  most 
flights  are  less  than  an  hour  or  two. 
"That's  where  the  jet  really  pays  divi- 
dends," he  says.  "We  can  conduct  a 
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retail  stores  in  22  states.  Many  trips  are  to 
places  like  Sioux  Falls,  S.D.;  Lawrence,  Kan.; 
Fayetteville,  Ark.;  Salt  Lake  City,  Utah;  or 
Scottsbluff,  Neb.,  which  can  take  nearly  a 
day  to  reach  by  airline.  Often,  the  trip  from 
Cedar  Rapids  means  departing  a  day  early. 

Travel  time  was  controlling  the  compa- 
ny's destiny.  "We  knew  the  limitation  to 
our  growth  was  the  ability  to  communi- 
cate face-to-face  with  our  people,"  says 
company  President  Steve  Dummermuth. 
"If  we  were  going  to  expand,  we  knew 
we  needed  something  else  other  than 
the  airlines." 

Dummermuth  discovered  the  perte^i. 
answer.  Today,  he  attributes  Iowa  Glass'.s 


much  more  effective  business  day,  and 
we  gain  significantly." 

On  a  recent  trip  the  company  CFO  and 
auto  glass  division  manager  headed  for 
St.  Cloud,  Minn.,  after  dropping  the  auto- 
motive finishes  manager  in  St.  Paul  for  a 
client  meeting.  "The  time  spent  on  the 
flight  is  invaluable,"  says  Dummermuth. 
"There  are  no  interruptions  and  we  can 
discuss  business  and  have  meetings  that 
are  difficult  to  hold  in  the  office." 

While  Dummermuth  uses  the  plane 
infrequently,  he  encourages  his  employ- 
ees to  take  full  advantage.  "It's  there  to 
help  everyone  at  Iowa  Glass  do  a  better 
job,"  he  says.  On  most  trips,  passengers 


are  home  by  early  evening,  which  r 
more  quality  family  time.  Employe 
relaxed,  refreshed  and  enthused 
they  are  much  more  effective  the 
day,"  he  acknowledges. 

"The  company  plane  has  turned 
be  a  powerful  business  tool  for  u: 
without  it,  we  could  never  have  ex 
ed  as  we  have,"  Dummermuth  says 
are  currently  looking  at  new  mark 
the  Southeast  that  are  about  900 
from  here.  There  is  no  way  that  we 
manage  business  units  that  far 
without  our  plane." 

SUPER  SHUHLE 

Regularly  moving  between  com 
headquarters,  plants  and  facilities, 
numbers  of  company  road  warriors  v 
wide  lose  mega-thousands  of  prodi 
work  hours  annually  waiting  at  a 
gates,  making  connections  and  U 
exhausting  road  journeys  to  places 
they  visit  with  monotonous  frequenc 

Plane  makers  like  Brazilian  aircraft 
ufacturer  Embraer  realized  that  a  sm£ 
liner  used  as  a  corporate  shuttle  or 
quently  traveled  routes,  which  are  not 
served  by  airlines,  could  be  the  pe 
solution  for  recaptunng  precious  time 
by  weary  business  travelers.  Entei 
Legacy,  Embraer's  newest  business 
The  aircraft  arrives  in  the  market  at  • 
otal  time  when  companies  are  clamc 
for  cost-effective  ways  to  increase  t 
ness  efficiency. 

The  Legacy,  which  was  first  delivf 
this  year,  incorporates  the  best  feature 
Embraer's  highly  successful  37-; 
regional  airliner  by  combining  a  larg( 
cabin  with  a  highly  functional,  comfort 
business  interior  and  a  price  tag  that  c 
petes  with  super  midsize  business  je 

As  a  shuttle,  the  aircraft  can  be  cor 
ured  in  a  variety  of  ways  from  busin( 
class  seating  for  16  to  a  more  utilita 


'^.' 


_anding  is  such  sweet  sorrow. 
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you  understand  that  this  is  much  more 


o  inquire  about  owning  a  Learjet 


than  just  a  flight.  It's  an  experience,      ^  starting  at  $7,700/month*  please  cal 
One  you'll  wish  would  never  have  to  end,  1-800-FLEXJb  i    or  visit  riexjt 


It's  the  ultimate  fractional  ownership 


BOMBARDIER  FLEX  JET 

Above  it  all. 


EXPERIENCE  THE  ULTIMATE  IN  PRIVATE  JET  TRAVEL.  CALL  1-800-FLEXJET  NOW  FOR  SPECIAL  INCENTIVES. 


'  l/lt)lii  share,  Learjet  31A,  estimated  alter-tax  costs.  Subject  to  availability,  conditions  apply. 
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37-passenger  version.  With  20  passen- 
gers aboard,  tlie  Legacy  can  easily  fly 
more  than  three-quarters  of  the  way 
across  the  U.S.  nonstop.  Embraer  is  opti- 
mistic about  this  market  as  more  and 
more  companies  realize  the  value  of 
scheduled  shuttle  operations  in  light  of  the 
increasingly  time-consuming  nature  of 
commercial  airline  travel. 

The  Legacy  also  has  another  niche. 
There  is  strong  interest  in  an  economi- 
cal, large-cabin  executive  aircraft 
designed  as  an  airborne  office  and  con- 
ference facility  for  10  to  16  passengers. 
In  this  configuration,  the  Legacy  will  be 
capable  of  nonstop  transcontinental 
routes  or  flights  from  northern  Europe  to 
the  Middle  East.  The  spacious  cabin 
offers  numerous  interior  options,  and 
customers  can  choose  from  a  wide  vari- 
ety of  layouts.  Satellite  communications 


Conceived  with  the  reliability,  durabil- 
ity, maintainability  and  economical  oper- 
ating costs  of  an  airliner,  the  Legacy 
also  offers  the  practicality  of  a  business 
jet.  In  either  shuttle  or  executive  config- 
uration, even  with  small  passenger 
loads,  it  will  beat  airfare  costs,  save 
immense  amounts  of  time  and  provide 
an  amazingly  productive  work  environ- 
ment, including  virtually  any  office 
amenity  desired.  This  efficient,  new 
Brazilian  aircraft  arrives  at  a  crucial  time 
when  efficiency  and  value  are  key  fac- 
tors in  the  profitability  equation  of  global 
businesses  today. 
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LOWE'S  COMPANIES  INC. 


With  7  million  customers  flocking  to  its 
stores  each  week,  it's  no  wonder  that 
Lowe's  Companies  Inc.  is  one  of  the 


and  conventional  air/ground  telephones 
including  fax  and  data-ink  capability  are 
standard,  and  high-speed  Internet,  live 
TV  and  just  about  anything  vhat  you 
would  want  on  an  airplane  are  ;^vailabie. 
In  addition,  the  240-cubic-foot  oaggj.Qe 
area  offers  50%  more  space  than  n-r^i-  v 
large-cabin  corporate  jets. 


fastest-growing  retailers  in  the  U.S.  This 
do-it-yourself  home  improvement  giant 
claims  more  than  790  outlets  in  43  states 
with  plans  for  an  additional  123  stores  by 
year's-end. 

Headquartered  in  Wilkesboro,  N.C.,  at 
the  foothills  of  the  Appalachian  moun- 
tains, Lowe's  closest  airline  links  are 


Greensboro  and  Charlotte,  N.C.,  a 
and  a  half  away,  which  means  that 
ing  just  about  anywhere  commerc 
an  all-day  affair  That's  why  for  the  p 
years,  says  Billy  Shomaker  Lowe's 
tor  of  aviation,  "Business  aircraf 
been  vital  tools  in  helping  Lowe's 
The  company  planes  were  esser 
enabling  us  to  expand  geographica 

Currently  indispensable  bus 
improvement  tools  are  three  C( 
Citation  V  Ultras  and  two  Daj 
Falcon  50  EXs  with  a  third  Falcon  ; 
pated  shortly.  Although  Lowe's  p 
are  frequent  commercial  airline  f 
the  company  jets  carried  6,300  pa 
gers  last  year.  Senior  executive; 
managers  use  the  planes  daily  tc 
stores  across  the  nation.  "Key  dec 
makers,  real  estate  development 
agers  and  merchandisers  need  to  b 
in  the  field,"  says  Shomaker  "The* 
the  company  planes  because  their 
is  too  valuable  to  waste  waiting  fc 
line  flights.  We  can  visit  three  or 
stores  in  a  day  and  maximize  the  u 
their  time,  and  they  remain  produ 
while  they  travel."  By  airline  they  v 
be  lucky  to  reach  a  single  store  in  a 
"We  more  than  triple  their  producti 
says  Shomaker  He  points  out  that 
the  speed,  range  and  capability  o 
Falcons,  passengers  can  be  landii 
Albuquerque,  N.M.,  before  airline 
sengers  have  boarded  in  Charlotte. 

Normally  all  five  aircraft  are  goir 
different  directions  and  more  than 
of  the  seats  are  filled,  which  nr 
mizes  the  effectiveness  of  the  fli 
Most  trips  return  the  same 
Shomaker  comments.  "Lowe's 
very  family-oriented  company  and, 
all  possible,  we  do  try  to  get  pet 
back  with  their  families  at  night." 

With  the  ability  to  land  on  shorter 
ways,  he  points  out,  "We  can  get  c 
to  most  rural  locations  because  gen^ 


Charter  &  Managi 

Vt  Move  Your  BusinesslT tHe 

Speed  of  Flight 


North  &  South  America 
(1-800)  758  5387 
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Europe,  Middle  &  Far  East 
(41-1)816  4898 


JVTWERP  ATHENS  •  BASEL  BEDFORD  •  BERMUDA  -  WWW. jetaUiatlOn.COm  BOCA  RATON  ■  BUENOS  AIRES  ■  CAIRO  •  CARLSBAD  •  CHICAGO 
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MWAYS {THERE  -  AROUND  THE  WORLD 
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ly  there  is  an  airfield  within  five  or  10 
miles  of  virtually  anywhere."  In  large  met- 
ropolitan areas,  Shomaker  considers 
reliever  airports  the  best  bet  because 
ground  travel  times  and  air  traffic  delays 
can  be  minimized. 

On  a  recent  five-day  West  Coast  trip 
and  back,  regional  vice  presidents,  a 
senior  vice  president  of  operations  and 
their  staffs  hopscotched  across  the  nation 
calling  on  stores  and  regional  offices. 
"The  laptops  were  out  and  they  were  on 
the  phones,  sending  faxes  and  discussing 


nantly  throughout  the  nation.  These  air- 
craft are  an  essential  aspect  of  this  com- 
pany's ability  to  serve  a  global  market, 
says  the  company  director  of  aviation, 
who  had  some  compelling  comments 
about  their  effectiveness. 

Q:  WHAT  VALUE  DO  YOU  PLACE 
ON  A  BUSINESS  JET? 

A:  I  view  these  airplanes  no  differently 
than  a  copy  machine.  If  you're  a  large, 
dynamic,  competitive  company,  you  can't 
run  your  business  without  airplanes  as 


business  for  the  entire  flight,"  says 
Shomaker,  who  calls  the  plane  "the  office 
on  wings." 
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GLOBAL  ELECTRONICS 
MANUFACTURER 


Based  in  the  Northeast,  this  electronic 
equipment  manufacturer  with  worldwide 
business  interests  requested  anonymity, 
but  wished  to  underscore  the  extraordi- 
nary value  that  it  accrues  daily  from  its 
business  jets.  The  company  operates  two 
intercontinental  Gulfstream  GIVs,  used 
for  domestic  and  international  tli^nts,  plus 
a  Dassault  Falcon  2000  used  predomi- 


one  of  your  business  tools.  You  just  won't 
be  competitive. 

Q:  HOW  DOES  THE  COST  OF  A 
BUSINESS  JET  FLIGHT  COMPARE 
WITH  THAT  OF  AN  AIRFARE? 

A:  It  doesn't  compare.  Airlines  sell 
travel,  and  they  sell  it  cheaper  in  most 
cases  —  but  not  all  cases.  Our  product  is 
time,  not  travel.  A  business  aircraft  offers 
a  different  set  of  values  —  time,  flexibili- 
ty, productivity. 

There  are  times  when  we  are  cheaper 
than  airlines;  however  the  airlines  can 
never  deliver  time.  Based  on  the  Falcon's 
direct  operating  costs  compared  with  a 
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full  coach  airline  fare,  we  can  break  e 
on  a  trip  from  the  Northeast  to  We 
ington,  D.C.,  with  only  four  passenc 
aboard.  On  a  flight  to  Chicago,  we  bt 
even  with  five  passengers,  and  th 
not  considering  the  utility  and  time  v; 
of  the  airplane.  We  can  fly  the  G| 
stream  to  Europe  and  we  break  e 
against  business  class  fares  with 
aboard.  That  doesn't  account  for  the 
that  our  executives  travel  on  their  sch 
ule  and  not  an  airline's. 

Q:  HOW  DOES  PRODUCTIVITY 
ENTER  INTO  THE  EQUATION? 

A:  Our  airplanes  are  configured 
reflect  an  office  suite,  not  an  airline  ir 
nor.  Every  work  feature  in  the  office 
represented  in  the  cabin,  so  we  he 
extended  the  workplace  into  the 
plane.  It's  as  if  our  executives  never 
the  office. 

Managers  and  executives  are  alwc 
having  meetings  and  discussions  throut 
out  the  flight,  so  it's  not  unusual  to  havi 
group  planning  session  up  front  wh 
another  group  is  working  on  somethi 
else  around  the  conference  table  in  t 
rear  of  the  cabin,  or  they  might  work 
front  and  later  have  a  meal  around  a  tab 

We  have  computer  hookups  so  th 
they  can  network  a  laptop  into  a  printer 
fax  machine,  and  we  have  air/ground  te 
phones  and  satellite  communications  : 
they  are  never  out  of  touch.  We  neutn 
ize  the  effect  of  travel  completely  by  elir| 
mating  any  time  loss. 

Q:  DO  THE  THREE  AIRCRAFT 
PROVIDE  A  COMPLETE  BUSINESS 
TRAVEL  SOLUTION? 

A:  No.  That's  why  we  use  fractional  owi 
ership  to  supplement  our  own  fleet.  \A 
have  fractional  shares  in  a  NetJets  Cessr 
Citation  X  and  a  Gulfstream  GIV,  and  w 
make  a  decision  on  which  aircraft  to  us 
based  on  what  makes  the  most  sense.  R 
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EMBRAER 

Corporate  jets 


nnouncing  tne  arnvai 


ie  Legacy'! 


:  caDin  proviaes  a  spactous  envtronmeF 


of  the  Legacy  -  a  new  business  jet  that  asks  you  to  question  your        for  getting  down  to  business,  while  a  3, 1 00  nm  range  with  1 Q  - 
expectations  of  corporate  aviation.  The  ideal  balance  between        passengers,  Mach  .80  cruise  speed,  and  $20.4  million  completedl 
capability  and  expense,  luxury  and  common  sense.:  The  super        price  deliver  you  into  the  heart  of  new  business  opportunities. 
mid-size  Legacy  empowers  by  deliveriffl^     ^Wltexpected  size.  Speed.  Power,  Range.  And  a 
cabin  size  you  desire  and  performance  you  neecj^B     I     j-"  (r  ^\  T      V     ^     solid  answer  to  the  bottom  line.  The  Legacy  has 
at  a  cost  that  fits  well  within  your  business  plari^R     by     embraer    Hfcved,  signaling  the  end  of  business  as  usual. 


EMBRAER  CORPORATE  JETS    j   US    (954)  359-JETS 


49  38  44  40    I    MIDDLE  EAST  (973)  533  369 
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example,  we  use  the  fractional  shares  to 
eliminate  the  cost  of  some  empty,  dead- 
head flights,  and  we  use  it  when  we  need 
multiple  aircraft  in  several  locations,  such 
as  when  we  have  board  meetings  and  we 
need  to  bring  board  members  to  a  central 
location.  We  may  use  the  fractional-share 
aircraft  if  we  have  crewing  issues  after  a 
long-duty  day  and  we  may  use  it  when  we 
have  only  one  or  two  passengers  going  on 
a  short  flight.  In  that  case,  we  can 
exchange  hours  for  a  smaller  aircraft  in  the 
NetJets  fleet.  Fractional  ownership  pro- 


kets  become  easily  accessible,  reaching 
out  to  customers  takes  on  a  new  dimen- 
sion and  maintaining  control  of  an  expan- 
sive organizational  structure  becomes 
much  more  achievable. 

In  discussing  the  benefits  of  business 
aircraft,  one  company  executive  who  out- 
sources the  management  of  the  compa- 
ny jet  declared,  "The  plane  completely 
changed  the  way  I  work.  It  increases  my 
efficiency  by  1,000%," 

Another  company  president  whose 
firm  owns  and  operates  a  small-cabin  jet 


vides  considerable  operational  flexibilities 
that  we  didn't  have  before. 


MAINTAINING  A 
COMPETITIVE  ADVANTAGE 

With  the  global  economy  in  flux,  there 
isn't  a  more  opportune  moment  than 
now  to  build  trust,  confidence  and  alle- 
giance with  customers,  suppliers,  part- 
ners and  employees  through  firsthand 
experience  and  face-to-face  relationships. 
This  is  where  a  business  aircraft  has 
immense  value  —  in  creating  time  to 
build  bridges  for  future  success  With  a 
business  aircraft,  rural  and  remote  mar- 


confided  that  the  plane  enables  him  and 
his  employees  to  reach  and  serve  a 
market  more  effectively  than  he  had 
ever  imagined.  "I'm  there,  we  sell,  I 
leave,"  he  says. 

Yet  another  top  executive  whose  orga- 
nization uses  fractional  ownership  com- 
mented, "If  there  is  anything  that  has 
made  our  company  successful,  it's  the 
quality  of  our  people,  and  that  goes  back 
to  how  you  take  care  of  them.  The 
people  who  are  most  typically  using  our 
airplane  are  our  most  valued  associates, 
and  anything  that  we  can  do  to  make 
their  lives  better  will  make  them  more 
productive  and  happier.' 


As  time  passes,  a  fundamental  tri 
becoming  evident.  Airline  travel  won 
better,   and  chances  are  that  it 
become  increasingly  more  time 
suming,  frustrating  and  inconvenien 
simply  a  function  of  space.  Only  a 
500  airports  in  the  U.S,  can  acconr 
date  airline  traffic,  and  although  tf 
major  airports  take  about  20  year 
develop  from  planning  to  completio 
the  past  30  years  only  two  or  three 
airports  have  been  constructed  and' 
than  eight  new  runways  were  adde 
existing  airports.  There  is  virtually  not 
on  the  drawing  boards  today,  so  thai 
really  nowhere  to  grow.  It  is  axior 
that  as  airline  traffic  increases,  cone 
tion  and  delays  are  sure  to  follow. 

On  the  other  hand,  business  aire 
have  the  freedom  to  land  at  5,00C 
6,000  airports  in  the  U.S.  and  thousa 
more  around  the  world,  minimizing  tri 
time  and  maximizing  productivity. T 
are  essential  benefits  now,  and  they'l 
even  more  valuable  in  the  future. 

The  vice  president  of  a  U.S.-based  c 
struction-equipment  manufacturing  f 
remarked,  "Using  a  business  aircraft, 
can  take  a  three-day  airline  trip  and  c 
dense  it  into  a  single  day.  It  added  th 
more  productive  weeks  to  my  sched 
last  year.  Because  of  the  delays  and  inc 
venience  of  commercial  travel,"  he  sa 
"we  would  have  canceled  a  lot  of  imp 
tant  trips  and  lost  a  lot  of  business  if ' 
didn't  have  our  company  plane.  When ) 
think  about  it,  how  can  a  company  afft 
to  be  without  one?" 
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president  of  Miami-based  Beehi 
Communications  Inc. 
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he  Danger  Zone 

Jetter  software  may  solve  the  telecom  mess.  First  comes  new  business— and  more  upheaval. 


lY  QUENTIN  HARDY 

ANDREW  RUBIN  SELLS  A  WIRELESS 
phone  that  took  his  company, 
Danger,  Inc.,  a  total  of  two  years, 
60  engineers  and  $50  million  to 
create.  Yet  he  will  make  hardly  a 
>enny  on  the  handset;  he  hopes  to  reap 
khes  from  its  fancy  software  features, 
i  "No  one  ever  hangs  up  a  phone  and 
[ays,  'Man,  that  was  a  great  call,'"  says 
lubin,  who  compares  a  few  minutes  with 
lis  palm-size  device  to  the  thrill  of  hear- 
pg  a  tavorite  song  on  a  good  CD  player  or 
he  pleasure  of  gulping  an  icy  soda  on  a  hot 
lay.  Danger's  software,  he  says,  turns  a 
nere  utility  into  entertainment. 

The  futuristic  phone  has  a  built-in  cal- 
ndar,  an  address  book,  a  Web  browser  and 
hstant  messaging.  It  handles  e-mail  and 
an  even  view  text  or  image  attachments, 
"he  screen  swivels  to  uncover  a  small  key- 
K)ard.  A  cheap,  thumb-size  camera  add- 
in  can  take  pictures,  which  the  phone  can 
len  send  off  as  an  e-mail.  The  scroll  knob 
an  shine  in  one  of  thousands  of  colors, 
:ttitig  you  assign,  say,  magenta  to  the 
hone  number  of  your  boss;  when  that 
olor  lights  up,  you  know  who's  calling. 

Not  bad  for  200  bucks.  Lesser  rivals 
an  run  $500.  Deutsche  Telekom's  U.S. 
rm,  first  known  as  VoiceStream  and  now 
ailed  T- Mobile,  is  buying  60,000  Danger 
evices.  It  will  sell  the  phone  for  $200 
fter  rebate,  and  throw  in  the  $20  camera 
free  of  charge.  Orange,  the 
nan  at        Britain-based  wireless  service, 

"^^^ .         and  others  are  in  talks  to  sell 
pes  his         ,       , 
is  the         the  phone,  too. 

le  end  of  Danger's  creativity  is  born 

>  tunnel,      of  desperation.  Rubin,  40,  is 


building  a  wireless  business  in  the  middle  of 
the  harshest  downturn  in  telecom  history. 
Telecom  companies  have  billions  in  losses 
and  are  down  $2.2  trillion  in  market  value 
since  2000;  they  spend  more  time  eluding 
bankruptcy  than  seeking  innovation.  Rubin 
may  win  or  lose,  but  he  has  a  key  point: 
Telecom  will  recover,  albeit  in  a  dramati- 
cally altered  form.  Danger  may  offer  sur- 
vival in  a  brutal,  postcrash  world,  where  fat 
margins  are  a  thing  of  the  past  and  hot 
hardware  is  a  throwaway  in  pursuit  of  a 
cheap,  feature- rich  "experience." 

Danger  seeks  a  payoff  from  running 
the  infrastructure  behind  the  devices, 
which  are  made  for  it  by  the  contract  man- 
ufacturer Flextronics.  The  phones  are 
linked  to  servers  that  run  Danger  software 
and  are  hosted  by  the  company.  T-Mobile 
and  other  service  providers  pay  Rubin  per 
user,  per  month.  The  more  popular  tJie  ap- 
plications Danger  can  offer  on  its  wireless 
phones,  the  more  revenue  it  reaps. 

Danger  has  opened  its  platform  to  in- 
dependent developers  and  will  offer  them 
free  tools  for  designing  more  features  in  the 
widely  used  Java  programming  language. 
A  San  Francisco  shop  called  Streetlight  has 
come  up  with  a  map  program  that  shows  a 
phone's  location,  proximity  to  anyone  in 
the  user's  address  book,  or  the  whereabouts 
of  an  ATM  of  choice.  Other  ideas  include 
multiplayer  games  and,  farther  down  the 
road,  "blog"  software  (for  Web  logs,  where 
customers  post  text  and  images  on  their 
own  Web  pages  while  on  the  road).  Danger 
can'load  new  apps  into  its  older  models. 

"Big  phone  companies  like  Motorola 
and  Nokia  always  counted  on  units"  to 
turn  a  profit,  Rubin  says.  "I  figured  we  had 


to  concentrate  on  creativity  and  features." 

The  titans  are  following  suit.  This  year 
the  wireless  industry  will  sell  400  mUlion 
phones  even  as  makers  cut  payrolls,  close 
plants  and  outsource  their  manufacturing. 
High-margin,  custom-built  handsets  are 
giving  way  to  those  made  from  cheap  stan- 
dard parts;  software  is  the  differentiation. 

Sweden's  Ericsson  last  year  merged  its 
mobile  phone  business  with  that  of  Sony. 
By  the  end  of  the  year,  some  of  the  phones 
will  include  3-D  games  and  MP3  music 
players.  Margins  on  handsets  fi^om  Nokia 
of  Finland,  the  biggest  player,  are  shrink- 
ing, as  some  50  competitors  offer  similar 
hardware  at  ever-cheaper  prices.  Nokia 
hopes  to  keep  its  edge  through  750,000  in- 
dependent software  developers,  up  from 
500,000  two  years  ago. 

Microsoft  has  800  in-house  software 
engineers  for  its  Smartphone.  Spurned  by 
mainstream  manufacturers  fearful  of  Mi- 
crosoft's power,  it  has  teamed  with  little- 
known  makers  such  as  HTC  of  Taiwan.  The 
resulting  phones  are  expected  to  carry 
other  Microsoft  content,  such  as  its  instant 
messaging  or  the  MSN  Internet  service. 

The  cool  stuff,  though,  may  come  from 
upstarts  like  Danger.  Good  Technology  is  a 
130-person  rival  to  Research  in  Motion  and 
its  Blackberry  wireless  e-mail  device.  Like 
Danger,  it  outsources  production  and  is  ex- 
tending its  software  to  rival  outlets.  RIM  has 
filed  three  lawsuits  against  Good,  charging 
it  with  patent  violations  in  software  and 
hardware,  copyright  violations  on  the  user 
interface  and  a  trademark  violation. 

Danger's  own  woes  are  more  technical. 
Battery  life  is  limited  to  three  hours  of  talk, 
more  of  data  use.  The  monochrome  screen 
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is  lifeless  next  to  competitors'  color  models. 
Early  devices  are  for  a  wireless  standard 
popular  in  most  of  the  world,  but  in  the 
U.S.  limited  to  T-MobUe  and  Cingular.  In 
first  tests  the  networks  often  failed,  though 
carriers  say  they  have  the  bugs  out. 

Rubin  has  struggled  before  with  times 
of  dashed  hope.  He  started  out  as  an  engi- 
neer at  Apple  Computer  in  1989,  then  in 
1993  jumped  to  General  Magic,  a  startup 
from  Sony,  Motorola  and  others.  It  sold 
wireless  communications  over  a  propri- 
etary network,  but  was  upended  by  the  rise 
of  the  Internet.  He  then  went  to  WebTV, 
which  wanted  users  to  surf  the  Internet  via 
their  TV  sets;  it  was  bought  by  Microsoft  in 
]  997  and  has  fared  poorly.  "I  stepped  over 
a  lot  of  corpses  to  get  here,"  says  Rubin. 

Danger  was  almost  another  stiff.  Rubin 
and  two  fi^iends  ft'om  Apple  founded  it  in 
January  2000  with  $1.7  miUion  fi^om  fam- 
ily and  fi-iends.  Danger's  first  idea  was  for  a 
$6  handheld  that  pulled  information  off 
the  Web  through  an  electronic  cradle;  users 
also  would  exchange  contact  information 
by  beaming  devices.  They  figured  they 
could  sell'  it  as  a  trade-show  giveaway  for 
big  companies  and  pick  up  revenues  by  in- 
jecting the  devices  with  corporate  ads. 

Then  stocks  crashed,  wiping  out  trade 
show  budgets.  The  partners  realized  they 
had  basics  like  a  calendar  and  address  book 
in  an  inexpensive  device  that  ran  on  Java. 
They  saw  that  telecom  was  using  more 
standardized  parts  and  sought  to  turn  their 
gimmick  into  a  consumer  essential.  After 
securing  $9  million  from  Softbank,  they 
became  an  early  customer  for  Intel's  push 
into  mass-produced  wireless  chips. 

In  October  2001  Rubin  landed  key 
backing:  an  $8  million  investment  (for  less 
than  10%  equity)  from  Deutsche  Telekom, 
courtesy  of  an  Intel  salesman  who  intro- 
duced Danger  and  VoiceStream.  Rubin's 
prototype  was  a  wooden  model  and  a  note- 
book-size prototype  consisting  of  chips  and 
wires.  The  executive  got  the  idea. 

VoiceStream,  keen  to  pick  up  younger 
users,  gave  Danger  consumer  information 
and  marketing  input.  That  helped  bring  in 
things  like  instant  messaging,  but  with  un- 
intended consequences:  IM  is  primarily 
considered  a  gimmick  for  teens,  but  Dan- 
ger is  finding  that  executives  like  it  more 
than  e-mail  or  phone  calls.  F 
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Paper  Jam 


Hollywood's  long-awaited  digital  revolution  could  get  derailed 
by  a  low-tech  snag:  an  inability  to  figure  out  who  owns  what. 


BY  ELISA  WILLIAMS 

NEWS  CORP.'S  TWENTIETH  CEN- 
tury  Fox  television  unit  would 
love  to  sell  reruns  of  the  circa- 
1987  Tracey  Ullman  Show  to  cable  and 
to  Internet  sites.  But  a  snarl  of  contracts 
with  a  parade  of  guest  stars,  from  actor 
Steve  Martin  to  director  Steven  Spiel- 
berg, keeps  the  series  locked  away.  The 
studio  must  endure  the  costly,  mind- 
numbing  chore  of  dissecting  the  con- 
tracts for  each  episode  to  figure  out 


what  rights  it  still  holds. 

"Rights  are  always  going  to  be  a  hang- 
up," says  Jodie  Rea,  senior  vice  president  at 
the  Fox  unit.  "It's  a  nightmare." 

As  Hollywood  frets  over  the  threat  of 
digital  piracy  and  flirts  with  the  promise  of 
new  revenue,  digital  rights  management  is  a 
legal  minefield.  Conflicting  ownership  of 
films  and  TV  shows — one  company  owns 
the  video,  another  the  music,  another  a  par- 
ticular star — makes  the  studios  wary  of  in- 
advertently becoming  thieves  themselves  by 


eriooking  a  detail  in  their  contracts. 

The\-  should  worrv-.  Many  studios  use 
(megrowTi  software  and  paper  tiles  to  log 
istribution  rights.  The  hodgepodge  of 
■cord-keeping  sv'stems  makes  it  difficult  to 
ack  even  pedestrian  deals  with  video 
lains  and  broadcast  and  cable  networks, 
iewtangled  electronic  distribution  deals 
ith  Internet  outfits  and  cell  phone  makers 
nil  add  another  layer  of  comple.\ity. 


:  really  a  bottleneck  if 
J'RE  DOING  IT  BY  PAPER? 

3  answer  is:  Yeah." 


Look  at  Winnie  the  Pooh  and  Disney," 
Ll\^  Russell  Reeder,  chief  executive  of 
lightsLine,  which  is  pitching  new  rights- 
nanagement  software  to  media  giants.  The 
msuit  filed  against  Disney  by  the  family 
f  the  literary  agent  vvho  originally  con- 
rolled  the  rights  to  Pooh  shows  just  how 
ulnerable  media  companies  are,  Reeder 
rgues.  Disney  is  "getting  sued  for  hun- 


dreds of  millions  of  dollars  because  they're 
using  a  filing  cabinet." 

John  Grubbs,  executive  vice  president 
at  Jaguar  Consulting,  a  RightsLine  rival, 
says  the  studios  could  always  just  "fake  it." 
"They  can  convince  people  they're  doing  a 
good  job  of  exploiting  their  rights,  because 
no  one  can  figure  out  if  they're  not." 

Reeder  first  heard  about  the  rights  mess 
in  1999,  when  Oracle  promoted  him  to 
oversee  application  sales  to 
big  accounts  on  the  West 
Coast.  Media  firms  desper- 
ately needed  an  easy  way  to 
manage  licensing  contracts 
to  squeeze  more  money  out 
~  of  existing  assets,  but  Ora- 

cle rejected  Reeder's  suggestion  to  develop 
such  a  tool.  So  he  quit.  Reeder  and  two 
other  Oracle  alumni  started  RightsLine 
with  $5.3  million  from  such  Hollywood 
hotshots  as  Jeffrey  Berg,  head  of  talent 
agency  International  Creative  Manage- 
ment; Universal  Studios  President  Ronald 
Meyer;  and  Phillip  Muhl,  a  senior  vice  pres- 
ident at  Disney. 


RightsLine  started  seUing  its  software 
six  months  ago  and  has  lined  up  IBM  to 
market  it.  A  Universal  unit  that  licenses  film 
clips  uses  RightsLine  software;  National  Ge- 
ographic uses  it  for  TV  licensing.  The  prod- 
uct combines  a  Web  browser,  database  and 
project  management  features  that  automate 
such  chores  as  adjusting  all  relevant  con- 
tracts when  a  movie  debut  is  delayed. 

A  media  firm  still  must  enter  reams  of 
legal  backup,  but  thereafter  it  can  access 
the  results  in  seconds.  This  eliminates 
weeks  of  redundant  research  for  each  new 
deal.  Lacking  such  tools,  NBC  spent  18 
months  tracking  down  the  rights  to  snip- 
pets for  its  three-hour  75th  anniversary 
show,  aired  in  May. 

Speed  is  essential  if  media  shops  are  to 
sell  their  properties  to  new  venues,  from 
the  Web  to  cell  phones  to  home  theaters. 
In  online  distribution  "the  question  is,  is  it 
really  a  bottleneck  if  you're  doing  it  by 
paper?"  says  Peter  S.  Lee,  a  consultant  for 
Disney's  Movies.com  initiative,  which  will 
offer  films  online. 

"The  answer  is:  Yeah."  F 
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Doesn't  Do  Windows 


HERE'S  A  NOVELTY:  A  PC  THAT  DISPLAYS  AN  ICON 
FOR  A  floppy  disk  drive  even  though  the  machine 
doesn't  actually  have  one.  Welcome  to  the  operat- 
ing system  called  Lindows.  That's  not  a  typo.  Lin- 
dows  with  an  "L"  is  the  Linux-based  brainchild  of 
Michael  Robertson,  founder  and  ex-chief  executive  of 
MP3.com.  Its  fanciful  name  landed  Lindows.com  in  U.S.  court 
to  defend  itself — thus  far,  successfully — against  Windows  cre- 
ator Microsoft,  which  demanded  injunctive  relief  for  fear  that 
the  upstart's  moniker  might  confuse  the  public. 

So  far,  Microsoft  doesn't  have  much  to  worry  about.  Lin- 
dowsOS  as  delivered  can  run  just  six  Windows  programs:  the 
elderly  2000  versions  of  Word, 
Excel  and  PowerPoint — all  of 
which  behaved  in  unexpected 
ways,  including  an  outright  re- 
fusal to  print — and  viewers  that 
let  you  look  at  files  those  pro- 
grams create. 

So  the  focus  of  Lindows 
has  changed.  Now  it's  basically 
a  deal  for  Windows-haters  and 
cheapskates.  For  $99  a  year,  it 
delivers  the  operating  system 
and  easy  all-you-can-eat  access 
to  an  online  warehouse  of 
Linux  programs. 

The  Lindows  version  meant 
to  be  installed  on  existing  Windows  computers  is  still  in  beta  test 
and  won't  be  final  until  the  end  of  September.  For  the  moment, 
machines  with  Lindows  officially  preloaded  are  available  only 
at  Wal-Mart.com. 

In  the  spirit  of  miserliness,  I  tried  the  cheapest  model, 
a  $299  box  made  by  an  outfit  called  Microtek  It  comes 
with  a  Yugo-fast  850MHz  AMD  processor,  128  megabytes 
of  memory,  a  puny  10-megabyte  hard  drive,  a  CD-ROM 
drive  that  didn't  work  properly  until  I  opened  the  box 
and  reseated  a  cable,  and  an  empty  slot  that  may  trick  you 
into  thinking  there's  a  floppy  drive  behind  it  (you'U  have 
to  add  that  yourself).  Modem  and  network  interface  are 
included,  too,  along  with  a  really  noisy  cooling  fan. 

My  system  came  with  eight  dimly  photocopied  pages 
devoted  mostly  to  support,  warranty  and  return  poli- 
cies. Current  shipments  toss  in  a  slim  Lindows  manual. 
But  virtually  all  other  help  is  online  at  the  Lindows 
site — where  you  quickly  realize  that  you're  not  in  Red- 
mond anymore. 

Just  like  Windows  XP,  Lindows  initially  sets  the  screen 
to  a  flickery,  eye-busting  60Hz  refresh  rate.  But  unlike 
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Lindows  is  an 
operating  system 
for  Microsoft 
haters  and  cheap- 
skates. Its  flaws 
make  Windows 
seem  like  a 
genuine  bargain. 
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dows,  where  setting  thing 
right  takes  a  few  judiciou 
clicks,  Lindows  makes  you  fin« 
instructions  on  the  Web  site 
type  in  an  arcane  command 
select  from  a  poorly  organizec 
set  of  choices  and  worry  abou 
two  scary  red  warnings  tha 
you  "could  damage  your  moni 
tor  and/or  make  your  com 
puter  system  unusable." 

Printing  is  no  fun.  Driver 
are  available  for  about  1 ,500  models,  but  if  yours  isn't  amon; 
them,  you're  simply  out  of  luck.  And  although  one  of  my  printne  c 
ers  did  work,  most  of  its  features — speed,  quality,  paper  selec 
tions — ^were  unavaOable,  and  it  chugged  along  at  less  than  half  ojteh 
its  usual  speed. 

Lindows  is  decent  at  basic  Net  tasks  like  browsing  an  e-maiie 
and  it  can  display  most  files  you're  likely  to  encounter.  The  comijsli 
pany  promises  future  improvements  in  tasks  like  networking,  buiiest 
applications  are  stiU  a  sore  point.  ~ 

When  I  tested  it,  Lindows  claimed  to  offer  1,676  applications^" 
A  few,  like  StarOffice  and  OpenOffice,  are  professionally  de 
signed — and  often  available  cheap  or  free  for  Windows  PCs.  Bu 
the  Ust  is  full  of  ancient  games,  arcane  utilities  like  a  "GTK-l-  archiv* 
extraction/viewing  tool"  and  not-even-programs  like  issue  12  o 
Linux  Gazette  from  December  1996 — ^which  you  can  get  online 
from  any  Web  browser.  At  least  the  "Click-N-Run"  technology 
meant  to  download  and  install  ap 
plications  in  one  fell  swooj 
works  pretty  much  as  ad- 
vertised— though  you  wil 
not  be  happy  running  i 
over  a  dial-up  connection 
Lindows  has  a  gener- 
ous licensing  policy.  A 
single  license  covers  th< 
operating  system  anc 
applications  for  a  whole 
family;  a  business  car 
decide  whether  to  pa) 
per  user  or  per  PC.  Bui 
that  generosity  is  pos- 
sible in  part  because 
Linux  itself  and  mos1 
of  the  programs  Lin- 
dows offers  are  free  foi 
asking  elsewhere 
You're  paying  for  convenience 


nSide  track 


tashionably  Skinny 


c 


asio's  new  Exilim  cameras  are  ultimately  no  more  than  footnotes  in  the  ongoing 

digital  media  revolution,  but  they're  cute  little  footnotes— no  bigger  than  a  stack  of 

credit  cards.  The  one  I  tried,  the  $300  EX-SI,  takes  pictures  at  a  l-megapixel  resolu- 
tion suitable  for  small  prints;  it  shoots  movies  at  a  320x240  resolution  suitable  for  nothing. 
For  $50  more,  the  slightly  thicker  EX-Ml  also  records  audio  and  plays  MP3  files. 

It's  costly  for  what  you  get,  including  that  smallish  pixel  count  and  a  fixed-focus  lens 
■with  a  basically  useless  digital  zoom,  but  that's  the  price  of  tininess.  The  built-in  memory 
.can  hold  about  24  decent-looking  shots;  for  more,  you  must  buy  a  tiny  memory  card.  But 
I  like  the  built-in  flash,  that  card  extends  the  waiting  time  between  pictures  by  several  sec- 
;onds,  making  for  missed  opportunities.  At  least  the  camera  powers  up  quickly. 

There's  no  lens  cap  to  get  in  the  way— or  keep  the  optics  clean.  Maybe  that's  because 
I  Casio  considers  the  gizmo  a  "wearable  card  camera"  that  you  can  dangle  from  an  optional  neck-strap  not  yet  available.  The  one 
in  the  box  fits  wrists  and,  presumably,  some  slim  ankles— but  that  might  be  taking  a  fashion  footnote  a  few  pixels  too  far.  —S.M. 


That  would  be  more  palatable  if  support  weren't  so  dismal. 
e  online  database  doesn't  begin  to  answer  questions  many 
trs  will  reasonably  want  to  ask  and  answers  others  inaccu- 
iely.  And  when  I  submitted  three  questions  online,  I  still  had 
t  gotten  so  much  as  an  acknowledgment,  let  alone  an  answer, 
e  days  later.  Maybe  that  was  because  the  browser  repeatedly 
ished  when  I  clicked  the  support  page's  "submit  \ 
estion"  button. 


Long-suffering  Windows  users  aren't  going  to  bother  wasting 
valuable  time  to  save  a  few  hundred  bucks  on  a  system  that's  ob- 
jectively inferior  in  coundess  ways.  Linux  on  consumer  desktops 
won't  happen  until  somebody  takes  the  time  and  effort  to  make 
genuine  (and  cosdy)  improvements  rather  than  just  wrapping  it 
up  in  one  more  pretty  package.  F 


17|r||«f^|2^  I  Stephen  Manes  (steve@cranky.com),  cohost  of  Digital  Duo,  has  been  covering 
^^^■■Kiacoin  I  technology  for  nearly  two  decades.  Visit  his  home  page  at  www.forbes.com/manes. 
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Soft  Cotton 

Twinset 


RECOGNIZE  YOUR  EMPLOYEES 
WITH  A  BRAND  THEY  RECOGNIZE. 

We  know  what  you're  thinking:  employee  gifts  in  a  year  like  this? 
The  big-ticket  perks  may  have  been  redlined,  but  there  are  still 
affordable  ways  to  remind  people  they're  valued  —  a  message 
worth  delivering  in  any  economy. 

Call  today  for  a  catalog  of  business  gifts,  apparel,  and 
fresh  ways  to  motivate  employees  with  a  brand  they  know. 


^NDSjENJ) 


BUSINESS 
OUTFITTERS 


1  -800-990-5428    landsend.coni/business 
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TECHNOLOGY     MACHINES 


;   Take  a 
closer  look  at 

*      te       1' 


entalplan. 

Direct  Reimbursement  (DR)  lets  you 
design  a  self-ftmded  dental  plan  that's 
right  for  your  employees-  and  your 
companv.  'lou  determine  Ih^j^^mHovee 
contributions.  A.\  _.  , 
what  your  employees  use,  U,,  no.-,  •.:;■ . 
more  information,  or  visit  our  website 
for  a  DR  cost  estimate.  Go  ahead,  check 
us  out.  You'll  like  what  you  see. 

1-800-232-7698  ext.  144 
www.ada.org/DR/144^ 


DIRECT 

REIMBURSEMENT 


Master  of  Cylinders 

After  20  years  of  hibernation,  engines  that  can  shift  on 
the  fly  from  eight  cylinders  to  four  and  back  again  are 
rumbling  awake.  by  Jonathan  fahe 


ON  A  RECENT  TEN-MINUTE  DRIVE 
near  a  General  Motors  site  in  the 
stop-and-go  suburbs  of  Pontiac, 
Mich.,  a  prototype  pickup  truck  switched 
from  eight  cylinders  to  four  cylinders  and 
back  again — 32  times.  No  one  onboard  no- 
ticed a  thing. 

The  truck  held  a  new  V-8  engine  that 
shuts  down  four  cylinders  on  the  fly  when- 
ever they  aren't  needed.  The  aim:  to  im- 
prove fuel  economy  without  sacrificing 
brawn.  These  engines  boost  gas  mileage  up 
to  25%,  the  equivalent  of  trimming  1,500 
pounds  of  steel  off  a  4,000-pound  truck. 

Americans  love  their  SUVs  and  pickups, 
but  most  times  they  drive  them  as  if  they 
were  cars;  the  monsters  pack  far  more 
power  than  they  use.  With  the  new  engine, 
"You  can  still  pull  your  14,000-pound 
Airstream  if  you  want  to,"  says  Samuel 
Winegarden,  GM's  chief  engineer  on  the 
project.  "But  many,  many  people  in  this 
country  drive  their  SUVs  and  trucks  around 
not  heavily  loaded." 


GM  tried  this  20  years  ago  in  Cadillac 
with  embarrassing  results.  The  car's  corr 
puter  wasn't  sufficiently  powerful  to  adju 
the  engine  timing  precisely  enough 
make  the  switch  seamlessly.  "All  th; 
bumping  and  banging  and  clanging  wj 
not  what  customers  were  looking  for,  pai 
ticularly  in  a  Cadillac,"  Winegarden  say 
The  option  was  dropped  after  18  month; 

The  mechanical  control  that  shuts  o 
cylinders  has  changed  little  from  the  198 
version,  but  now  the  computer — equiva 
lent  to  an  early  1990s  Macintosh — runs  i 
50  times  the  processing  speed  and  hole 
100  times  the  memory.  Mercedes-Ben 
uses  a  similar  system  in  its  $118,000  S6C 
sedan.  GM  will  put  the  engines  into  moi 
prosaic,  higher-volume  vehicles.  Abot 
100,000  midsize  trucks  will  get  the  engine 
in  2004.  By  2007  GM  plans  to  sell  up  to 
million  copies  a  year.  The  only  clangin 
GM  hopes  to  hear  would  come  from  il 
cash  register:  The  new  engines  will  cost  n 
more  to  build  than  the  current  ones.       I 


Displacement  on  Demand 

Driving  with  only  a  sack  of  groceries  in  a  gigantic  SUV  doesn't 
require  all  eight  cylinders,  so  GM's  new  V-8  can  seamlessly 
shut  down  four  cylinders  when  the  truck  is  lightly  loaded  and 
cruising  in  third  or  fourth  gear.  -    .._-- 


Driver  ii 


Sensors 


Fuel 
injectors 


Pushrod 
Closed 
intake  valve 


O  Powertrain 
control  module 

A  32-blt  computer  about  the  size  of  a 
double-CD  case  tucl<ed  near  the  battery 
processes  data  from  21  sensors  to  govern  the 
system.  The  computer  calculates  the  current 
torque  from  eight  cylinders  and  projects  how 
hard  four  cycllnders  must  work  to  match  it. 

O  Solenoid-controlled  valves 

The  mechanical  key  to  the  system,  these  hydrau- 
llcally  deactivate  four  intake  and  exhaust  lifters. 


Two-part 
lifter 


0  Two-part  lifters 

When  deactivated,  these 
hydraulic  lifters  shorten, 
keeping  four  cylinders'  valves 
closed  to  air,  fuel  and  exhaust. 

O  Electronic 
fuel  injection 

The  computer  tells  four 
fuel  injectors  to  halt  their 
flow,  and  adjusts  the 
mixture  the  other  four  send 
to  the  cylinders  still  firing. 

0  Electronic 
spark  control 

To  provide  equal  torque, 
the  computer  quickens  the 
spark  to  the  four  active 
cylinders  as  the  solenoid 
shuts  down  the  other  four. 


Electronically  controlled 
throttle  and  transmission 

The  computer  opens  the  throttle  to  allow 
more  air  to  reach  the  four  active  cylinders, 
and  adjusts  the  transmission  so  it  can 
deliver  constant  torque  to  the  wheels. 


192      FORBES"   September  2,  2002 


Danielle  received  so  many  compliments, 
she  knew  she  had  chosen  a  great  dental  plan. 
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ame  Your  Price.  Call  Th 


Ein 


a  Direct  Reimbursement  dental  plan,  you  decide  how  much  your  company  Contributes.  You  decide  how  much  your 
loyees  contribute.  And  since  there  are  no  monthly  premiums,  you  pay  only  when  your  employees  actually  visit  the 
tist.  It's  a  self-funded  dental  plan  for  smart  companies.  What's  more,;  your  employees  have  the  freedom  to  choose  any 
list  they  want.  Wouldn't  you  like  to  get  compliments  on  your  dental  plan?  Call  now  for  more  information,  or  visit  our 
site  for  a  DR  cost  estimate.  1-800-232-76^  ext.l 44  \  www^ada.org/DR/144 
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Safety  Information:  Adverse  events  possibly,  probably 
or  definitely  related  to  use  of  AndroGel®  in  the 
controlled  trial  (n-=154)  across  all  dose  levels  reported  in 
at  least  2%  of  patients  included  lab  test  abnornnal  5.8%, 
acne  5.2%,  application  site  reaction  5.2%,  prostate 
disorder  4.5%,  headache  2.6%,  and  hypertension  2.6%. 

•  Adverse  events  possibly,  probably  or  definitely  related  to 
use  of  AndroGel®  in  a  1-year  follow  up  (n=106)  across  all 
dose  levels  reported  in  at  least 
2%  of  patients  included  applica- 
tion site  reaction  9.4%,  prostate 
disorder  8.5%,  acne  5.7%,  and 
lab  test  abnormal  4.7%, 


UNIMED 
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•  Androgens  are  contraindicated  in  men  with  care 
of  the  breast,  or  known  or  suspected  carcinoma 
prostate.  Geriatric  patients  treated  with  androger 
be  at  an  increased  risk  for  the  development  of  pr 
hyperplasia  and  prostatic  carcinoma. 

•  To  minimize  the  potential  transfer  of  testosi 
to  another  person,  patients  should  wash  their 
immediately  with  soap  and  water  after  applicat 
AndroGel®.  They  should  cover  the  application 
with  clothing  after  the  gel  has  dried. 


Please  see  brief  summary  of  prescribing  inform 


Fatigued? 
Depressed  mood? 
Low  sex  drive? 

Could  be  your  testosterone 
is  running  on  empty. 


An  estimated  4-5  million  American  men  have  a  medical  condition  called  hypogonadism, 
or  low  testosterone.'  These  low  testosterone  levels  can  cause  a  number  of  different 
symptoms  such  as  low  sex  drive,  fatigue,  depression,  and  even  loss  of  height  or  strength. 
Your  doctor  can  check  your  testosterone  level  with  a  simple  blood  test. 

Fortunately  you  can  replace  testosterone  with  AndroGeP  which  delivers 
natural  testosterone  in  a  gel  that  you  simply  rub  into  your  skin 
^   -  no  patches  or  injections.  As  it's  absorbed  through  your  skin,  AndroGel 
treats  hypogonadism  by  restoring  your  testosterone  to  its  normal  range. 

1.  vwvw.fda.gov/fdac/cieparts/196_upd.html,  accessed  May  17,  2002 

Ask  your  doctor  if  AndroGel  is  right  for  you. 

For  more  information  please  visit: 

www.androgel.com  or  caii  1-800-241-1643 
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AndroGel 

(testosterone  gel)  1%  CHI 
Testosterone  restored 


AndroGel' 

(testosterone  gel)  1  %  CHI 


INDICATIONS  AND  USAGE 

AndroGel*  is  indicated  for  replacement  therapy  in  males  for 
conditions  associated  with  a  deficiency  or  absence  of 
endogenous  testosterone; 

1.  Primary  hypogonadism  (congenital  or  acquired)— testicular 
failure  due  to  cryptorchidism,  bilateral  torsion,  orchitis, 
vanishing  testis  syndrome,  orchiectomy,  Klinefelter's  syndrome, 
chemotherapy  or  toxic  damage  from  alcohol  or  heavy  metals. 
These  men  usually  have  low  serum  testosterone  levels  and 
gonadotropins  (FSH,  LH)  above  the  normal  range. 

2.  Hypogonadotropic  hypogonadism  (congenital  or  acquired)— 
idiopathic  gonadotropin  or  luteinizing  hormone-releasing 
hormone  (LHRH)  deficiency  or  pituitary-hypothalamic  injury 
from  tumors,  trauma,  or  radiation.  These  men  have  low 
testosterone  serum  levels  but  have  gonadotropins  in  the 
normal  or  low  range. 

AndroGel"  has  not  been  clinically  evaluated  in  males  under 
18  years  of  age. 

CONTRAINDICATIONS 

Androgens  are  contraindicated  in  men  with  carcinoma  of  the 
breast  or  known  or  suspected  carcinoma  of  the  prostate. 

AndroGel'  is  not  indicated  for  use  in  women,  has  not  been 
evaluated  in  women,  and  must  not  be  used  in  women. 

Pregnant  women  should  avoid  skin  contact  with  AndroGel* 
application  sites  in  men.  Testosterone  may  cause  fetal  harm. 
In  the  event  that  unwashed  or  unclothed  skin  to  which 
AndroGel'  has  been  applied  does  come  in  direct  contact  with  the 
skin  of  a  pregnant  woman,  the  general  area  of  contact  on  the 
woman  should  be  washed  with  soap  and  water  as  soon  as 
possible.  In  vitro  studies  show  that  residual  testosterone  is 
removed  from  the  skin  surface  by  washing  with  soap  and  water. 

AndroGel*  should  not  be  used  in  patients  with  known 
hypersensitivity  to  any  of  its  ingredients,  including  testosterone 
U5P  that  is  chemically  synthesized  from  soy. 

WARNINGS 

1,  Prolonged  use  of  high  doses  of  orally  active  17-alpha-alkyl 
androgens  (e.g.,  methyltestosterone)  has  been  associated  with 
serious  hepatic  adverse  efferts  (peliosis  hepatis,  hepatic 
neoplasms,  cholestatic  hepatitis,  and  jaundice).  Peliosis  hepatis 
can  be  a  life-threatening  or  fatal  complication.  Long-term 
therapy  with  testosterone  enanthate,  which  elevates  blood 
levels  for  prolonged  periods,  has  produced  multiple  hepatic 
adenomas.  Testosterone  is  not  known  to  produce  these 
adverse  effects. 

2.  Geriatric  patients  treated  with  androgens  may  be  at  an 
increased  risk  for  the  development  of  prostatic  hyperplasia  and 
prostatic  carcinoma. 

3,  Geriatric  patients  and  other  patients  with  clinical  or  demographic 
characteristiG  that  are  recognized  to  be  associated  with  an 
increased  risk  of  prostate  cancer  should  be  evaluated  for  the 
presence  of  prostate  cancer  prior  to  initiation  of  testosterone 
replacement  therapy.  In  men  receiving  testosterone  replacement 
therapy,  surveillance  for  prostate  cancer  should  be  consistent  with 
current  prartices  for  eugonadal  men  (see  PRECAUTIONS: 
Carcinogenesis,  Mutagenesis,  Impairment  of  Fertility  and 
Laboratory  Tests). 

4.  Edema  with  or  without  congestive  heart  failure  may  be  a 
serious  complication  in  patients  with  preexisting  cardiac,  renal, 
or  hepatic  disease.  In  addition  to  discontinuation  of  the  drug, 
diuretic  therapy  may  be  required, 

5.  Gynecomastia  frequently  develops  and  occasionally  persists  in 
patients  being  treated  for  hypogonadism, 

6,  The  treatment  of  hypogonadal  men  with  testosterone  esters 
may  potentiate  sleep  apnea  in  some  patients,  especially  those 
with  risk  factors  such  as  obesity  or  chronic  lung  diseases. 

PRECAUTIONS 

Transfer  of  testosterone  to  another  person  can  occur  when 
vigorous  skin-to-skin  contact  is  made  with  the  application  site 
(see  Clinical  Studies),  The  following  precautions  are 
recommended  to  minimize  potential  transfer  of  testosterone 
from  AndroGel'-treated  skin  to  another  person: 

•  Patients  should  wash  their  hands  immediately  with  soap  and 
water  after  application  of  AndroGel.* 

•  Patients  should  cover  the  application  site(s)  with  clothing  after 
the  gel  has  dried  (e.g.,  a  shirt), 

•  In  the  event  that  unwashed  or  unclothed  skin  to  which 
AndroGel'  has  been  applied  does  come  in  direct  contact  with  the 
skin  of  another  person,  the  general  area  of  contart  on  the  other 
person  should  be  washed  with  soap  and  water  as  soon  as 
possible.  In  vitro  studies  show  that  residual  testosterone  is 
removed  from  the  skin  surface  by  washing  with  soap  and  watei. 

Changes  in  body  hair  distribution,  significant  increase  in  acne,  or 

other  signs  of  virilization  of  the  female  partner  should  be 

brought  to  the  attention  of  a  physician. 

General 

The  physician  should  instruct  patients  to  report  any  of  the  following: 

•  Too  frequent  or  persistent  erections  of  the  penis. 

•  Any  nausea,  vomiting,  changes  in  skin  color,  or  ankle  swelling. 

•  Breathing  disturbances,  including  those  associated  with  sleep. 

Information  for  Patients 

Advise  patients  to  carefully  read  the  information  brochure  that 

accompanies  each  carton  of  30  AndroGel*  single-use  packets. 


•  AndroGel'should  not  be  applied  to  the  scrotum. 

•  AndroGel*  should  be  applied  once  daily  to  clean,  dry  skin. 

•  After  application  of  AndroGel,*  it  is  currently  unknown  for  how 
long  showering  or  swimming  should  be  delayed.  For  optimal 
absorption  of  testosterone,  it  appears  reasonable  to  wait  at  least 
5-6  hours  after  application  prior  to  showenng  or  swimming. 
Nevertheless,  showering  or  swimming  after  just  1  hour  should 
have  a  minimal  effect  on  the  amount  of  AndroGel*  absorbed  if 
done  very  infrequently 

Laboratory  Tests 

1,  Hemoglobin  and  hematocrit  levels  should  be  checked 
periodically  (to  detect  polycythemia)  in  patients  on  long-term 
androgen  therapy 

2,  Liver  function,  prostatic  specific  antigen,  cholesterol,  and  high- 
density  lipoprotein  should  be  checked  periodically. 

3,  To  ensure  proper  dosing,  serum  testosterone  concentrations' 
should  be  measured  (see  DOSAGE  AND  ADMINISTRATION), 

Drug  Interactions 

Oxyphenbutazone:  Concurrent  administration  of 

oxyphenbutazone  and  androgens  may  result  in  elevated  serum 

levels  of  oxyphenbutazone. 

Insulin:  In  diabetic  patients,  the  metabolic  effects  of  androgens 

may  decrease  blood  glucose  and,  therefore,  insulin  requirements. 

Propranolol:  In  a  published  pharmacokinetic  study  of  an 

injectable  testosterone  product,  administration  of  testosterone 

cypionate  led  to  an  increased  clearance  of  propranolol  in  the 

majority  of  men  tested. 

Corticosteroids:  The  concurrent  administration  of  testosterone 

with  ACTH  or  corticosteroids  may  enhance  edema  formation; 

thus,  these  drugs  should  be  administered  cautiously,  particularly 

in  patients  with  cardiac  or  hepatic  disease, 

Drug/Laboratory  Test  Interactions 

Androgens  may  decrease  levels  of  thyroxin-binding  globulin, 

resulting  in  decreased  total  T4  serum  levels  and  increased  resin 

uptake  of  T3  and  T4.  Free  thyroid  hormone  levels  remain 

unchanged,  however,  and  there  is  no  clinical  evidence  of  thyroid 

dysfunction. 

Carcinogenesis.  Mutagenesis.  Impairment  of  Fertility 

Animal  Data:  Testosterone  has  been  tested  by  subcutaneous 

injertion  and  implantation  in  mice  and  rats.  In  mice,  the  implant 

induced  cervical-uterine  tumors,  which  metastasized  in  some 

cases.  There  is  suggestive  evidence  that  injection  of  testosterone 

into  some  strains  of  female  mice  increases  their  susceptibility  to 

hepatoma.  Testosterone  is  also  known  to  increase  the  number  of 

tumors  and  decrease  the  degree  of  differentiation  of  chemically 

induced  carcinomas  of  the  liver  in  rats. 

Human  Data:  There  are  rare  reports  of  hepatocellular  carcinoma 

in  patients  receiving  long-term  oral  therapy  with  androgens  in 

high  doses.  Withdrawal  of  the  drugs  did  not  lead  to  regression 

of  the  tumors  in  all  cases. 

Geriatric  patients  treated  with  androgens  may  be  at  an  increased 

risk  for  the  development  of  prostatic  hyperplasia  and  prostatic 

carcinoma. 

Geriatric  patients  and  other  patients  with  clinical  or  demographic 

characteristics  that  are  recognized  to  be  associated  with  an 

increased  risk  of  prostate  cancer  should  be  evaluated  for  the 

presence  of  prostate  cancer  prior  to  initiation  of  testosterone 

replacement  therapy 

In  men  receiving  testosterone  replacement  therapy  surveillance 

for  prostate  cancer  should  be  consistent  with  current  practices 

for  eugonadal  men. 

Pregnancy  Category  X  (see  Contraindications)— Teratogenic 

Effects:  AndroGel*  is  not  indicated  for  women  and  must  not  be 

used  in  women. 

Nursing  Mothers:  AndroGel*  is  not  indicated  for  women  and 

must  not  be  used  in  women. 

Pediatric  Use:  Safety  and  efficacy  of  AndroGel*  in  pediatric 

patients  have  not  been  established, 

ADVERSE  REACTONS 

In  a  controlled  clinical  study  154  patients  were  treated  with 

AndroGel'  for  up  to  6  months  Adverse  Events  possibly  probably 

or  definitely  related  to  the  use  of  AndroGel*  and  reported  by 

>1%  of  the  patients  are  listed  in  Table  1, 

Table  1.  Adverse  Events  Possibly,  Probably  or  Definitely  Related 
to  Use  of  AndroGel*  in  the  Controlled  Clinical  Trial 


Adverse  Event 

SG 

7.5  G 

10  G 

Acne 

1% 

3% 

8% 

Alopecia 

1% 

0% 

1% 

Application  Site  Reaction 

5% 

3% 

4% 

Asthenia 

0% 

3% 

1% 

Depression 

1% 

0% 

1% 

Emotional  Lability 

0% 

3% 

3% 

Gynecomastia 

1% 

0% 

3% 

Headache 

4% 

3% 

0% 

Hypertension 

3% 

0% 

3% 

Lab  Test  Abnormal* 

6% 

5% 

3% 

Libido  Decreased 

0% 

3% 

1% 

Nervousness 

0% 

3% 

1% 

Pain  Breast 

1% 

3% 

1% 

Prostate  Disorder" 

3% 

3% 

5% 

Testis  Disorder 

3% 

0% 

0% 

I  lie  luiiuvuiMy  auvci>c  cvciiis  puiiiuiy  icioieu  lu  iiitr  use  Ul 

AndroGel*  occurred  in  fewer  than  1%  of  patients;  amnesia, 
anxiety,  discolored  hair,  dizziness,  dry  skin,  hirsutism,  hostili 
impaired  urination,  paresthesia,  penis  disorder,  peripheral  j 
edema,  sweating,  and  vasodilation,  i 

In  this  clinical  trial  of  AndroGel,*  skin  reactions  at  the  site  oi 
application  were  occasionally  reported  with  AndroGef;*  but 
was  severe  enough  to  require  treatment  or  discontinuation 
drug.  ' 

Six  (4%)  patients  in  this  trial  had  adverse  events  that  led  to 
discontinuation  of  AndroGel."  These  events  included  the 
following;  cerebral  hemorrhage,  convulsion  (neither  of  whit 
were  considered  related  to  AndroGel'  administration), 
depression,  sadness,  memory  loss,  elevated  prostate  specific 
antigen  and  hypertension.  No  AndroGel*  patients  discontini 
due  to  skin  reactions. 
In  an  uncontrolled  pharmacokinetic  study  of  10  patients,  tw 
had  adverse  events  associated  with  AndroGel*;  these  were 
asthenia  and  depression  in  one  patient  and  increased  libido 
hyperkinesia  in  the  other.  Among  17  patients  in  foreign  cllni 
studies  there  was  1  instance  each  of  acne,  erythema  and  ber 
prostate  adenoma  associated  with  a  2.5%  testosterone  gel 
formulation  applied  dermally 

One  hundred  six  (106)  patients  have  received  AndroGel*  for 
to  12  months  in  a  long-term  follow-up  study  for  patients  wh 
completed  the  controlled  clinical  trial.  The  preliminary  safety: 
results  from  this  study  are  consistent  with  those  reported  for 
controlled  clinical  trial.  Table  2  summarizes  those  adverse  eve 
possibly,  probably  or  definitely  related  to  the  use  of  Andro6( 
and  reported  by  at  least  1  %  of  the  total  number  of  patients 
during  long-term  exposure  to  AndroGel.* 

Table  2.  Incidence  of  Adverse  Events  Possibly,  Probably  ol 

Definitely  Related  to  the  Use  of  AndroGel* 

in  the  Long-Term,  Follow-up  Study 


Dose  of  AndroGel* 


Adverse  Event 


5G 


7.5  G 


IOC 


Lab  Test  Abnormal* 

Peripheral  Edema 

Acne 

Application  Site  Reaction 

Prostate  Disorder** 

Urination  Impaired 


4.2% 
1.4% 
2.8% 
9.7% 
2.8% 
2.8% 


0,0% 
0.0% 
0,0% 
10.0% 
5.0% 
0.0% 


6.3' 

3.1' 
12.5' 

3.1' 
18.8' 

0.0' 


'fab  (f.!?  abnorma/ occurred  in  nine  patients  with  one  or  more  of 
the  lol:  ivving  events:  elevated  hemoglobin  or  hematocrit,  hyper- 
lipiden'ii'.  elevated  triglycerides,  hypokalemia,  decreased  HDL, 
elevated  glucose,  elevated  creatinine,  or  elevated  total  bilirubin, 
"Prostate  diiorden  included  five  patients  with  enlarged  prostate, 
one  pationt  with  BPH,  and  one  patient  with  elevated  PSA  results. 


*Lab  test  abnormal  included  one  patient  each  with  elevated 
GGTP  elevated  hematocrit  and  hemoglobin,  increased  totai 
bilirubin,  worsened  hyperlipidemia,  decreased  HDL,  and 
hypokalemia, 

"Prostate  disorders  included  enlarged  prostate,  elevated  PS/! 
results,  and  in  one  patient,  a  new  diagnosis  of  prostate  can 
three  patients  (one  taking  7,5  G  daily  and  two  taking  10  G 
daily)  discontinued  AndroGel*  treatment  during  the  long-te 
study  because  of  such  disorders, 

DRUG  ABUSE  AND  DEPENDENCE 

AndroGel'  contains  testosterone,  a  Schedule  III  controlled 

substance  as  defined  by  the  Anabolic  Steroids  Control  Act. 

Oral  ingestion  of  AndroGel'  will  not  result  in  clinically  signlfica 

serum  testosterone  concentrations  due  to  extensive  first-pass 

metabolism. 

OVERDOSAGE 

There  is  one  report  of  acute  overdosage  by  injection  of 

testosterone  enanthate:  testosterone  levels  of  up  to  1 1,400  ng 

were  implicated  in  a  cerebrovascular  accident. 

DOSAGE  AND  ADMINISTRATION 

The  recommended  starting  dose  of  AndroGel*  1%  is  5  G 

delivering  5  mg  of  testosterone  systemically  applied  once  daily 

(preferably  in  the  morning)  to  clean,  dry,  intact  skin  of  the 

shoulders  and  upper  arms  and/or  abdomen.  Upon  opening  the 

packet(s),  the  entire  contents  should  be  squeezed  into  the  pain 

of  the  hand  and  immediately  applied  to  the  application  sites. 

Application  sites  should  be  allowed  to  dry  for  a  few  minutes  pr 

to  dressing.  Hands  should  be  washed  with  soap  and  water  aftei 

AndroGel*  has  been  applied. 

Do  not  apply  AndroGel'  to  the  genitals. 

Serum  testosterone  levels  should  be  measured  approximately 

14  days  after  initiation  of  therapy  to  ensure  proper  dosing.  If  thi 

serum  testosterone  concentration  is  below  the  normal  range,  or 

the  desired  clinical  response  is  not  achieved,  the  daily  AndroGel' 

1  %  dose  may  be  increased  from  5  G  to  7  5  G  and  from  7.5  G  to 

10  G  as  instructed  by  the  physician, 

Rx  Only 
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A  new  pose: 
David,  Jose  and 
Juan  Vicente 
Lladro  with  higti 
end  statuettes. 


Breaking  the  Mold 

ladro's  offspring  want  to  turn  the  kitschy  figurine  maker  into  a  luxury  brand.  The  success- 
or failure— may  determine  who  among  them  inherits  the  corner  office. 


i  RICHARD  C.  MORAIS 

LAUNCHING  "THE  BATHERS,"  ITS 
series  of  sleek  $450  handmade 
porcelain  figurines,  Spain's 
Lladro  turned  its  Manhattan 
flagship  store  into  a  Turkish 
ith.  Porcelain  tiles  were  sent  out  as  in- 
tations.  Scantily  clad  models  perspired 
.  the  57th  Street  windows.  Guests  in 
;achwear  swilled  cocktails  and  swel- 


tered as  steam  filled  the  store. 

A  pretty  seductive  affair  for  the  conser- 
vative family-owned  company  known  for 
making  the  innocent  porcelain  figurines  of 
puppies,  ballerinas  and  shepherds  that  clut- 
ter sideboards  throughout  America.  The 
U.S.  and  Canada  accounted  for  40%  of  the 
company's  $  1 59  million  in  sales  last  year. 
But  in  a  move  reflecting  the  growing  influ- 
ence of  an  ambitious  second  generation  at 


Lladro,  the  company  is  adding  high-priced 
statuettes  to  its  catalog  while  deleting 
cheaper  items.  New  this  year:  a  line  of 
smooching  Gustav  Klimt-inspired  roman- 
tic figurines  that  retail  for  $4,250. 

The  goal  is  to  turn  Lladro  into  a  lux- 
ury giftware  group  that  sells  jewelry  and 
crystal  and  attracts  coUectors  more  afflu- 
ent than  those  who  buy  its  traditional  doll- 
faced  figurines.  As  part  of  that  effort  the 
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company  spent  $14  million  last  year  on 
Carrera  y  Carrera,  a  fast-growing  jeweler 
the  Lladros  hope  to  turn  into  a  "Spanish 
Bulgari."  An  acquisition  in  the  crystal  busi- 
ness may  be  next.  "You'll  slowly  see  a 
broader  extension  of  the  brand,"  promises 
Juan  Vicente  Lladro,  the  39-year-old  son  of 
Vicente,  one  of  the  company's  three  found- 
ing brothers. 

Lea  Lerman,  who  likes  the  traditional 
Lladro  statuettes  because  they  complement 
the  pink-and-gray  living  room  of  her  New 
York  apartment,  confides  that  she  won't 
spend  more  than  $400  for  a  new  figurine. 
But  the  value  of  her  200-piece  collection 
will  probably  increase  if  more  well-to-do 
collectors  join  Lladro's  fan  club.  Less  clear 
is  whether  affluent  shoppers  will  be 
tempted  by  a  $35,000  limited-edition  steam 
train  that's  sold  alongside  a  $100  clown. 

A  good  question,  and  a  matter  of  in- 
tense debate  within  the  Lladro  clan.  Al- 
though family  members  agree  the  com- 
pany's best  opportunity  for  growth  comes 
from  moving  up  the  income  scale,  they  ini- 
tially disagreed  about  execution.  Juan  Vi- 
cente believed  Lladro's  higher-end  offer- 
ings should  be  sold  under  a  new  name  and 
through  separate  distributors.  But  his 
brother,  David,  28,  and  cousin  Carmen,  40, 
insisted  that  costlier  items  be  sold  under 
the  Lladro  brand  name  and  offered  in  the 
same  catalog  and  stores  as  its  mainstream 
figurines.  They  point  to  Swarovski,  once 
known  for  creating  crystal  dancing  bears 
with  umbrellas,  which  is  now  sold  along- 
side Wedgwood.  David  and  Carmen  pre- 
vailed. "Sometimes  there  is  friction,"  ad- 
mits David.  "Putting  the  company  first 
takes  discipline." 

There's  no  disagreement  that  the  brand 
needs  some  degree  of  playing  hard  to  get 
in  order  to  make  its  tchotchkes  sought  after. 
To  that  end  Juan  Vicente  has  slashed  the 
number  of  items  in  the  company's  catalog 
ft-om  1,500  to  900.  He  also  wants  to  ensure 
that  the  figurines  do  not  pop  up  in  cheesy 
airport  stores  and  discount  gift  shops.  The 
family  has  cut  ties  with  1,300  outlets,  bring- 
ing the  total  below  4,500.  A  new  sysU:  rn  of 
stamps  at  the  base  of  its  figurines  now  en- 
ables the  Lladros  to  identify  dealers  whr  ?> 
unloading  stock  with  discounters  so  t  ■ 
can  stop  dealing  with  them.  The  compairv 
hopes  to  help  offset  the  loss  of  those  deai- 
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ers — the  cuts  are  one  reason  Lladro  sales 
dipped  15%  last  year — ^by  opening  50  of  its 
own  boutiques  over  the  next  four  years,  an 
effort  that  will  cost  $40  million.  This  month 
new  stores  in  Paramus,  N.J.,  Orlando,  St. 
Louis,  Santa  Clara,  CaUf  and  Troy,  Mich, 
will  open.  "Our  weakest  link  in  going  high- 
end  is  our  distribution,"  says  Juan  Vicente. 

The  younger  members  of  the  Lladro 
clan  recently  hired  a  former  Cartier  execu- 
tive as  international  brand  director  and 
doubled  the  marketing  budget  to  1 5%  of 
revenue.  The  company's  first  global  print 
ad  campaign  is  slated  to  appear  in  lifestyle, 
decorating  and  business  publications  next 
year.  The  family  hopes  the  effort  wUl  help 
boost  sales  in  big  cities,  such  as  New  York, 
London  and  Tokyo,  to  25%  of  revenue 
from  10%.  Until  recently  Lladro's  most 
ambitious  marketing  effort  focused  on 
stroking  repeat  customers  through  factory 
tours,  a  magazine  and  private  parties  that 
allow  avid  collectors,  such  as  Lerman,  to 
preview  statuettes  before  they  hit  stores. 

Collectors  like  Lladro  for  its  designs  and 
handmade  production,  overseen  by  found- 
ing brothers  Jose,  Juan  and  Vicente,  who 
started  the  company  in  1953.  They  devel- 
oped a  liquid  porcelain  process  to  effi- 
ciently produce  statues,  most  of 
which  have  universal  themes  of 
childhood  moments,  fairy  tales  and  , 

romance.  The  brothers  limit  pro- 
duction runs  by  volume  or  time 
periods,  documenting  in  catalogs 
each  statuette's  rarity  and  his- 
tory. (Variations  on  this  theme 
can  be  seen  in  Beanie  Babies  or 
any  Franklin  Mint  offering.)  A 
frugal  bunch,  the  brothers 
have  no  debt  and  have  rein- 
vested profits,  with  profit  mar- 
gins traditionally  25%-plus. 

The  Lladro  family,  one  of 
Spain's  wealthiest,  owns  farm- 
land and  tracts  of  developable 
land  in  fast-growing  Valencia. 
Financial  holdings  include  a 
private-equity  partnership 
with  Bernard  Arnault's 
LVMH    and    a    7% 
share  in  a  Span- 
;-.li  hotel  chain, 
i'he  founding 
hi'others      have 


stuck  together,  rotating  the  chairman's  tit 
because  they  promised  their  dying  moth 
they  would  do  so.  "It  hasn't  been  a  field 
•flowers,"  sighs  Jose. 

The  family  knows  the  attempt  to  pe« 
die  more  high-end  porcelain  is  no  slai 
dunk.  A  diversification  into  leather  goo( 
ten  years  ago  flopped,  despite  Spain's  re{ 
utation  for  excellent  leather.  But,  even  if  ui 
successful,  the  high-end  effort  is  likely 
show  who,  among  the  founders'  four  of 
spring,  has  the  vision  to  run  Lladro  whe 
the  brothers,  now  in  their  70s,  retire.  "I  pei 
sonally  haven't  yet  made  up  my  mini 
which  of  the  children  is  the  most  profe: 
sional,"  says  Jose.  "Time  will  tell." 

"Sometimes 
there  is  friction. 
PUTTING  THE 
COMPANY  FIRST 

takes  disciplined. 
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By  adding  the  active  ingredient. 

Brand  after  brand  are  proving  that,  when  it  comes  to  connecting 
with  customers,  fostehng  action  and  driving  sales,  Interactive  is 
the  active  ingredient.  And  that  the  more  Interactive  is  part  of 
your  mix,  the  more  you  increase  awareness,  preference  and 
purchase  intent.  Only  Interactive  provides  the  interaction  that 
sparks  brand  action. ..and  business  results.  Which  is  why  it's  a 
key  ingredient  in  your  brand's  success. 


INTERACTIVE.  It's  the  active  ingredient. 


Interactive 
Advertising 
Bureau 


For  the  complete  Microsoft  XP  case  study  as  well  as  other  cases 
and  research  results,  visit  www.iab.net/activeingredient 

Microsoft,  Windows,  and  the  Windows  logo  are  trademarl<s  or  registered  trademarl<s  of  Microsoft 
Corporation  in  tine  United  States  and/or  other  countries.  Active  Ingredient  is  a  registered  trademark 
of  Active  Ingredient. 
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REDENVELOPE,  THE  ONLINE  GIFT  RETAILER,  HAS  RUN 
through  five  chief  executives  in  as  many  years  and  $83 
mUHon  in  venture  funds.  Its  valuation  has  collapsed 
from  a  reported  70  times  revenues  in  late  1999  to  a  cur- 
rent 1.  But  at  least  it's  still  around.  "I  feel  like  the  only 
family  member  to  have  survived  an  earthquake,"  says  Hilary 
Billings,  RedEnvelope's  chairman. 

Billings,  38,  was  lured  three  years  ago  to  patch  this  leaky  en- 
terprise. A  veteran  of  Pottery  Barn  and  Starwood  Hotels  &  Re- 
sorts, where  she  helped  create  W  hotels,  she  has  spruced  up  Red- 
Envelope's  Web  site,  trimmed  expenses,  completely  revamped  its 
inventory  mix  and — most  important — pushed  the  company  to- 
ward a  more  traditional  model  of 
catalog  retail.  But  she  and  new 
Chief  Executive  Alison  May,  52, 
a  onetime  executive  at  Gymboree 
and  Esprit,  have  spent  a  lot  of 
time  trying  to  raise  more 
money — on  ever  more  punish- 
ing terms.  "We  were  too  opti- 
mistic about  the  amount  of  cap- 
ital that  would  be  required," 
concedes  Michael  Moritz,  general 
partner  at  Sequoia  Capital  and 
RedEnvelope  board  member. 
"It's  brought  more  meaning  to 
the  word  'patience.'"  (Sequoia 
backed  such  notorious  flameouts  a  dOt"COm  dJSdStGT. 
as  Etoys  and  Webvan.) 

Still,  RedEnvelope  today  is  probably  in  better  shape  than  ever. 
When  Billings  arrived  in  1999, 91  lgifts.com,  as  it  was  then  called, 
was  losing  money  on  annualized  revenues  of  $1.4  million.  The 
100  or  so  items  for  sale  catered  to  desperate  husbands  who  forgot 
anniversaries  and  boyfriends  who  needed  emergency  peace  offer- 
ings (hence  the  name).  There  was  no  infrastructure  to  handle  the 
holiday  rush;  three  people  made  up  the  call  center. 

Bad  concept,  thought  Billings.  She  refocused  the  business  on 
career  women,  25  to  44  years  old,  with  household  incomes  of  more 
than  $75,000.  Reason:  They  were  frequent  buyers  of  gifts,  up  to  50 
a  year.  The  company  name  had  to  go,  too;  an  employee  suggested 
RedEnvelope,  invoking  the  Chinese  custom  of  giving  gifts  in  red 
envelopes  for  luck.  Gifts  would  be  sent  in  a  crimson  box  with  a 
hand-tied  bow. 

Billings  ditched  all  but  20  of  911 's  products — among  those 
kept  were  jars  of  chocolate  body  paint  and  a  garden  tote  with 
tools — and,  within  three  months,  added  400  new  ones.  From  jew- 
elry and  gadgets  to  gourmet  foods  and  toys,  Billings  nudged  niiui- 
ufacturers  and  artisans  to  niiike  goods  exclusively  tor  RedEnvelope. 
( Today  half  her  1 ,000-item  line  is  exclusive;  she  hopes  to  push  tliat 


STILL 

STANDING 

Two  retail  veterans  are  trying  to  salvage 


to  70%.)  She  also  bumped  the  average  order  from  $30  to  $7 
Some  gifts  are  unusual — like  the  leather  tool  carrier  ($145)  tha 
too  swank  for  most  contractors  but  flattering  for  dads  posing 
weekend  carpenters,  or  the  three  boxed  cigars  ($75)  laced  wi 
Cuban  tobacco  leaves  imported  before  the  1960  embargo.  B: 
much  is  reminiscent  of  stuff  from  WiUiams-Sonoma,  the  Sharp 
Image,  Restoration  Hardware,  even  Target. 

UntU  mid-2000,  when  credulous  investors  were  still  dumpir 
money  into  Web  businesses,  Billings  spent  like  an  inebriate 
mariner.  Including  ads  in  magazines  and  on  Internet  billboard 
marketing  climbed  to  $17  million,  twice  that  year's  revenue  of! 
miUion.  Adding  each  new  customer  cost  $100.  "It  was  scary,"  n 

calls  Billings.  "We  worried  that  i 
consumer  confidence  fell  awa 
from  dot-coms,  they'd  only  wai 
to  shop  at  big  brands  like  Macy 
or  the  Gap. " 

Cash-poor,  Billings  hit  up 

group  of  new  investors,  led  b 

Gruppo,  Levey  &  Co.,  which  spe 

cializes  in  direct  marketing.  To  al 

tract  the  additional  $33  millior 

RedEnvelope  cut  magazine  ad 

vertising.  Virtually  the  entir 

marketing  budget  went  into  cat 

alogs,  whose  mailing  list  grev 

from  700,000  in  February  200< 

to  6  million  in  December  2001 

thanks  to  list-renters  like  Abacu 

and  Z24.  Shipped  six  times  last  year,  the  catalogs  have  helped  Red 

Envelope  attract  1  million  customers.  The  catalogs  generate  50°/ 

of  sales,  though  70%  of  purchases  are  ultimately  made  online. 

To  acquire  goods  abroad,  Billings  started  relying  on  agents 
instead  of  standard  importers,  saving,  on  average,  30%.  A  wovei 
wicker  basket  from  China  now  costs  RedEnvelope  $4,  instead  o 
$7.  Shifting  to  catalog  sales  helped  bring  dovm  the  cost  of  new-cus- 
tomer acquisition  to  $21.50.  By  the  end  of  2001  RedEnvelope'; 
burn  rate  was  down  to  $1  million  a  month.  (Billings  declines  to  sa) 
how  much  cash  the  company  is  currendy  going  through.) 

She's  not  out  of  the  wilderness  yet.  The  latest  round  of  in- 
vestors, who  kicked  ui  $14  million  in  August,  have  insisted  on  fast 
if  unspecified,  profitability — and  who  can  blame  them?  May  in- 
sists tliat  RedEnvelope  will  have  an  operating  profit  for  the  Mar.  31 
2003  fiscal  year  on  revenue  of  $85  million,  a  50%  jump  from  fiscal 
2002.  Meantime,  though,  her  hands  are  tied.  She  and  Billings  would 
like  to  expand  by  opening  retail  outiets  over  the  next  few  years.  No 
way,  says  Sequoia's  Moritz,  who  wants  to  see  sustained  results  be- 
fore more  outiays:  "There's  nothing  that  persuades  companies  to 
perform  better  than  the  threat — or  prospect — of  no  cash."       F 


BY  ERIKA  BROWN 
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MISMEASUREMENT 


These  days  the  market  has  zero  tolerance  for  accounting 
screwups.  Thus  the  revolving  door  at  Measurement  Specialties. 


BY  NATHAN  VARDI 

IT  ISN'T  QUITE  A  CASE  OF  ENRONITIS  OR 
WorldCom  syndrome.  But  the  books  at 
Measurement  Specialties  seem  to  have  a 
definite  touch  of  something. 

The  Fairfield,  N.J.  maker  of  electronic 
sensors,  scales  and  tire  gauges  appeared  to 
be  doing  everything  right.  For  the  first 
quarter  of  fiscal  2002  (ended  June  30, 2001 ) 
earnings  per  share  were  up  7%  over  the 
comparable  period  in  fiscal  2001  and  sales 
rose  59%.  Last  October  Measurement 
ranked  number  three  among  the  Forbes 
200  Best  Small  Companies. 

A  month  later  the  bad  news  started 
oozing  out.  Measurement  surprised  its 
shareholders  with  a  loss  of  $3.8  million  for 
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the  September  quarter.  Joseph  Mallon,  then 
chief  executive,  cited  the  slowing  economy. 
What  he  neglected  to  mention  was  that  the 
weak  results  put  the  company  in  technical 
default  on  $29  million  of  loans. 

The  default  was  revealed  in  a  Feb.  15 
press  release,  when  Measurement  an- 
nounced it  would  delay  filing  results  for  its 
December  quarter.  The  American  Stock 
Exchange  immediately  halted  trading  in  the 
stock.  In  an  Apr.  1 7  letter  First  Union,  Mea- 
surement's lead  lender,  expressed  doubts 
about  Mallon's  leadership  after  he  begged 
the  bank  not  to  push  his  company  into 
bankruptcy.  Once  the  company  finally  filed 
its  third-quarter  report  in  May,  the  Securi- 
ties &  Exchange  Commission  started  an  in- 


stigation.  A  month  later  the  board  ousted 
lallon  as  chief  executive,  letting  him  stay 
n  as  chairman.  "Half  a  year  ago,"  he 
luses,  "I  never  would  have  imagined  my- 
Jf  in  this  situation." 

Easy  to  see  why.  A  holder  of  40  patents, 
lallon,  57,  has  been  tinkering  with  sensor 
xhnology  for  37  years  and,  until  recently, 
as  found  success.  With  backing  from  oil- 
eld  services  giant  Schlumberger  he  co- 
junded  NovaSensor,  a  Fremont,  Calif, 
laker  of  silicon  micromachined  pressure 
aisors  to  help  monitor  blood  pressure  and 
lel  le\els,  selling  out  in  1990  and  pocketing 

2  million.  After  a  brief  sojourn  as  a  grad- 
ate student  in  Stanford's  electrical  engi- 
eering  doctoral  program,  Mallon  took 
ver  at  Measurement  in  1995.  He  trans- 
)rmed  the  tiny  maker  of  bathroom  scales 
ito  a  global  producer  of  sophisticated  sen- 
3rs  that,  among  other  things,  help  guide 
le  Trident  missile.  Shelling  out  $54  mil- 
on — most  of  it  borrowed  from  banks — he 
ought  four  companies,  including  one  in 
lough,  England,  and  moved  an  increasing 
mount  of  production  to  a  134,000-square- 
)ot  plant  in  Shenzhen,  China. 

Measurement  was  coining  money,  or 
5  it  seemed.  In  the  fiscal  year  ended  Mar. 
1, 2001,  it  earned  $9  million,  or  99  cents  a 
lare,  on  revenue  of  $103  million,  up  from 
1  million  on  revenue  of  $23  million  five 
ears  earlier.  In  August  2001  Needham  & 
]o.  managed  an  offering  of  2.5  million 
dares  at  $13.50  to  pay  for,  among  other 
lings,  the  $17  million  purchase  of  Ter- 
lillon  Holdings,  a  French  maker  of  bath- 
3om  and  kitchen  scales. 

So  what  went  wrong?  If  you  believe 
Measurement's  SEC  filings,  Mallon  and  the 
oard  discovered  the  company  was  in  de- 
lult  on  the  bank  debt  only  in  February. 
Ihief  Financial  Officer  Kirk  Dischino  took 
le  fall  and  was  replaced  by  Robert  DeWelt. 
A  the  mercy  of  the  banks,  DeWelt  agreed 

3  a  two-point  increase  in  the  interest  rate, 
3  7.75%  on  its  revolving  line  of  credit  bor- 
owings  and  6.93%  on  its  term  loan. 

A  new  broom  sweeps  clean.  DeWek  ev- 
iently  concluded  that  the  company  had 
leen  overvaluing  inventory,  which  had  bal- 
joned  by  130%  to  $44.1  million  in  the  12 
nonths  to  Sept.  30,  2001.  The  company,  it 
urns  out,  had  been  underreporting  the 
ost  of  goods  charged  to  earnings.  When, 


on  May  31,  Measurement  finally  filed  its 
quarterly  report  for  Dec.  3 1 ,  200 1 ,  it  wrote 
down  the  value  of  its  inventory  to  $28.5 
million  and  showed  an  $1 1.3  million  loss 
for  the  quarter.  But  Mallon  refuses  to  re- 
state earnings  from  2001  and  the  first  two 
quarters  of  fiscal  2002.  Asked  why,  he  re- 
sponds: "We  were  following  GAAP." 

DeWelt  didn't  think  Measurement  had 
gone  far  enough  and  quit  over  Mallon's  de- 
cision not  to  restate  prior  results.  Share- 
holders who  bought  Measurement  stock 
last  August  are  suing,  alleging  Mallon  mis- 
represented the  company's  financials  in  the 
prospectus. 

In  retrospect,  the  clue  that  Measure- 
ment wasn't  doing  as  well  as  its  reported 
earnings  had  suggested  was  there  for  all  to 
see.  The  2001  annual  report  showed  free 
cash  flow  (cash  flow  from  operations 
minus  outlays  for  property,  plant  and 
equipment)  of -$10.5  million.  From  1999 
to  2001  the  value  of  inventory  increased 
578% — an  extraordinary  leap,  even  given 
the  acquisitions. 

Adding  to  the  confusion:  In  June  Mea- 
surement disclosed  it  had  mistakenly  clas- 
sified Terraillon's  revolving  short-term  loan 
of  $5.8  million  as  accounts  payable.  The 
error  didn't  change  working  capital,  but  it 
did  miike  the  bookkeeping  look  sloppy. 

The  company  has  a  new  chief,  thanks 
in  part  to  former  Dell  Computer  chairman 
Morton  Topfer,  who  bought  2.7%  of  Mea- 
surement last  December  and  joined  the 
board.  Franklin  Guidone,  37,  a  former 
managing  director  at  a  Dallas  corporate  re- 
structuring firm,  managed  to  win  a  re- 
prieve from  the  banks  by  promising  to  sell 
off  parts  of  the  company,  including  Ter- 
raillon.  Measurement  has  already  shut 
down  its  operations  in  the  U.K.  and  sold 
its  Milpitas,  Calif  sensor-manufacturing 
plant  at  the  end  of  July. 

Auditor  for  the  wacky  financials: 
Arthur  Andersen.  Measurement  fired  that 
firm  on  June  7  and  replaced  it  with  Grant 
Thornton.  The  switch  caused  Measure- 
ment to  miss  an  extended  July  15  deadline 
to  file  its  10-K.  Once  again,  trading  was 
halted,  with  shares  last  quoted  at  $2.25. 

"This  happened  on  my  watch  and  I  feel 
responsible,"  says  Mallon.  "But  my  focus  is 
on  the  future,  not  the  past."  The  past, 
though,  might  not  be  done  with  Mallon.  F 
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FORBES  LIFE 


He  Knew  Quality 

In  cars,  as  in  the  firearms  he  made,  Bill  Ruger  prized  fine  engineering  above  all  else. 

BY  ALAN  FARNHAM 


THE  19  RARE  CARS  COMING  UP  FOR  A  NO-RESERVES  AUCTION  BY 
Christie's  on  Aug.  18  at  Pebble  Beach  say  lots  about  the  tem- 
perament of  William  B.  Ruger,  their  late  owner.  Ruger,  who 
died  at  86  in  July,  was  an  engineer  and  a  fanatic,  traits  that 
show  in  his  car  collection.  Those  are  also  the  qualities  that 
enabled  him  to  make  the  money  to  buy  the  cars.  This  maga- 
zine liked  Bill  Ruger,  and  said  so  more  than  once.  In  a  1992 
profile  we  described  the  tweedy,  brushy-mustached  sportsman-industriaUst  as  a 
cross  between  Teddy  Roosevelt  and  Ernest  Hemingway,  while  noting  the  uncanny 
ability  of  his  Sturm,  Ruger  &  Co.  to  prosper  even  as  the  gun  industry  slipped. 

The  reason,  simply,  was  Ruger  himself  An  impassioned,  self-taught  engi- 
neer— rightly  compared  in  his  obituaries  with  Samuel  Colt  and  John  Browning — 
he  got  his  first  gun  (a  .22  rifle)  at  age  12  ft-om  his  father,  a  Brooklyn  lawyer.  Young 
Ruger  read  every  book  in  the  Brooklyn  Public  Library  on  guns.  He  captained  his 
high  school  rifle  team.  In  1938,  at  the  University  of  North  Carolina  at  Chapel  HiU, 
he  turned  an  empty  room  into  a  machine  shop  and  began  work  on  a  machine 
gun.  He  spent  WWII  working  as  a  military  gun  designer. 

After  the  war  he  started  Sturm,  Ruger  in  Southport,  Conn.,  with  $50,000  in 
capital  from  Alexander  Sturm,  a  socialite,  artist  and  fi-iend  who  died  two  years 
later.  The  company's  first  product,  a  .22  pistol  for  sportsmen  and  target-shooters, 
was  an  instant  hit.  Since  then  the  company  has  produced  20  mUlion  guns  of  every 
type — firearms  famous  for  being  sound,  not  shovvy. 

Ruger  participated  in  the  design  and  testing  of  every  model.  At  a  time  when 
such  venerable  names  as  Colt  and  Remington  were  struggling  or  changing  hands, 
Sturm,  Ruger  grew  to  be  the  largest  gunmaker  in  the  U.S.  (and  the  only  one  still 
owned  by  its  founding  family).  It  pioneered  the  use  of  investment  casting,  which 
produces  richer  detail  than  machine  tooling,  and  remains  the  only  gunmaker  in 
the  world  to  design,  engineer  and  manufacture  all  four  types  of  guns:  rifles,  shot- 
guns, revolvers  and  pistols. 

As  his  company  prospered,  he  became  a  coUector  of  American  art,  adorning 
his  Claremont,  N.H.  hunting  lodge  with  paintings  by  Remington  and  Bierstadt. 
What  he  most  enjoyed  collectini:,  though,  were  fine  cars — or  rather,  cars  whose 
engineering  impressed  him  as  being  fine.  Exteriors  mattered  less  than  did 
mechanical  doings  under  tlie  ]■  m,.;.  Vintage  cars  in  the  Ruger  stable  were  meant  to 
be  driven,  and  driven  hard. 

He  especially  liked  musculai  : mtzes  and  'kntleys,  such  a-  the  1927  Bentley 
Tourer  in  the  auction  (estimate:  $200,000  to  .  /U),000).  "It  goes  over  the  road  like 
an  irresistible  force,"  he  said  to  AtttomobUe  m  gazine  in  1988.  "If  you're  in  a 
mountainous  place  or  on  a  twisting  road,  the  pei  ormance  is  something  that  just 
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akes  you  laugh,  it's  so  great.  The  torque  on  that  engine  is 
ough  for  a  bulldozer.  .\nd  the  exhaust  note  is,  you  know,  just 
Q  of  health  and  yelling  for  more  room." 

So  engaged  was  Ruger  by  the  Bentley  style  of  open  roadster 
at  he  designed  and  nearly  manufactured  a  modern  version  of 
in  the  1970s.  It  was  his  notion  that  the  customer  who  valued 
lalirv'  engineering  in  guns  would  value  it  in  cars,  too.  Might 
»t  someone  who  owned  a  Ruger  gun  want  to  buy  a  Ruger  car? 
;  decided  to  find  out. 

He  himself  designed  the  car,  and  Bill  Ruger  )r.,  now  62  and 
airman  of  Sturm,  Ruger,  oversaw  assembly.  "I  turned  all  the 
■enches,"  says  Bill  Jr.  "We  got  very  close  to  production.  We  fig- 
ed  we  could  sell  it  for  $13,500  in  1972,  or  about  twice  what  a 
idillac  cost  then."  What  stayed  their  hand?  "The  board,  I 
ink,  felt  it  was  too  chancy."  Today  the  two  Ruger  Special  pro- 


g^^'fe 


totypes  sit,  well  cared  for,  in  Bill's  garage. 

Why  is  the  family  auctioning  off  possessions  dear  to  the 
patriarch?  Not  to  raise  money — Bill  Jr.  alone  has  a  $90  million 
stake  in  the  gun  company — but  to  keep  the  tax  bill  down.  By 
keeping  only  9  of  the  28  cars,  he  and  his  sister  all  but  eliminate 
debates  with  the  feds  over  what  the  cars  are  worth.  Is  that  1928 
Stutz  BB  Black  Hawk  Speedster  (much  modified  by  Ruger,  who 
souped  it  up  to  444bhp  and  added  titanium  connecting  rods 
cast  by  the  Sturm,  Ruger  foundry)  worth  more,  or  less,  for  all 
the  tinkering?  The  auction  provides  the  definitive  answer. 

An  auction  without  minimum  prices  sounds  risky,  concedes 
Miles  Morris,  head  of  Christie's  international  motorcar  depart- 
ment. But  it  can  boost  the  return:  "A  lot  of  people  think  they're 
going  to  get  a  bargain.  Bidders  who  otherwise  might  not  show 
up,  do.  It  helps  create  a  bidder  frenzy."  F 
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The  World — ^As  Your  Oyster 

Why  pay  millions  to  own  a  suite,  when  you  can  cruise  this  condo-ship  for  $400  a  day? 


THE  SHIP  THAT  MADE  IT  POSSIBLE  FOR 
you  to  sail  the  seven  seas  on  your  own 
sofa — Tire  World — arrives  in  the  U.S.  for 
the  first  time  this  month.  This  vessel's  novelty: 
You  don't  occupy  a  cabin,  you  own  a  home — a 
suite  of  rooms  filled  with  your  own  possessions 
and  comparable,  say,  to  a  pied-a-terre  in  Paris.  Of 
1 10  units  originally  available,  35  remain,  priced 
from  $2.25  miUion  to  $7.5  million. 

Not  sure  you  want  to  deploy  capital  that 
way?  That  needn't  preclude  your  hitching  a  ride 
on  what  may  be  the  most  sumptuous  cruise 
ship  afloat — fi-om  the  open-air,  full-shot  driving 
ranges  and  full-size  tennis  court  to  the  32-inch 
plasma  flatscreen  TVs  to  the  option  of  private 
chefs.  Travelers  who  just  want  to  kick  The 
World's  tires  (or  rather,  its  propeUers)  can  pay 
$400  to  $1,100  a  day,  per  person,  for  "guest 
suites,"  which  afford  access  to  many  of  the  same 
perks  and  amenities  owners  enjoy.  Prices 
include  food,  beverages  and  port  transfers. 

The  88  suites  fialfill  much  the  same  function 
as  a  boutique  hotel  wdthin  a  resort  development, 
says  Robert  Burnett,  now  president  of  Synthe- 
sis Realty  Group  and  the  former  architect  of  The 
World's  real  estate  marketing 
campaign.  They  house  owners' 
spillover  guests,  give  potential 
buyers  a  way  to  try  out  the  ship 
and  reduce  owners'  mainte- 
nance costs  (5%  of  purchase 
price).  Not  least,  they're  a  profit 
center  for  ResidenSea,  the  ship's 
developer. 

Are  the  rooms  for  transients 
comfy?  Yes.  "The  suites  are  nicer 
than  any  we've  been  in,"  says 
Rosemary  Barnhart,  reached  by 
phone  midocean  in  suite  702. 
She  and  her  companion,  Lee  Condon,  both  from  Los  Angeles 
and  both  cruise  veterans,  wanted  to  see  how  The  World  com- 
pared with  their  favorite  ships,  including  Silversea's  Silver 
Shadow  and  Holland  America's  Pnmendam  (formerly  Seabourn 
Sun).  Barnhart  appreciates  such  Vouches  as  the  all-Frette  Italian 
towels  and  linens.  She  and  Condon  took  a  Rhapsody  suite,  the 
largest  of  five  categories  of  guest  accomnudations,  equipped 
with  living  room,  separate  bedroom  and  pi  ivate  veranda  vvidi 
jet  pool.  One  quibble:  not  enough  room  between  the  end  of  the 
bed  and  the  dresser,  which  impedes  easy  access  to  he  veranda. 


A  noteworthy  feature  of  The  World  is  tl 
near  absence  of  public  socializing:  no  hapj; 
hour,  no  "gentlemen  hosts,"  none  of  thoj 
dreadful  Las  Vegas  versions  of  Broadwa 
shows.  The  public  spaces  aboard  the  644- foi 
ship  are  quiet:  four  restaurants,  a  librarw 
computer  center  and  a  cigar-smoking  roon 
Corridors  and  hallways  usually  are  deserttx 
since  The  World  carries  a  third  as  many  passer  ^ 
gers  (320)  as  would  a  conventional  liner. 

So  much  the  better,  say  Savannahian 
Heidi  and  Dieter  Wohlert,  also  experience' 
cruisers.  "I'm  tired  of  the  wine  tastings  an 
the  ice  carvings,"  says  Heidi  of  activities  on  other  ships.  Thei 
seven-day  cruise  from  St.  Tropez  to  Sorrento  she  found  "trul 
relaxing,"  in  part  because  The  World  spends  more  days  in  per 
(2.5  on  average)  than  other  cruise  ships  its  size. 

Would  Barnhart  cruise  The  World  again?  "No  question. 
Would  she  buy?  "No.  We  never  even  considered  it."  Owning,  sh 
thinks,  would  limit  their  freedom.  And  the  Wohlerts?  Havin; 
admired  the  "beautifiil  woodwork"  and  the  refreshing  abseno 
of  "glitz  and  brass,"  Heidi  says  she'd  consider  buying,  were  it  no 
for  one  small  problem:  "We're  not  in  that  bracket."  — A.I 


208      FORBES-   September  2,  2002 


True  RedexTLptlon: 

Make  al  1  your  entrances  grand. 

As  a  Starwood  Preferred  Guest',  just  ask,  and  the  world  is  at  your  door. 

Redeem  your  StarpointsT"'  at  our  7.50  hotels  and  resorts  —  no  ifs,  ands,  or  blackouts. 

Become  a  Starwood  Preferred  Guest  at  spg.cora. 


I 


■*>•**■ 


Westin 


Sheraton 

HOTELS&HESORTS 


Four  Points 

Sheraton 


St.  Regis       Luxury  Collection 


HOTELS 


Earn  500  bonus  Starpoints  every  time  you  book  online. 
SPG.com.  The  best  rates.  Guaranteed.* 


t  fate  guarantee  terms  and  conditions  and  claims  processing  are  posted  on  spg.com.  ©2002  Starwood  Hotels  &  Resorts  Worldwide,  Inc.  All  rights  reserved.  902PHFORB 


FORBES  LIFE  I  TRAVEL 


Capitalist  Tour 


While  lily-livered  investors  sit  home  trembling,  show  the  world  you're  made  of  sterner  stuff.  Grab  your  kids 
and  head  for  capitalism's  iconic  beauty  spots:  the  mines,  distilleries,  aircraft  plants  and  chicken  joints  that  keep 
America's  economy  humming.  These  public  companies  all  give  great  tours.  BY  GHANA  R.  SCHOENBERGER 


MAKER'S  MARK  Owned  by  Allied  Domecq 
since  1982,  this  boutique  bourbonmaker 
(sales:  $50  million)  operates  out  of  a  19th- 
century  distillery  in  central  Kentucky. 
Whiskey  docents  lead  visitors  through  the 
many  steps  of  hooch  production.  Buy  a 
bottle,  and  you  can  dip  it  in  Maker's  Mark's 
signature  hot  red  wax— except  on  Sundays, 
when  liquor  sales  are  prohibited. 


BOEING  Unlike  some  national-security  con- 
tractors, $58  billion  (sales)  Boeing  still  wel- 
comes visitors  to  its  Everett,  Wash,  factory— 
by  volume  the  biggest  building  in  the  world,  at 
472  million  cubic  feet.  Here  747s,  767s  and 
777s  are  assembled.  Children  must  be  at  least 
4  feet  2  Inches  tall,  photos  and  videos  are 
forbidden  and  women  can't  carry  purses. 


KENTUCKY  FRIED  CHICKEN  KFCs  founder, 
service-station  owner  Harland  Sanders,  likec 
his  chicken  pressure-cooked.  He  offered 
franchisees  a  handshake  deal:  He'd  ship  then 
seasonings  by  train  (this  was  50  years  ago); 
they'd  send  back  a  nickel  for  every  bird 
cooked.  Sentimentalists  now  flock  to  Corbin, 
Ky.,  where  Sanders'  original  cafe  has  been 
restored,  down  to  its  battleship-gray  floors. 


(£    a    «    6   G  U   (i  E       V   Q  ft  (|| 


NEWMONT  MINING  Nevada's  Carlin  Trend  pro- 
duced its  50-millionth  ounce  of  gold  this  year 
Of  that,  Newmont  Mining  Corp.  Holding  Co.  has 
extracted  a  little  more  than  half  Tours  of  its  85- 
story-deep  open-pit  Gold  Quarry  nil. a  start  in 
Elko— itself  worth  a  visit:  The  city  bo.    's  a  large 
Basque  population  and  fine  Basque  re.   'uranfs. 
Bing  Crosby  was  honorary  mayor. 

Forbes 


BEN  &  JERRY'S  The  most  popular  destination  in 
Vermont  is  B&J's  Waterbury  factory.  For  $2  (kids 
under  12  tour  free),  visitors  get  indoctrinated  in 
B&J's  social  ethic  and  see  180.000  pints  a  day 
being  churned  out,  from  vanilla  to  far  hipper 
flavors  (Karamel  Sutra).  Tastings?  You  bet.  The 
company,  which  used  to  give  a  small  percentage 
of  admission  fees  to  charity,  now  keeps  them. 


R.J.  REYNOLDS  A  museum  at  the  company's 
Whitaker  Park  factory  in  Winston-Salem,  N.C 
displays  memorabilia  belonging  to  founder 
Richard  Joshua  Reynolds,  including  his 
personal  spittoon.  Manufacturing  is  off-limits 
but  with  advance  notice  you  can  tour  a  work- 
ing tobacco  farm  and  auction  markets.  Farm- 
ers sometimes  invite  visitors  in  for  lunch. 


For  contact  information— and  t.ii  descriptions  of  four  other  tours— go  to  forbes.com/tours. 
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To  take  on  AOII 


The  idea  was  simple: 

Offer  people  access  to  the  same  Internet 

as  AOL,  but  at  half  the  price. 

On  September  25th,  2001  NetZero  and  Juno 
merged  to  form  United  Online,  a  leading 
value-priced  Internet  service  company. 

Our  users  pay  ^9.95  per  month  and  save  up  to 
460  a  year  by  switching  to  NetZero  or  luno. 


United  Online 
Access.    Not  Excess. 

UNTD.COM 


Nasdaq:  UNTD 


Mi 


'iJ 


UNITED 

ONLINE 


ternet  Access. 


Great  Connections. 


Fast  Page  Loads. 


takes  you  place 


Exceptional  performance  is  driven  by  exceptional  people -working 
at  a  place  where  they  can  leverage  their  experiences,  strengths  and 
perspectives.  At  JPMorgan  Chase,  we've  created  an  environment 
where  everyone  can  reach  their  fullest  potential.  Our  people  build 
strong  networks,  meet  new  challenges  head-on,  grow  their  careers 
and  take  themselves -and  our  firm-to  new  heights. 


^^B 


"•'jPIV/lorganChas 


J. p.  Morgan  Chase  &  Co.  An  Equal  OpporlunlS^ana  AHirmatiwe  Action  Employer  M/F/DA/.  JPMorgan  Chase  is  a  marketing 
name  for  J.P.  Morgan  Chase  &  Co.  and  it^utajdilUi|s  worldwide!  02002  J.P.  Morgan  Chase  &  Co.  All  rights  reserved. 
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JREER  OPPORTUNITIES 


EmploymentHeview. 


Bo^stjobsUSAVoni 


It's  a  long  way  to  the  top. 
Care  for  a  lift? 

Whatever  your  mission,  we're  the 

vehicle  that'll  take  you  further. 

There's  no  better  place  to  explore 

new  frontiers  than  with 

BestJobsUSA.com. 


Keeping  the  world's  commerce  moving. 
One  transaction  at  a  time. 


Paying  hills. 

Buying  oiilitt 

Or  .simply  poying 

for  groceries 

at  the  local 

supermarket. 


Sprefld  the  Word. 


There  used  to  be  two  ways  to  get  a  new  job: 
Go  find  an  opportunity  or  let  the  opportunity  find 
you.  But  now,  with  CandidateSuite.com,  there's 
a  third.  We've  put  together  a  suite  of  tools  to 
broadcast  your  talents,  including; 

■  Instant  distribution  of  your  resume  to  thousands 
of  recruiters  and  headhunters 

■  "Position  Wanted"  postings  where  recruiters 
will  see  your  skills 

•  A  resume  and  cover-letter  touch-up  service 
that  guarantees  you'll  get  a  job  interview  in  30 
days  or  less! 

There's  no  better  way  to  spread  the  word  that  your 
expertise  is  available  than  CandidateSuite.com. 

Sign  up  today! 


WWW.  Candida  tesuite .  com 


millioits  of 

people  around 

the  world  rely  on 

First  Data  to 

quickly  and 

secnrelv  handle 

wlial  lliev 


the  single  most 
important 


transact/on  - 


their  own. 


We  're  First  Data,  the  global  leader  in  payment  systems  and 
e-commerce.  We  take  care  of  the  world's  commerce,  touching 
more  than  1 7  billion  transactions  a  year  through  our  First  Data 
family  of  companies,  including  TeleCheck  and  Western  Union. 

But  most  importantly,  we  take  care  of  people,  ensuring  that 
their  transactions  are  processed  safely  and  efficiently.  We 
understand  that  each  single  financial  transaction  is  impor- 
tant, which  is  why  our  people  take  special  care  of  each  and 
every  one. 

And  as  a  company,  we  feel  the  same  way  about  every  one  of 
our  employees.  Because  we  recognize  that  it  is  their  individual 
contributions  and  their  capabilities  and  ideas  that  have  made 
us  who  we  are  today. 

To  find  out  more  about  First  Data  as  well  as  our  job  opportu- 
nities, please  visit  our  Web  site  at  www.firstdata.com. 


First  Data  Corporation  «  an 
Equal  Opportunity  Employer 
committed  to  a  culturally 
diverse  workforce. 


DATA 


r61-277-121l 


For  more  career  opportunities  visit  BestJobsUSA.com 
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Exceptional  Waterfront  Golf  Living 

It's  an  interesting  choice:  the  coast  of  southern 
France  or  a  home  on  the  shores  of  Rarity  Bay,  a  scenic 
960-atre  peninsula  with  a  championship  golf  course, 
an  equestrian  center,  country  club,  and  homes  in 
ftench  Country  architecture.  Grand  Estate  homesites 
offer  you  Chateau  elegance  and  waterfront  vistas 
with  the  ambiance  of  Provence  in  the  foothills  of 
the  t>eautitul  Great  Smoky  Mountains.  Call  soon. 

Rarity  Bay  •  Vonore,  Tennessee  •  Toll  Free  1-888-RARlTYBAY 
e-mail:  info^raritybay.com  •  www.raritybay.com 


(aritY 


Homes  starting  in 
the  $200.000s 


..o 


Health/Back  Pain 


i;yiTw;j^j/jfci 


There  is 
an  ansv/er! 

Send  for  FREE  information 

on  NEW, guaranteed 

seat  and  bock  supports 

^-   designed  by  a  leading 

back  pain  specialist. 

Posture  Education 

15  Parkway,  Katonah,  NY  10536 


WAV.  postureedutation. torn 


CALL  TOLL-FREE  1-800-392-0363 


Education 


FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  work  experience.  Bachelor's. 
Master  s.  and  Ph.D.  degrees  in  most 
fields.  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans. 
1-800-951-1203  www.arrc.org 
Fax:  1  707  371  2979 


Newsletter 


MAKE  MONEY  IN  A 
BEAR  MARKET 

In  the  middle  of  a  bear  market,  the  last 
1 2  stock  picks  from  the  experts  at  (he 
Forbes  Special  Skaiioii  Sum  have 
gained  an  average  of  \1.29c.  We  evaluate 
5,0(X)  stocks  and  each  month  pick  the  one 
we  believe  is  most  likely  to  move  up, 
We  tell  von  when  to  sell  too.  Call  todav  for 
aFREE'trialissue.1-888-647-7302.  Be 
sure  to  give  the  operator  promotion  code 
JSM610FRB  when  placing  your  order. 


Fine  Wine  Auctions 


^   MORRELLFINE 
■"^  WINE  AUCTIONS 


S8  MILLION  BORDEAUX  AUCTION 
Single  Cellar  -  Private  Collection 
Sept.  20-21st,  4  Seasons  Rest.  NYC 
www.morrellvvineauctions.com  or 
call  (212)  307^200  for  a  catalogue. 


EXECUTIVE 
CONSULTANTS 


...needed  lo  otter  uiiKiue  tinancial  services 

to  save  clients  huge  amounts  on  their 

income  taxes  and  protect  their  assets  from 

lawsuits,  judgements  and  creditors.  State 

of-the-art  marketing  tools.  Local 

appointments  set  for  you.  Make  up  to 

$6,400  per  client  plus  lifetime  residuals. 

Talk  to  existing  consultants.  24  hour 

recording  (800)  653-4497 


le-incorporate.com 


•  Incorporate  in  all  50  states 

•  U.S.  bank  accounts  opened 

•  Legal  Delaware  address 

Delaware  Incorporation  Handbook 
Delaware  Business  Incorporators,  Inc. 

800.423.2993 


THINK  OUT  OF  THE  BOX 


Investors  for  a  Condo/Hotel 

No  underlying  financing 

Development  under  construction 

Hottest  segment  of  the  real  estate 

industry  today 

All  $  Returned  in  approx  18  mos 

Excellent  High  Returns 

Brian  (561  )347-6858 


OFFSHORE 


w,ompaiues  ^ „  as  \w>' '" 

♦Banking  cl???*' 

♦Pri^S*^^"^**'  ^Pital  Asset 

(800)710-0002       Fr«  Brochure 

Visa/MC/Amex     www.a$tt<protecdoa.cam 


Investments 


Your  Future  Is  Now! 

InkJet  Recycling  Industry,  80°o  Margins. 
Home/Mobile/Storefront,  Low  Risk. 
Fast  Cash  Flow.  Certified  Training 
and  Equipment. 
Easy  Financing  Plus 
Lifetime  Support! 
1-51 2-339-821 3x1 18 
www.RamoraU.com  > 


^^t• 
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Next  generation  system  design 
Non-platinum  catalyst  research 
Module  manufacturing 
Technical  proposals  invited 
Purchasing  competitors'  assets 
Strategic  partners  wanted 
Free  exclusive  evaluation  at: 
http://www.theultimatefuelcell.com 


u 


WHY  DIDN'T  I  THINK  OF  THA 


That  s  the  response  we  hear  alter 
explain  our  unique  and  exciti 
opportunity.  If  you're  looking  foil 
simple  business  with  HIGH  INCO^I 
POTENTIAL  and  absohilelx  i 
downside.  let's  talk.  $14.9 
Investment  required 


Call  1-800-675-6144 


Buy  Foreclosed  Property 

Use  OUR  Money.  Split  Big  Profits. 

Complete  Training.  Call  for  Free 

Information  Package. 

800-995-0049  Ext.  7675 


OFFSHOR 


Seminars    (888)  NU  SHOP 
Education  ^^J.JJ.' 

Opportunities 
Strategies 


\\^*-\v,neH -shorc.com/info 


Mailing  Lists       \ 


Sales  Leads  &  Mailing  Lisf 


14  Million  Businesses  •  Select  by  geography,  sales  volume 


business  type,  conlaci  name,  credit  rating,  and  more 

250  Million  Consumers  ■  Select  by  age.  income,  home  valL 


bu/Ing  behavior  geography,  and  more. 


Customer  Analyzer  &  Prospect  Builder  •  Analyze  your  cut  ■ 
customers  S  find  prospects  that  match  Frgj  analysis  &  25  El 
prospects  at  infoUSA.com 

;/i/»iis^  1  -800-555-5335 


Charge  your  ad 


SMALL  ADS  B^-fNG 

BIG 

RESULTi^ 

Call:  Media  Options 
1-800-442-6441 

Forbes  Business  Classified 


if^^i    For  information  and 

rates  on  advertising 

in  tiie  next  Forbes 

^Display  Classified  Section 

Call  Media  Options 

1 -800-442-6441      ./ 


Forbes  Subscriber  Servic     •    ,)f  ^er,  change  address  or  other  customer  service,  call  1-800-888-9896. 


brbeS  DisplayClasslfied 


Advertisement 


Dali  Prints 


Managed  Accounts 


Real  Estate  Auction 


iARE  DALI  PRINTS 

fycii  linn,  or  are  considering  the  piinhnst- 
of  a  Salvador  Dali  prim.... 

Kir  exclusive  catalog  features  full-color 
icturcs  of  more  than  50O  signed  limited 
iition  Salvador  Dali  prints.  Eacn  print  is  fully 
ocumented  by  Albert  Field,  curator  of  the 
Blvador  Dali  Archives,  and  guaranteed 
jthentic.  The  catalog,  "Salvador  Dali:  A 
etrospective  of  Master  Prints,'  is  a  must 
»r  anvone  interested  in  works  signed  bv 
Bli.  Call  now  and  we  will  rush  you  a  free 
)py  of  "The  SalvadorDali  Collector  > 
iewsletter".  (S15  per  issue) 


l-(800)   275-3254 

ask  for  Dept.  FM 

hll|>://w»»djlijallcr>  a-m  •  PAX  M0-4M-2OW 
Bnm  Kme  An  •  15'?:  ,\i«i.ch  Si .  »  !(»<,  Pjcific  P^l»lL■^s C"A  •«):' 


Business  Financing 


ANK  SAYS  "NO"? 

'e  II  pay  you  cash  for  your 
impany's  receivables  within  24 
)urs.  Approvals  by  phone, 
jrsonalized  service.  No  upfront 
es.  No  collateral  required. 
Ill  today  to  CASH  $50,000 
inimum  to  $2,500,000. 
s  more  affordable  than 
lu  think 

r.  Weil  800 -499-6179 
■888-505-7332  for 
icorded  information. 


Public  Relations 


HOWS  YOUR  PR? 

With  Over  Forty  Years 
E.xperience  We  Review, 
Advise,  Vary  or  Validate 
Your  P. R.  Prof^ram. 
WWW.PHILLIPSPR.COM 


Charge  your  ad 


VBA 


SMALL  ADS  BRING 

BIG 

RESULTS! 

Call:  Media  Options 

1-800-442-6441 

Forbes  Business  Classified 


C TREND  TRADER 

Are  you  ready  for  a 
managed  account? 

*FREE  asset  allocation 

*See  website  for  details. 

(SIOO.OOO  minimum) 

888-32TREND 

www.trendtrader.com 

Mimher  NASI).  SIPC 


Legal  Services 


mmmiw 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banking 

•Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 
•Global  Investments 


IC  DdllKII 


Central  Floriila 
Multi-Building 
Warehouse  a 
Office  Complex 


Steven  Sears,  CPA  •  Attorney  at  Law  

949262H0D  •www  searsatty  com      ■  Central  Florida  Business  Park 

IVIultiple  Buildings  Totaling 


ASSET  PROTECTION 

Offshore/Domestic 
Corps.,  LLC's,  FLP's,  Trusts, 

Private  Banking. 

Matthew  C.  Mullhofer 

Attorney  at  Law 

Toll  Free  1  -877-246-2770 

www.protectmyassets.com 


Promotional  Product 


CUSTOM  MAGNETS 


Business  Cards  Magnets  as  low  as 
Other  Styles  Available!   ^f%^ 

wwwfridgedoor.com/biz.hlml     ■    ^ 

1-800-501-3953 


ff' 


943,700. 

situated  on  52  +/-  Acres 

Excellent  Income  Potential 

with  existing  tenants  in  place 


This  Fomier  D^SunonCeriter/OTire 

Complex  features  Rail  Spurs,  Loading 

Docks.Truck  Scales,  Truck  Service  Area, 

and  Extensive  iHighway  Frontage 


IfOllfNATIONAL,  LTD.,  INC. 
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I  am  in  the  habit  of  going  to  sea 
whenever  I  begin  to  grow  hazy  about 
the  eyes  and  to  be  overconscious  of 
my  lungs. 

—HERMAN  MELVILLE 


Salt  water  cures  love  sooner  than 
anything  else. 

—FREDERICK  MARRYAT 


The  sea  hath  no  king  but  God  alone. 

—DANTE  GABRIEL  ROSSETTI 


/  never  saw  the  use  of  the  sea.  Many  a 
sad  heart  it  has  caused,  and  many  a  sick 
stomach  has  it  occasioned.  The  boldest 
sailor  climbs  on  board  with  a  heavy  soul, 
and  leaps  on  land  with  a  light  spirit. 
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There  is  nothing  so  desperately 
monotonous  as  the  sea,  and  I  no  longer 
wonder  at  the  cruelty  of  pirates. 
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on  the  sea. 

—DANISH  PROVERB 
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Calm  as  a  cradled  child  in  dreamless 
slumber  bound. 

—PERCY  BYSSHE  SHELLEY 


There  is  hope  from  the  sea,  but  none 
from  the  grave. 

—IRISH  PROVERB 


Tlie  only  cure  for  seasickness  is  to  sit 
on  the  shady  side  of  an  old  brick  church 
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The  sea  drowns  out  humanity  and 
time:  it  has  no  sympathy  with  either, 
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it  sings  its  monotonous  song  for  ever 
and  ever. 

—OLIVER  WENDELL  HOLME! 
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A  Text... 

They  that  go  down  to  the  sea  in 
ships,  that  do  business  in  great 
waters;  These  see  the  works  of  the 
Lord,  and  his  wonders  in  the  deep. 

—PSALMS  107:23-24 
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Will  Moore's  Law  stand 
forever? 

In  1965,  Intel's  Gordon  Moore 

created  a  "law"  that  became  shorthand 

for  the  rapidp  unprecedented 

growth  of  technology.  He  predicted 

that  the  number  of  transistors 

on  a  chip  would  grow  exponentially 

with  each  passing  year. 

At  the  time,  even  Gordon  never 

imagined  it  might  still  be  true  today. 

But  Intel  has  developed  new 

technologies  that  will  allow  us  to 

squeeze  one  billion  transistors  on  a 

chip  (a  far  cry  from  the  2,300 

on  our  first  processor). 

Gordon  Moore  sketched  out  the  amazing  pace  of  silicon  technology  development  in  1965.  His  "law"  remains  valid  today. 
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This  wafer  represents  Moore's  Law  at  work.  The  Intel*  Itanium"  2  processors  he 
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This  isn't  science  for  sbienue  5>  5»ciivc 

It's  science  for  your 
company's  sake.  Because  as  we  work 

to  fulfill  Moore's  Law,  year 

after  year,  companies  everywhere  can 

do  more  at  lower  cost. 

And  that's  not  just  a  good  law. 

It's  very  good  business. 


"^Sophisticated  tools  perform 
tests  to  ensure  the 
highest-quality  processor. 
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Processor  pioduction,  constantly 

monitored  by  smart 

machines  and  smart  people. 
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cycle  times.  Think  lower  overall  cost.  That's  what  happens  when 
you  think  creatively.  Visit  menloworldwide.com  to  find  out  more. 
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Mac  OS. 

Palm. 

Yes,  we  can 

all  get  along. 


{Platform  Compatibility} 

Easily  and  reliably  exchange,  open  and  print  documents, 

presentations  and  proposals  created  on  any  platform,  in  any  program.  Really. 

Adobe  Acrobat.  Create  an  Adobe  PDF  and  do  more  with  your  documents. 
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i  a  completely  different  kind  of  opportunity  was  born. 


Once  upon  a  time  not 
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of  SS.P  MidCap  400  stocks, 
just  like  a  tradflional  index 
fund.  But  you  buy  and  sell 
MidCap  Spiders  like  a 
stock.  In  fact,  you  can  trade 
them  all  day  long.  So,  ft's 
the  best  of  both  worlds — 
made  even  better  by  low 
management  fees. 

MidCap  Spiders  are 
one  of  more  than  lOO 
exchange  traded  funds  listed 
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Exchange.  Ask  your  advisor 
about  MidCap  Spiders. 
It's  an  investing  idea  that's 
anything  but  ftsy-bilsy. 
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mance grades.  Our  fund  downloads  are  free  and  they  run  on  PDAs  using  either  the  Palm  or 
Windows  Pocket  PC  operating  system. 

For  all  of  the  above,  plus  access  to  our  current  mutual  fund  articles,  an  extensive 
archive  of  our  fund  articles  and  more,  follow  the  link  on  the  bottom  of  this  page  or  go  to 
Forbes.com/fundsurvey. 

America's  Best-Dressed  Billionaires 

Davide  Dukcevich 

Having  a  billion  dollars  in  the  bank  doesn't  necessarily  mean  that  you  dress  like  it 

(Mark  Cuban,  are  you  listening?).  But  for  every  technology  tycoon  dressed  by  the  Gap 

in  blue  oxford  shirts  and  rumpled  khakis  there  are 

plenty  of  other  moguls  who  combine  money  and 

power  with  style.  To  help  us  sort  the  fashionable 

from  the  fashion  disasters  we  asked  Simon  Doonan, 

the  creative  director  of  the  upscale  clothing  store 

Barneys  New  York  to  sift  through  dozens  of  photos 

of  Forbes  400  members. 

The  winner?  New  York  City  real  estate  queen  Leona 
Helmsley.  Says  Doonan:  "She  has  perfected  the  bold, 
brassy,  get-the-hell-out-of-my-way  look."  Visit 
Forbes.com/bestdressed  to  see  all  the  winners,  as  well 
as  a  special  slide  show  on  the  evolution  of  Bill  Gates' 
look  through  the  decade.  Helmsley:  dressed  to  Intimidate. 

•  JrOrbCS       ^°'  ''"'*^ '"  ^"  3'''''^'6S  cited  on  this  page,  visit  us  at  www.forbes.com/contents. 
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DIGITAL 


IMAGER 


:rn 


Your  dedication. 


r 


i^ 


rho  AB.MJ50  IMAG^     -.      ^^    ^  „  Electronics Corp. 


Delivered. 


Industry  Awards 


Buys  for  Business  2002  Editor's  Choice  for  AR-^M5a 
02  Picl<  of  the  Year  for  AR-M350  &  AR-M450. 
002  Best  of  the  Best  for  AR-M350  &  AR-M450. 


Where  technology  and  passion  converge.  Award-winning  employees  need 
an  award-winning  partner  —  one  that  will  get  the  job  done  day  or  night.  Enter 
the  Sharp  IMAGER  series  —  a  full  line  of  multi-functional  digital  copier/printers. 
Relia'ble,  completely  networkable,  and  fast,  from  20-80  pages  per  minute. The 
Digital  IMAGER  Series  from  Sharp.  It  delivers,  so  you  can  too.  sharpusa.com 


be  sharp" 


INDEX   !    Companies 


Each  reference  is  to  the  page  of  the  story  on  which  the  company  first  appears. 


Jl3S. 


AMP,  130 

AOL  Time  Warner,  45,  94 

AT&T,  117 

Abbott  Laboratories,  22 

Accel,  86 

Acorn  Technologies,  66 

Airbus,  63 

AirgatePCS,  114 

Allegiance  Telecom,  158 

Alliance  Capital,  130 

Allied  Capital,  112 

American  CityVista,  48 

American  Express,  86,  128 

Anheuser-Busch,  72 

Apogent,  158 

Apple  Computer,  41 

Ariel  Capital 

Management,  162 
Arrow  Electronics,  63 
Arthur  Andersen,  46 
Arthur  D.  Little,  46 
Aspen  Technologies,  1 1 1 
AstraZeneca,  166 
BMW,  74 
BP,  132 

Bank  of  America,  82 
Harrington  Research,  158 
Beazer  Homes  USA,  63 
Bechtel,  60 
Beckstoffer  Family 

Vineyards,  103 
Berger  Small  Company 

Growth  Fund,  114 
Beringer,  104 
Blockbuster,  63,  81 
Boise  Cascade,  160 
Borders  Group,  160 
Bristol-Myers  Squibb,  30 
Brooks  Brothers,  1 1 1 
Brown  8<  Brown,  112 
C8(D  Technologies,  112 
CCBN.com,  45 
Calpers,  22 

Capital  Management,  130 
Celent  Communications,  82 
Cemex,  112 
Certapay,  80 

Chalone  Wine  Group,  104 
Chrome  Caballeros,  172 
Circuit  City,  86 
Cisco  Systems,  80,  130,  158 
Cisneros  Community 

Ventures,  48 
Citigroup,  80,  130.  132 
Clerical  Medical,  50 
Clipper  Fund,  117 
Clorox,  162 


Corning,  63 

Credit  Lyonnais  Securities,  158 

Credit  Suisse,  160 

Cybex,  89 

DNA  Productions,  45 
DaimlerChrysler,  74 
Danger,  92 

Davies-Black  Publishing,  37 
Dell  Computer,  63,  108 
Delta,  42 

Devon  Energy,  1 1 1 
Directorship  Search 

Group,  128 
Dodge  &  Cox  Stock 

Fund,  117 
Doubleday,  37 
Dow  Chemical,  66,  117 
Dreyfus  funds,  126 
Easton,  88 
Ebay,  46,  80 
Eli  Lilly,  166 
Enron,  42,  46,  110,  162 
Equitable  Life,  50 
Ethan  Allen,  108 
ExxonMobil,  132 
FMl  Focus  Fund,  1 1 1 
FPA  Capital  Fund,  117 
Fannie  Mae,  48 
FedEx,  81 
Ferris  Wheels,  172 
Fidelity  funds,  124,  128, 

132,  134 
Ford  Motor,  66,  74 
Frank  Russell,  1 14 
Franklin  Templeton 

Investments,  128 
Freddie  Mac,  101 


G.H.I 


CM,  74 

Gabelli  Mathers  Fund,  134 
General  Atomics 

Aeronautical  Systems,  52 
General  Electric,  58,  72,  130 
Gintel  funds,  134 
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FlarperCollins,  37 
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Lockheed  Martin,  89 
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Manpower,  82 
Marathon  Oil,  160 
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Martha  Stewart  Living 
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Massachusetts 
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Reinvestment,  101 
Netscape,  68 

Network  Conceptions,  158 
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Nilson  Report,  78 
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Onstar,  74 
Oppenheimer,  128 
Oracle,  41 
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RQ.R 
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Palm,  63,  82,  94 
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Penguin  Books,  30 
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Return  Fund,  134 
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Puerto  Rican  Cement,  1 12 
Putnam  Investments,  128 
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Schering-Plough,  132 
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Science  Applications 

International,  66 
Scottish  Mutual,  50 
Sears,  82 
Sensor  Technology 

Engineering,  52 
Sequoia  Fund,  1 17 
Shared  Medical  Systems,  72 
Siemens,  68 

Simon  Property  Group,  63 
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Smith  Barney  Aggressive 

Growth  Fund,  1 17 
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Southwest  Airlines,  42,  63 

Sprint,  92,  162 

Stag's  Leap  Winery,  104 

Star,  86 

Starwood  Hotels,  58 

Stratton  Monthly  Dividend 

REIT,  132 
Sun  Microsystems,  80 
Symantec,  64 
Symbol  Technologies,  1 14 
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T.  Rowe  Price  funds,  112, 

114,  130 
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Texas  Instruments,  130 
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Third  Avenue  Value 

Fund,  117 
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United  Parcel  Service,  63,  80 
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Univision 
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Volkswagen,  74 

Vanguard  funds,  114,  117,12 

130,  132,  134 
Viacom,  44 
Viisage,  52 
Visa,  78 

Vivendi  Universal,  45,  58 
Wal-Mart,  63,  78 
Walt  Disney,  29,  44 
Wasatch  Core  Growth 

Fund,  117 
WebMD,  68 
Western  Union,  82 
White  &  Case,  86 
Wilson,  88 
WorldCom,  42,  158,  162 
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TOYOTA  HYBRID  SYSTEM 


SULEV 


i^as  the  first  mass-produced  vehicle  to  combine  a  super-efficient  gasoline  engine  with  an  electric  motor  that  never 
ids  to  be  plugged  in.  It  gets  more  than  twice  the  average  mileage  of  conventional  vehicles,  with  up  to  90% 
^er  smog-forming  emissions^  earning  it  a  SULEV  rating.  And  it's  already  won  sixteen  awards  for  environmental 
:eLlence  -  more  than  any  other  vehicle  in  its  class.  The  revolutionary  Toyota  Prius.  The  real  winner  is  the  environment. 


nal  Wildlife  Federation  is  a  registered  trademark  of  the  National  Wildlife  Federation.  'MPG  based  on  2002  EPA  estimates  city/highway 
ge^Xctual  results  may  vary.  Calif  Air  Resources  Board  SULEV-rated.  For  more  information,  please  visit  www.arb ca gov.  'Based  on 
icarbons  and  oxides  of  nitrogen,  compared  to  the  average  car  'i2002  Toyota  Motor  Sales,  USA,  Inc 


PRIUS  I  genius 


Service  requires  Vis; 
Sprint  Spectrum  l.y 


Equipment.  Capabilities  vary  by  niodA Additional  service  fees  apply.  Screens  are  sinnijSd  Copyright  ©2002  * 
•ife&erved.  Sprint,  the  diamond  logo  Wa  PCS  Vision  are  trademarks  of  Sprint  Commui^ttions  Company  L.R  I 


Kathy  sees  the  big  picture. 

Kathy  sees  opportunity. 

But  Kathy  can't  see  up-to-the-minute  information 
when  she  leaves  her  office. 

Kathy  needs  PCS  Vision  from  Sprint. 

The  power  behind  the 

PCS  Clear  Wireless  Workplace." 


Introducing  PCS  Vision!" 

Now  your  employees  can  access  the  real-time  information  they  need  from  their 
company  network,  right  on  select  PCS  Phones  from  Sprint.  They  can  send  and 
receive  email  as  well  as  get  updated  calendars,  contacts  and,  of  course,  clear  calls 
on  our  enhanced  nationwide  PCS  network.  Our  customized  wireless  products 
give  them  everything  they  need  to  be  more  productive  when  they're  away  from 
the  office.  Only  Sprint  built  the  largest  all-digital,  all-PCS  nationwide  network 
with  advanced  multimedia  services  reaching  more  than  230  million  people  for 
clarity  you  can  see  and  hear.  See  the  power  of  PCS  Vision,  and  get  a  special 
limited-time  offer  by  calling  877-723-8777  or  at  sprintpcs.com.  <& 


Messaging 
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Screen  Savers 


Rnqi.- 


Pictures 


Web 


...  -^-,,1 


PCS  Business 
Connection'-" 


^Sprint 


One  Sprint.  Many  Solutions!' 


Voice/Oata 


PCS  Wireless 


Internet  Services 


E-Business  Solutions 


Managed  Services 
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The  Prevalence  of  Fadssoiiiuchi 

changed  at  FORBES  since  Richard  Phalon's  first  stint  here,  wh 
began  exactly  50  years  ago.  On  a  tiny  editorial  staff  of  1 1,  thi 
was  room  for  a  fiill-time  labor  editor.  You  wouldn't  recogniz 
lot  of  the  cornpanies  they  got  so  excited  about  (what  e\ 
became  of  Buffalo  Bolt  &  Nut?).  The  ad  for  AT&T  wireless  (F. 
1,  1955)  scandalously  shows  a  driver  with  only  one  hand  on  i 
wheel — unthinkable  today. 

One  thing  has  not  changed 
a  bit:  Mutual  fund  buyers  have 
irrational  streaks.  Says  Phalon, 
"They  go  for  fad  funds — 
Atomic  Development  back 
then,  Internet  today.  They  pile 
in  at  the  top.  They  don't  pay 
enough  attention  to  fees." 

Seeing  a  potential  for  the 
industry  despite  its  tiny  asset 
base  and  somewhat  disrep- 
utable image,  FORBES  put  a 
spotlight  on  funds.  In  1954, 
long  before  there  was  a  Lipper  or ; 
Morningstar,  the  magazine  pub- 
lished its  first  performance  ranking 
That  blossomed  two  years  later  into 
a  much  larger  annual  scorecard  that 
highlights  fees  alongside  perfor 
mance.  This  year's  report  begins  on  page  110. 

In  1961  the  newly  appointed  editor,  James  W.  Michael 
adopted  a  rating  system  in  which  funds  were  scored  separate!)'  i 
bull  markets  and  bear  ones.  With  small  modifications,  the  softwai 
written  by  our  Statistics  Department  uses  those  same  formuh 
today.  If  you  focus  on  the  raw  performance  numbers  advertise 
(at  least  in  buU  markets)  by  fund  vendors,  you  may  delude  youi 
self  into  thinking  that  this  is  what  you  can  expect  in  future  year 
Look,  instead,  at  our  up-  and  down-market  grades,  and  you  ha\ 
to  confront  the  fact  that  a  bull  market  doesn't  last  forever  and  th; 
you  may  not  have  the  stamina  to  survive  a  bear  one. 

The  market's  ups  and  downs  may  be  unpredictable,  yet  thei 
is  a  powerful  tendency  for  funds  that  do  relatively  well  in  bu 
markets  and  badly  in  bear  ones  (or  conversely)  to  continue  t 
behave  that  way.  Two  years  ago  we  gave  25  funds  an  A-l-  for  bea 
market  performance  and  25  an  F.  In  the  bear  market  since  the 
the  first  group  has  averaged  a  2%  annual  loss,  the  second  grou' 
a  35%  annual  loss. 

Dick  Phalon  left  FORBES  for  a  newspaper  career  [Herald  Tri 
bune.  New  York  Times)  but  we  got  him  back  as  a  contributin 
editor  in  1980  and  a  book  author  last  year  (FORBES:  Creates 
Investing  Stories).  Read  his  cautionary  tale  on  page  130  abou 
investors  who  get  in  at  the  top  and  sell  at  the  bottom.  You  ma; 
spare  yourself  ftom  succumbing  to  the  next  fad. 


t/*'  ^^^"^^  EDITOR 


20 


FORBES^   September  16,  2002 


It's  all  in  the  approach. 

A  disciplined  approach  allows  you  to  do  what  others  can't. 
At  AEP,  discipline  guides  everything  we  do.  Our  long-standing 
commitment  to  risk  management  ensures  we  have  the  right 
internal  checks  and  balances.  And  we  use  our  top-notch 
financial  and  analytical  skills  wisely  to  deliver  value  across 
our  broad  range  of  businesses.  For  the  energy  leader  with 
the  discipline  to  perform  in  a  dynamic  market,  look  to  AEP. 


|£P  is  a  proud  sponsor  of  Cirque  du  Soleil®  2002  North  American  Tours 
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READERS  SAY 


Household  Goods 

"Home  Wrecker"  (Sept.  2,  p.  62)  disre- 
garded facts  and  instead  crafted  an  inac- 
curate portrayal  of  William  Aldinger's 
Household  International  and  its  con- 
sumer lending  business.  While  one  com- 
plaint is  one  too  many,  you  neglected  to 
mention  that  99.99%  of  our  consumer- 
lending  customers  do  not  have  a  com- 
plaint regarding  their  loan.  FORBES 
neglected  to  say  that  our  branches 
undergo  three  quality  assurance  audits  a 
year  and  that  more  than  56,000  customer 
audit  calls  are  made  to  ensure  we  meet 
the  highest  standards  of  responsible 
lending.  FORBES  did  not  give  any  credit  to  our  industry-leading  disclosures, 
such  as  our  one-page,  simple-language  loan  summary — in  which  customers 
are  clearly  communicated  with  about  the  terms  of  their  contracts.  We  regret 
that  FORBES  didn't  find  these  facts  relevant.  But  at  Household,  our  satisfied 
customers  know  the  difference. 

THOMAS  M.  DETELICH 
Group  Executive, 

Household  Finance  Corp. 
Prospect  Heights,  III. 


Discriminatory  Practices 

"Removing  the  Scarlet  A"  (Aug.  19,  p.  78) 
gets  it  wrong  on  the  cause  and  effect  of 
age  discrimination  laws.  I  am  David 
Jelinek's  lawyer.  The  jury  did  not  award 
Jelinek  $25.7  million  because  he  refused  a 
transfer  to  Gary,  Ind.  and  quit  his  job. 
Jelinek's  award  was  because  he  was  a  31- 
year  employee  and  was  the  oldest  of  the 
eight  district  managers  whose  jobs  were 
eliminated.  Jelinek  was  the  only  one  to  be 
demoted  and  transferred  to  another  city. 
The  two  youngest  managers  (ages  28  and 
34)  were  actually  promoted. 

It  is  the  lack  of  teeth  in  age  discrimi- 
nation laws  that  makes  employers 
ignore  them.  The  jury  punished  the 
employer,  Abbott  Laboratories,  to  the 
tune  of  13  hours'  worth  of  its  $16  billion 
in  annual  sales.  Maybe  the  Ohio  courts 
will  get  it  right  and  affirm  this  award  on 
appeal  for  its  deterrent  effect.  Ohio 
courts  have  yet  to  affirm  an  age  discrim- 
ination award  over  $1  million,  and 
employers  in  Ohio  know  it. 

RUSSELL  A.  KELM 
Columbus,  Ohio 


Tlie  Law  of  Averages 

"Told  Ya  So"  (Sept  2,  p.  122)  states  th; 
the  Cassandras  who  derided  overprice 
stocks  have  been  vindicated.  Wit 
respect  to  James  Grant,  his  Grant 
Interest  Rate  Observer  has  been  bearis 
for  the  past  two  decades,  due  to  specula 
tive  excess.  To  say  that  he  has  been  vin 
dicated  by  the  past  two  years'  selloff  i 
the  stock  market  brings  to  mind  the  oL 
saying  about  broken  clocks  being  righ 
at  least  two  times  a  day. 

DANIEL  E.  O'NEIL  II 
Chicago,  II 

Banking  Business 

"What,  Me  Worry?"  (Sept.  2,  p.  44 
implies  that  there  is  something  wron[ 
or  unethical  about  banks  syndicatin] 
loans  to  spread  their  risk.  You  say  tha 
making  bad  loans  "can  be  a  good  busi 
ness — as  long  as  you  can  find  sucker 
you  can  fob  them  off  on."  These  poo: 
suckers  include  Calpers,  the  largest  pen 
sion  fund  and  one  of  the  largest  asse 
managers  in  the  world.  They  have  hug< 
resources  and  very  highly  paid  expert; 
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ast  flu  season,  ITT  Industries 
touched  45,000,000  lives. 
With  hardly  a  peep. 


F;  AV6  SERVICES 

JIC  COMPONEN-TS 


Dispensing  everything  from  flu 
vaccine  to  cancer  medication, 
engineered  solutions  from  Pure-Flo 
handle  vast  quantities  of  serum. 
They  fill  vial  upon  vial  with 
unflagging  precision  and  utter  lack 
of  drama. 

ITT  believes  technology  should  be 
invisible.  You  get  medicine,  and  relief 
follows.  We  perfect  the  how;  you 
focus  on  the  how  soon. 

That's  the  way  life  should  work. 


ITT  Industries 

Engineered  for  life 


www.itt.com 
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READERS  SAY 


who  are  supposed  to  do  their  due  c 
gence  before  they  commit  fitods  to 
investment,  including  a  piece  of  a  loai 
any  company. 

LARRY  WALK 
Pacific  Grove,  Cc 

Crime  and  Punishment 

"The  Informer"  (Sept.  2,  p.  56)  wron 
linked  both  Ivan  Boesky  and  Mich 
Milken  to  "insider  trading."  Wh 
Boesky  was  guilty  of  insider  tradii 
Milken  was  not.  Milken  admitted  cc 
duct  that  resulted  in  five  securities/ 
porting  violations  over  his  20-year  W 
Street  career — a  career  that  significan 
expanded  job  creation  and  access  to  ca 
ital  in  America.  Unlike  insider  tradii 
such  conduct  had  never  before  and  h 
not  since  been  subject  to  crimir 
prosecution. 

GEOFFREY  MOO! 

Office  of  Michael  Milk 

Los  Angeles,  Cat 

Passing  the  Buci( 

"Bye-Bye,  American  Car"  (May  27,  p.  7\ 
says  we  have  been  outengineered  I 
Japanese  and  Europeans.  I  believe  we' 
been  outmanaged.  We  have  a  fine  popul 
tion  of  engineers.  American  manage 
wrote  the  book  on  excuses,  and  noj 
they're  blaming  their  engineers  for  thf 
failures. 

ROB  DELF0S5 
Livermore,  Cat. 

Miscalculations 

"Doesn't  Do  Windows"  (Sept.  2,  p.  191 
stated  that  a  Microtel  personal  comput( 
loaded  with  the  Lindows  operating  systei 
included  "a  puny  10-megabyte  har 
drive."  We  should  have  described  th 
equipment  as  a  10-gigabyte  hard  drive. ", 
Tilt  to  Simplicity"  (Aug.  12,  p.  74)  shoul 
have  stated  that  last  year  TCP  Financi;  i 
earned  $1.84  per  $100  of  assets  compare  \ 
with  $1.58  for  the  nation's  50  top-pei 
forming  banks.  We  reported  that  TC 
earned  $  1 .84  for  every  $  1  of  assets. 


Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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To  succeei 
in  businesi 
today, 
you  need 
to  networi 


An  HP  Multifunction  Printer  has 
the  social  skills  to  work  with  other 
machines.  But  networkability  is 
just  part  of  an  MFP's  skillset.  It 
can  also  copy,  print,  color  scan 
and  fax.  That  means  you  can 
replace  up  to  four  machines  with 
one  MFP.  If  you  have  an  Internet 
connection,  you  can  even  scan 
documents  and  e-mail  them  in 
one  step.  Our  MFPs  also  come 
with  the  reliability  and  support 
you  expect  from  HP.  To  find  out 
more,  call  888-355-9836  and 
mention  source  code  12142  or  visit 
v\fww.hp.com/go/mfp99.  A  copier 
isn't  as  well  equipped  to  make  it 
in  today's  business  environment. 


hp  LaserJet  9000  mfp 
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NO  ONE  ELSE  ON  EARTH  HAS  THIS  MANY 
WAYS  TO  HELP  YOU  MANAGE  YOUR  RISKS. 


All  forms  of  property/casualty  insurance  for 

companies  of  all  sizes 

Life,  accident  and  health  insurance 

Retirement  savings  products,  including  fixed  and 

variable  annuities 

Auto  insurance  and  other  personal  insurance  products 

Commercial  auto  insurance 

Mergers  and  acquisitions  insurance  services 

Reinsurance  and  retrocessional  coverages 

Internet  security  and  cyber-risk  insurance 

Political  risk  and  trade  credit  insurance 

Economic  and  political  assessment  advisory  services 

Captive  management  services 

Claim  management  and  cost  containment  services 


Loss  control  and  engineering  services 

Emergency  evacuation  and  security  services 

Mutual  funds  and  investment  advisory  services 

Third-party  asset  management 

Direct  equity  investment  funds 

Infrastructure  finance  in  emerging  markets 

Global  employee  benefits  and  pension  management 

Consumer  finance 

Premium  financing 

Interest  rate,  currency,  equity,  and  credit  derivative 

transactions 

Trading  and  market  making  in  foreign  exchange, 

precious  and  base  metals,  and  commodity  indices 

Aircraft  leasing  for  airlines 


With  over  80  years  of  international  experience,  only  Triple-A-rated  AIG  has  more  ways  to  help  manage  risk  and 
more  financial  solutions  than  any  other  organization  on  earth.  And  our  list  of  ways  to  manage  risks  continues  to  grow, 
so  you're  better  able  to  take  the  risks  needed  to  succeed  in  your  business  and  in  your  personal  life.  For  more 
information  about  insurance  and  financial  services  provided  by  our  member  companies,  visit  our  website  at  www.aig.com. 


THE  GREATEST  RISK  IS  NOT  TAKING  ONE! 


AIG 


INSURANCE.  FINANCIAL  SERVICES  AND  THE  FREEDOM  TO  DARE. 


insurance  and  services  provided  by  members  of  American  International  Group.  Inc..  70  Pine  Street,  Dept,  A,  New  York.  NY  10270 


■ACT  AND  COMMENT 

Jy  Steve  Forbes,  editor-in-Chief 

With  all  thy  getting  get  understanding" 


Eliminating  This  Evil 


6  WE  MOLUNFLTLLY  MARK  THE  ANNIXTRSARY  OF  SEPT.  1 1,  PRES- 
dent  Bush  is  in  the  throes  of  making  the  most  fateful  decision 
0  tar  in  the  war  against  terrorism:  what  to  do  about  Iraq.  The 
•lunt  truth  is  that  to  win  this  war,  we  must  remove  Saddam 
iussein.  The  case  for  doing  so  is  compelling,  despite  opposition. 

Saddam  still  has  ambitions  to  dominate  the  Middle  East  and 
0  harm  our  interests  there  and  elsewhere.  To  pursue  those  ambi- 
ions,  this  tyrant  has  been  quite  willing  to  starve  his  people;  199rs 
jost-Gulf-war  oil  embargo  would  have  been  lifted  long  ago  had 
iaddam  lived  up  to  the  agreement  he 
igned  when  he  was  defeated.  Instead,  he 
)la\ed  games  with  U.N.  weapons  inspec- 
ors,  hobbling  their  work  at  every  turn, 
^ur  years  ago  he  threw  them  out,  uni- 
aterally  stopping  the  process.  Despite  the 
iifficulty  of  access,  inspectors  had  uncov- 
'red  tons  of  deadly  chemicals,  among 
hem  mustard  gas.  High-level  Iraqi 
lefectors  testify  that  Saddam's  efforts  to 
)roduce  weapons  of  mass  destruction, 
Deluding  nukes,  has  been  ongoing. 

The  Butcher  of  Baghdad  has  repeat- 
xUy  demonstrated  a  ruthlessness  worthy  of  a  Hitler  or  Stalin, 
ncluding  gassing  tens  of  thousands  of  his  ov/n  citizens.  He  attacked 
ran  in  1980,  triggering  an  eight-year  war  that  took  the  lives  of  some 
.  million  people.  Not  long  after  that  ghastly  conflict  Saddam  seized 
Cuwait.  In  1996  he  raided  the  supposed  sanctuary  of  the  Kurds  in 
lorthern  Iraq.  He  supports  terrorists  and  terrorism.  One  of  his 
)loys  is  paying  bounties  to  families  of  Palestinian  suicide  bombers. 

Opponents  of  preemptive  action  say  we  should  try  contain- 
ng  Iraq.  But,  as  he  develops  his  lethal  chemical  and  biological 
vea^ons,  Saddam  will  certainly  employ  them  to  advance  his 


After  Iraq  we  must  deal  with  other  axis-of-evil 
strongmen,  Ayatollah  Ali  Khamenei  of  Iran  and 
Kim  Jong  II  of  North  Korea. 


dreams  of  blood,  power  and  conquest. 

We  should  not  be  deterred  by  European  opposition.  Our  allies 
can  be  lethally  obtuse.  In  the  early  1990s  they  told  us  they  could 
solve  the  Balkan  conflicts  resulting  fi"om  the  breakup  of  Yugoslavia. 
They  were  utterly  ineffective.  After  several  hundred  thousand 
unnecessary  deaths,  we  became  directly  involved,  and  the  conflict 
in  Bosnia  was  halted.  Ditto  Kosovo.  Nor  did  one  particularly  vocal 
critic,  France,  cover  itself  in  glory  when  it  stood  aside  in  1994  and 
did  nothing  to  stop  the  horrific  genocide  in  Rwanda —  some 
800,000  Tutsis  were  literally  hacked  to 
death  over  the  course  of  four  months. 

Other  opponents  of  direct  action  say 
Saddam's  overthrow  would  destabilize 
the  region.  How  in  the  world  does  Sad- 
dam's murderous  behavior  against  his 
own  people  and  his  neighbors  qualify  as 
stability?  (When  Saddam  goes,  we  should 
follow  FORBES  columnist  Paul  John- 
son's advice  and  try  to  bring  back  the 
Hashemite  monarchy  that  was  bloodily 
ousted  in  Iraq  in  1958.  The  Hashemite 
branch  ruling  Jordan  has  done  so  wisely 
and  well.)  Still  others  say  that  a  desperate  Saddam  might  use  his 
biological  and  chemical  weapons.  But  that  fear  underscores  the 
point:  As  Saddam's  deadly  arsenal  grows  in  volume  and  effective- 
ness, his  ability  to  intimidate  and  harm  others  only  grows  worse. 
It  is  true  that  North  Korea  and  Iran  maybe  even  more  danger- 
ous perpetrators  of  terrorism  and  producers  of  weapons  of  mass 
destruction.  But  let's  start  with  Saddam.  Our  success  in  removing 
him  may  well  encourage  internal  forces  in  Iran  to  overthrow 
that  country's  hated  clerical  dictatorship.  And  it  may  bring  a 
badly  needed  sense  of  reaKty  to  elements  of  North  Korea's  regime. 


Dividend  for  Honesty,  Economy  and  Investors 


VS  PART  OF  A  STRONG  TAX  CUT  PACKAGE  THAT  WOULD  INCLUDE 
lalving  the  capital  gains  levy,  the  Bush  Administration  should 
:all  for  allowing  companies  to  treat  dividends  as  an  expense,  just 
IS  they  now  treat  interest  payments  on  debt. 

Because  interest  charges  are  deductible,  while  dividends  are  not, 
he  current  tax  code  is  strongly  biased  toward  debt  Interest  payouts 
ire  taxed  only  once  (if  then),  when  received  by  the  recipient.  In 
X)ntrast,  businesses  pay  taxes  on  their  profits,  but  then  shareholders 
lave  to  pay  income  taxes  on  those  same  profits  when  they  are  dis- 
ributed  to  them.  Why  not  level  the  playing  field  by  making  both 
lividends  and  interest  payments  one-time  taxable  events? 

The  tax  code's  bias  toward  debt  is  one  reason  we  have  such  a 


large,  vibrant  junk  bond  market.  These  instruments  are  a  form 
of  quasi-equity  constructed  to  get  fairer  tax  treatment. 

This  bias  is  also  a  rich  source  of  IRS  legal  wrangling:  What  is 
equity  and  what  is  debt?  A  few  years  ago,  for  example,  tax  col- 
lectors jumped  on  companies  such  as  Disney  for  selling  100-year 
bonds.  The  IRS  contended  that  the  interest  should  not  be 
deductible  because  the  bonds'  long  maturity  made  them  a  form 
of  equity.  (Despite  the  furor,  there  are  no  maturity  limitations.) 

Another  benefit  of  treating  dividends  and  interest  equally 
would  be  better  corporate  accountability.  Managers  of  estab- 
lished companies  would  be  under  strong  pressure  to  pay  out 
most  of  their  profits  to  shareholders.  Investors  could  more 
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readily  discern  a  critical  element  of  a  company's  health — cash 
flow.  Executives  would  be  less  tempted  to  play  accounting  games 
with  the  bottom  line.  Because  profits  would  be  paid  out  rather 
than  retained,  management  would  have  to  resort  to  the  capital 


markets  or  existing  shareholders  to  raise  money  for  capi 
spending  and  investments.  This  process,  too,  would  incre; 
accountability — managers  would  frequently  have  to  convii 
shareholders  that  they  were  on  the  right  track. 


Snake  Oil  Agency 


THE  FOOD  &  DRUG  ADMINISTRATION  IS  PAT- 
ting  itself  on  the  back  for  approving  a  cancer  drug 
after  a  record  review  time  of  only  seven  weeks. 
The  medication  is  for  near-death  colorectal  can- 
cer patients.  The  fast  move — ignore  the  fact  that 
this  drug  is  already  used  in  55  other  countries — 
raises  the  question  why  this  hidebound  bureau- 
cracy can't  be  as  quick  in  giving  the  green  light 
to  other  drugs  used  to  fight  fatal  diseases. 

The  FDA  insists  on  time-consuming  trials 
that  pit  a  new  medicine  against  a  placebo.  For 
terminally  ill  patients  this  is  ghoulish  and 
unnecessary.  Let  informed  patients  who  so 
choose  try  the  new  drug  and  see  how  effective  it  really  is. 

The  agency  has  a  supposedly  fast-track  process  for  new  med- 
ications that  might  help  critically  lU  patients.  The  reality  is  quite 
different:  To  the  FDA,  "fast"  is  usually  several  months  or  more. 

Take  the  controversy  over  ImClone  Systems'  colorectal  cancer 
drug,  Erbitux.  Put  aside  the  question  of  illegal  stock  trading  that  is 
now  enmeshing  Martha  Stewart;  that's  a  separate  issue.'  What's 


FDA  delay  of  life-saving  drug  is 
bigger  scandal  than  Martha  (with 
ImClone  figure  Sam  Waksal). 


relevant  here  is  that  Erbitux  apparendy  help 
a  number  of  patients  who  have  this  lethal  ca 
cer.  The  FDA,  however,  did  not  like  the  w 
hnClone  ran  its  clinical  trial,  so,  in  effect,  it  t( 
the  company  to  start  over.  Patients  will  n( 
have  to  wait  months  before  they  can  use 
drug.  This  is  manslaughter  by  bureaucracy. 
Erbitux  may  actually  be  more  effective ; 
"fi-ontHne"  drug  in  fighting  cancerous  tumc 
in  the  early  stages  of  the  disease  than  it  has  be 
as  a  "last-ditch"  drug,  used  to  shrink  tumors 
the  later  stages,  after  traditional  chemotheraj 
treatments  have  failed.  But  doctors  may  not  i 
able  to  use  it  as  a  frontline  weapon  until  new,  more  elaborate  cli 
ical  trials  are  conducted,  during  which  a  "control  group"  of  nee 
death  patients  will  be  administered  a  placebo — and  allowed  to  d 
The  FDA  clings  to  old  methodologies  and  approaches  at 
time  of  extraordinary  potential  breakthroughs.  It's  a  leth 
obstruction  to  progress. 

'Disclosure:  I  own  shares  in  Bristol-Myers,  which,  in  turn,  has  an  investment  in  ImCioi 


Re-Energized  Giant 


Toshiba:  Defining  a  New  Tomorrow — ^by  Robert  L.  Cutts  (Pen 
Books  Ltd.,  80  Strand,  London  WC2R  ORL,  England,  £16. 
Timely  examination  of  giant  Toshiba.  This  General  Electric 
behemoth — $50  bUlion  in  sales,  with  188,000  employ- 
ees worldwide — is  restructuring  itself  to  survive  and 
thrive  in  an  increasingly  competitive  global  economy. 
Even  in  the  best  of  circumstances  it  would  be  no  easy 
task  to  chart  new  courses  and  change  traditional  habits 
in  a  company  of  this  size  and  complexity.  It  is  even 
more  difficult  in  today's  cutthroat  environment.  This 
book  makes  it  clear  that  the  company  is  committed  to 
fundamental  change  while  preserving  the  spirit  and 


gum      ethos  that  has  made  it  such  a  success  for  more  than  a  century. 
99 ) .  With  its  immense  assets,  its  tradition  of  innovation  and  its  foci 

-like  on  cultivating  capable  people,  Toshiba  should  emerge  firom  tl 
current  storm  stronger  than  ever.  Fortunately  top  execi 
tives  fully  recognize  the  enormity  of  the  task  at  hand. 
Excerpt:  Globalization  has  ripped  the  sails  of  many  i 
Japan's  proud  export  manufacturers.  Toshiba  [is] 
company  saying  farewell  to  whatever  safe  harbor  "fapai 
Inc. "  once  afforded.  [It  is]  a  world  heavyweight  chatr. 
pion  halfway  through  the  fight,  stung  by  many  swift  an 
hard  blows  but  rising  and  ready  for  the  bell  and  bouts  t 
come.  Confident  of  winning  by  technological  knockout 


TOSHIBA 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Boughalem- 14  Bedford  St.  (Tel.:  414-4764).  Smart  and  sassy 
Village  storefront  restaurant  offering  terrific  bistro  classics  and 
some  innovative  takes  on  American  fare.  Small  space,  hip  scene. 

•  Cal'$-55  West  21st  St.  (TeL:  929-0740).  Roomy  handsome 
space.  The  food  here  is  delicious.  For  appetizers  try  the  grilled 
shrimp  with  spinach  and  prosciutto  salad  in  lemon  pesto  or 
the  seared  tuna  carpaccio  with  shaved  Parmesan.  For  a  main 
course  try  the  classic  steak  frites  or  succulent  grilled  sea  bass 


with  fresh  lemon  pepper  linguine  and  a  sweet  corn  fricassee. 
•  Dias-103  West  77th  St.  (Tel.:  721-6603).  This  could  be  a 
pleasant  Greek  hideaway,  but  as  it  is  now,  it's  amateur  hour. 
We  arrived  to  "We  have  no  white  wine;  the  distributor  is 
closed  for  two  weeks."  There  was  also  no  beet  salad,  no  egg- 
plant salad,  no  spinach  pie  and  no  grape  leaves.  The  "clay  pot" 
specials  are  not  served  in  clay  pots,  the  calamari  is  overcooked 
and  rubbery  and  the  service  is  out  of  the  Three  Stooges.       F 
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DiQiiAWf /reworks 


r  n400. 


Oooooh...ahhh. 


Now  you  can  view  the  fireworks  wherever  you  are  with  the 
Samsung  n400.  And  with  PCS  Vision""  from  Sprint,  you  get  claritj 
you  can  see  and  hear  Check  your  email,  play  games  and  access 
the  Web  in  full-color. 

Phone  features  include: 

•  PCS  Full-Color  Screen  with  animated  icons 

•  Bu:  i-in  speak'irphone 

•  Pol /phonic  ringers 

r;  le  Samsung  n4no,  a  visual  celebration.  Call  1 .800.SAMSUNG 
or  visit  wv/w.sar  ;sungus3. com/wireless  for  more  information  on 

oroducts  and  a'  -essones 

SAMSUNG  DiGiTo// 


igitAllwhere? 


peciai 


tarted  Offer:  3  months  free. 


Receive  at  least  2MB  a  month  of  PCS  Vision  "free  for  your  first  three  months  when  you  choose 
any  PCS  Free  &  Clear  Piein  with  Vision,  wifh  a  one-year  PCS  Advantage  Agreement. 

;n  shots  are  simulated.  3-Month  PCS  Vision  Trial  Offer:  Requires  activation  oh  a  PCS  Free  8  Clear  Plan  with  Vision  no  later  than  1 1/03/02.  To  cancel  PCS  Vision  services  after  3-month  trial, 
I'-t  Sprint  prior  to  invoice  end  date  of  third  invoice;  olherwisp^  plan  remains  in  effect  for  term  balance  and  vKill  be  invoiced  at  the  non-discounted  monthly  rate.  Service  Plan:  Subject  to 
t-  $150  Early  Termination  lee  and  non-refundable  $34.99  phone  activation  fee  applies.  Depending  on  credit:  a  $125  deposit  and  customer  service  charges  may  apply.  Offers  subject  to 
ge  without  notice.  May  not  be  combinable  with  other  offersi  Restrictions  apply.  See  stores  for  details.  Copyright  ©2002  Sprint  Spectrum  L.P.  All  rights  reserved.  Sprint,  the  diamond 
and  PCS  Vision  are  trademarks  of  Sprint  Communication^C;(irnpany  LP  ©  2002  Samsung  Telecommunications  America,  Inc. 
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mm  Siebel  SyslOTS  Inc.  All  rights  reserved.  Siebel  ond  iheliinwww  wiwuMIIUlU  1)1  JIIIWI  ifMa.  'nc,  end  may  be 
legislered  m  certain  luriSdidiOns.  Other  produH,(iomes.  designolions  and  logos  may  be  the  Irodemarks  of  their  respective  owners. 
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Jur  average 

evenue  per  customer 

las  increased 


-Pierre  Danon,  CEO,  BT  Retail 


Pierre  Danon  knows 
the  importance  of 
time.  His  21  million 
customers  expect 
a  quick  response.  By 
using  Siebel  CRM 
software  to  streamline 
BT's  Homemover 
program,  call-handler 
satisfaction  rose 
34%.  Customer 
satisfaction  reached 
86%.  Revenues 
per  customer  rose 
20%.  And  in  just 
one  12-week  period, 
5,000  new  accounts 
were  identified. 
Timely  improvements 
even  the  busiest 
CEO  can  appreciate. 


Good  service 
is  good  business. 

To  learn  more,  call  1-800-307-2181 
or  visit  siebel.com/casestudies. 


OTHER  COMMENTS 


The  only  place  where  success  comes  before  work  is  a  dictionary. 

— VIDAL  SASSOON,  quoting  one  of  his  teachers 


To  Iraq^  or  not  to  Iraq?  Great  strategic  endeavors— 
notably,  victory  in  World  War  II  and  resisting  and  defeating 
Soviet  communism — held  immense  risks  and  grave  uncertain- 
ties. Would  Hitler  get  the  atomic  bomb  before  we  did?  Would 
the  D-Day  invasion  fail?  Would  the  Soviet  Union  collapse  with  a 
whimper  rather  than  an  apocalyptic  bang?  At  the  time,  we  could 
not  be  sure.  Providentially,  we  found  leaders  who  were  able  to 
appreciate  that  there  were  risks  either  way.  Far  from  being  para- 
lyzed by  the  prospective  danger,  they  chose  to  minimize  it  by 
acting  assertively.  While  hindsight  tells  us  that  was,  of  course,  the 
right  thing  to  do  it  was  no  more,  or  less,  clear  at  the  time  than  is 
the  present  need  to  move  with  all  deliberate  speed  to  remove 
Saddam  Hussein  from  power. 

— Center  for  Security  Policy 

1  ax  1  angle  some  aspects  of  multiple  taxation  are  widely 
recognized,  but  others  aren't.  Everyone  knows  about  the  "dou- 
ble taxation"  of  corporate  income:  first  when  it's  earned  and 
then  when  it's  paid  out  as  dividends.  But  not  everyone  realizes 
that  capital  gains  are  always  caused  by  expectations  of  future 
income.  That  means  the  capital-gains  tax  amounts  to  a  third  tax 
on  income  that's  already  slated  to  be  taxed  twice.  Taxing  both 
dividends  and  capital  gains  is  like  fining  drivers  for  speeding  and 
then  fining  them  again  for  having  a  high  speedometer  reading. 
—STEVEN  E.  LANDSBURG,  professor  of  economics, 
University  of  Rochester,  Wall  Street  Journal 

Better  Learning  for  All  Politicians  who  professed 
support  for  school  choice,  but  claimed  that  it  was  barred  by  the 
U.S.  Constitution,  don't  have  that  excuse  anymore.  Government 
schools  that  do  a  second-rate  job,  and  want  at  all  costs  to  avoid 


1-^ ) 

'Tom  really  think  this  will  work?" 


competition,  need  to  get  their  act  together,  and  fast.  They  v 
[now]  be  subject  to  political  scrutiny  like  never  before.  Alrea^ 
defenders  of  the  status  quo  are  screaming  that  the  Supreme  Com 
initiative  threatens  public  education  as  we  know  it.  What  nonsen 
If  the  status  quo  were  so  great,  the  Cleveland  program  never  woi 
have  been  enacted,  much  less  have  become  so  popular.  The  revol 
tionary  step  of  approving  vouchers  for  private  and  religio 
schools  was  unavoidable,  simply  because  the  education  establis 
ment  has  become  so  complacent,  and  so  mediocre,  knowing  tl 
parents  didn't  have  another  option.  Now  parents  do,  and  t 
court's  decision  will  lead  to  an  evolution  of  our  education  syste 
toward  greater  freedom,  more  flexibility  and  better  learning  for  i 
—GEORGE  PIELER,  director.  Institute  for  PoUcy  Innovati( 
Center  for  Education  Freedom,  The  Plain  Dealer  (Clevelan 

1  Otlgn  Job  On  Sept.  11,  it  became  terribly  clear  how  unpr 
pared  flight  attendants  were  to  handle  a  suicidal  terrorist.  TI 
annual  terrorism  training  we  received  prior  to  the  attacks  su 
denly  seemed  laughable.  There  were  never  any  terrorism  expei 
at  these  FAA-approved  sessions,  no  updates  on  current  threats,  i 
mention  of  specific  terrorist  groups.  Instead,  peppy  instructors  1 
us  through  fill-in-the-blank  games  on  how  to  handle  a  hijackii 
and  gave  us  tips  like  "put  away  the  alcohol"  and  "ask  the  hijack 
what  he  wants."  We  were  also  reminded  of  the  code  word  f( 
"hijacking  in  progress"  that  we  should  give  the  pilot  so  he  coa 
alert  air- traffic  control.  The  code  word  never  changed  in  14  yeai 
I've  always  been  expected  to  know  safety  skills  like  CPR  an 
open-water  survival,  but  my  favorite  part  of  the  job  was  makir 
the  flight  enjoyable  for  the  passengers.  Now  that  I'U  be  workir 
with  armed  marshals  on  the  aircraft  and  steel  bars  on  the  cocl 
pit,  style  and  grace  seem  like  antiquated  concepts. 

— CLAUDETTE  BRADISH,  Newswet 

feneration  Cjap  We  are  raising  a  generation  of  youn 
people  who  are  historically  illiterate  to  a  large  degree.  Everything  v\ 
have — our  institutions,  our  material  advantages,  our  laws,  our  fre< 
dom,  not  to  say  our  poetry,  and  our  music,  and  our  architecture- 
all  comes  to  us  from  people  who  went  before  us.  And  to  not  kno^  i 
anything  about  them,  to  be  indifferent  to  them,  which  is  even  wors 
than  being  ignorant,  to  be  indifferent  is  really  like  mass  ingratitud* 
—DAVID  MCCULLOUGH,  interviewed  by  Roger  Mud ! 
in  AmericanHeritage  Great  Minds  ofHistor 

Word  (jranie  when  a  diplomat  says  yes,  he  means  perhap; 
When  he  says  perhaps  he  means  no.  When  he  says  no,  he  is  no 
a  diplomat.  When  a  lady  says  no,  she  means  perhaps.  When  sh 
says  perhaps,  she  means  yes.  But  when  she  says  yes,  she  is  no  lad^ 

—LORD  DENNING     I 
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[  Can  your  software  help  keep  your  business  up  and  running  no  matter  what? 
'^jrs  can. 

Your  company's  infrastructure  is  far  too  important  to  risk.  That's  why  our  full  range  of  business  continuity  solutions  ensures  you're 
able  to  handle  anything.  BrightStor'"  storage  solutions  provide  the  most  comprehensive  data  backup  and  recovery.  eTrust""  security 
solutions  provide  total  protection  for  your  entire  enterprise,  not  just  pieces.  And  Unicenter  infrastructure  software  keeps  your  whole 
business  up  and  running  24x7.  As  your  business  grows  and  becomes  more  complex,  you  need  software  solutions  you  can  rely  on. 
You  may  still  not  know  what's  coming.  But  you  will  know  you're  prepared.  ca.com/continuity 


Business  Continuity  Solutions 


Connputer  Associates^' 


©  2002  Computer  Associates  International.  Inc.  (CA).  All  rights  reserved. 
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Faults  in  a  fixed  income  portfolio 
aren't  always  this  easy  to  see. 


Victory  Intermediate  Income  — 

solid  ground  for  your  corporate  portfolio. 


Victory 

Capital  Management 

Ott 


Because  you  can't  evaluate  the  stability  of  a  fixed  income  portfolio 
from  the  outside,  we  invite  you  to  look  inside  ours.  Victory  Intermediate 
Income  offers  a  high-quality  bond  portfolio  that  invests  only  in  investmen 
grade  bonds  and  securities  issued  by  the  U.S.  government.  Guidec, 
by  disciplined  investment  management,  we  avoid  riskier  strategies 
to  deliver  steady,  incremental  returns  -  which  is  solid  ground  for 
your  portfolio. 


To  learn  more  about  our  Intermediate  Fixed  Income 
management,  contact  Victory  Capital  Management 
at  1-877-660-4400  or  VictoryConnect.com. 


Victory  Capital  Management  Inc.  is  a  member  of  the  Key  financial  network. 


•  NOT  FDIC  INSURED  •  NO  BANK  GUARANTEE  •  INVESTMENTS  MAY  LOSE  VALUE 


CURRENT  EVENTS 

y  Caspar  W.  Weinberger,  chairman 


The  Books  of  Summer  X 


4IS  IS  THE  TENTH  YEAR  I'VE  SHARED  MY  SUMMER  READING 
ith  our  readers.  My  reading,  of  course,  goes  on  all  year,  but  it  is 
imehow  different  in  summer.  Knowing  it  will  result  in  a  col- 
Tui  means  the  going  is  a  bit  slower;  I  take  more  time  to  appre- 
'"''  md  understand  the  author's  intentions,  skills  and  achieve- 
— -or  lack  thereof.  Winter  reading,  for  me,  is  what  in 
ihool  we  used  to  call  "pleasure  reading."  Here  then  are  reviews 
i"some  of  the  books  I  read  during  this  summer  of  2002. 

The  first  covers  a  hitherto-neglected  aspect  of  President 
Dnald  Reagan's  career.  It  is  Reagan's  War:  The 
lie  Story  of  His  Forty  Year  Struggle  and 
nal  Triumph  Over  Communism,  tn 
rter  Schweizer  (Doubleday,  S26,  avail- 
»le  Oct.  15).  Schweizer  is  an  old  friend 
id  is  one  of  the  foremost  historians  ot 
le  Reagan  era.  He  begins  his  work, 
)propriately,  with  negative  comments 
)out  Reagan  by  such  intellectual  giants 
1  Clark  Clifford.  Schweizer  traces  in  great 
jtail  Reagan's  struggle  against  the  communist 
iiltration  and  domination  of  Hollywood  in  the  1940s,  as 
ell  as  its  effect  on  Reagan's  presidency  in  the  1980s. 

The  monumental  achievement  of  Reagan's  lonely,  lifelong 
ruggle  against  communism  was  his  final  victory  in  the  Cold 
^ar.  .And  make  no  mistake,  it  was  Reagan's  victory.  Schweizer's 
immation  tells  all:  "Those  virtues  that  Reagan  so  admired — 
lurage  and  character — are  what  the  nearly  half-century*battle 
;ainst  communism  required  most  of  him.  Sometimes  his 
rong  views  brought  physical  threats  against  his  life  and  family, 
[ore  often,  they  would  prompt  ridicule  or  denunciation  of  him 
a  dangerous  ignoramus.  In  either  case,  Reagan  unflinchingly 
■esspd  on,  opposed  by  old  friends,  cabinet  officers,  and  somc- 
Ties  even  members  of  his  own  family." 

As  Ronald  Reagan  said:  "We  must  be  guided  not  by  fear,  but 
r  courage  and  moral  clarity."  This  is  precisely  what  we  most 
;ed  today.  We  are  fortunate  to  have  in  President  Bush  a  leader 
ho  knows  and  follows  the  same  beckoning  light. 

Another  Cold  War  warrior,  William  F.  Buckley  Jr.,  has  once 
;ain  turned  his  exceptional,  indeed  Renaissance-like,  skills  to 
riting  a  novel  about  a  pivotal  historic  event.  Nuremberg  The  Reck- 
ing ( Harcourt,  $25)  brings  to  life  the  complex  tale  of  the  victori- 
is  Allies'  attempts  to  bring  to  justice  the  surviving  perpetrators  of 
e  Nazi  horror.  Through  his  great  skills  of  storytelling  and  char- 
ter development,  Buckley  blends  fictional  characters  and  actual 
story  and  makes  the  reader  feel  he  is  a  participant. 

Buckley  has  used  this  device  before  in  his  books  on  Joseph 
McCarthy;  James  Angleton,  the  CIA  operative;  and,  oddly 


enough,  Elvis  Presley.  Nuremberg  is  Buckley's  15th  novel  and  is 
one  of  his  best.  It  is  so  masterfully  written  that  you  are  com- 
pelled to  go  back  to  some  of  the  original  source  material  to  ver- 
ify that  such  things  really  happened. 

Lady  Margaret  Thatcher's  two-volume  memoir  was  a  huge  best- 
seller in  Europe  and  here.  In  it  she  wrote  of  her  constant  struggle 
against  the  conventional  wisdom,  her  determinarion  to  change  the 
world  and  her  ultimate  successes.  She  is  one  of  the  few  people  whose 
strong  presence  on  the  stage  of  history  has  changed  and 
improved  that  history.  Along  with  President  Reagan,  and 
perhaps  one  or  two  others.  Lady  Thatcher  should  be 
given  credit  for  bringing  the  thrall  of  commu- 
/.  nism  to  an  end  and  for  restoring  capi- 

T  / V/    '^'//  talism,  freedom  and  democracy. 

,j^^      f'/,'//./?'  Margaret  Thatcher's  newest  book, 


i^//> 


f/  Statecraft  (HarperCollins,  $34.95), 
is  about  the  future,  and  should  be  read 
for  what  it  is:  the  wise  counsel  of  a 
supremely  successful  stateswoman  and 
Britain's  greatest  peacetime  leader.  Statecraft 
relays  how  the  West  won  the  Cold  War  and  "created  the  basis  for 
today's  freedom  and  prosperity."  To  give  permanency  to  these 
achievements,  we  must  remain  "vigilant  and  strong,"  and  Lady 
Thatcher  details  how  this  can  and  must  be  done.  Her  ideas  are 
rightly  and  persuasively  argued — and  lead  the  reader  to  the  famous 
Thatcher  conclusion:  "There  is  no  alternative."  Those  who  object 
to  such  polemicism  should  recall  how  often  Margaret  Thatcher 
was  right  and  be  grateful  for  her  unambiguous  and  unnuanced 
conclusions  and  advice.  Hers  is  the  kind  of  guidance  we  urgently 
need.  And  the  more  it  is  followed,  the  better  off"  we  will  all  be. 

Double  Lives:  Stories  of  Extraordinary  Achievement,  by  David 
Heenan  (Davies-Black  Publishing,  $24.95),  tells  the  story  often 
remarkable  people  who,  not  satisfied  with  their  own  extraordinary 
"day  jobs,"  carved  out  second  vocations  equally,  if  not  more,  ful- 
filling. Winston  Churchill  is  Heenan's  prime  example.  In  addition 
to  being  a  statesman,  Churchill  was  an  author,  painter  and  ora- 
tor— and  excelled  at  all.  Theodore  Roosevelt  was  likewise  a  great 
statesman,  but  he  was  also  a  historian  and  scientist.  Another  exam- 
ple: pediatrician  and  poet  Dr.  William  Carlos  Williams. 

Heenan  describes  the  common  characteristics  of  these  dou- 
bly (and  sometimes  triply)  endowed  people  as  apparently 
boundless  energy,  firm  independence  and  a  willingness  to  chal- 
lenge conventional  wisdom.  He  himself  exemplifies  the  multi- 
faceted  qualities  he  has  found  in  his  subjects:  He  is  a  university 
teacher,  writer  and  trustee  of  the  fabulous  James  Campbell 
Estate  in  Hawaii.  Double  Lives  may  make  some  readers  envious, 
but  it  will  stimulate  others  to  do  more  every  day.  F 
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Climbing  the  ladder  of  success  takes  stamina,  know-how  and  a  little  luck.  We  have  investment  and  ini 

OppenheimerFunds,  Inc.,  one  of  the  country's  leading  asset  m 
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nities  that  can  help.  Not  to  mention  the  invesirnents  managed  by  our  affiliate 
u're  ready  for  life's  ups  and  downs.  You  can't  predict.  You  can  prepare: 

iSHrance 'Annuities-Trust  Services-OppenheimerFunils/lnvestments-For ournearest  office,  contact  massmutual.com 
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Tfie  Right  Way  to  Invest 


The  world  leader  In 

business  Intelligence 

widens  Its  lead. 


(Business  Objects  acquires  Acta.) 

Business  Objects,  the  world  leader  in  business  intelligence  software,  has  just  widened  its  lead.  And  that's  ver 
good  news  for  you.  You  see,  we've  acquired  Acta  Technolog)',  Inc.  and  its  highly  acclaimed  data  integratioi 
(commonly  known  as  ETL)  software.  Together,  we  offer  the  world's  most  comprehensive  enterprise  analyti, 
platform.  One  comprised  entirely  of  best-of-breed  solutions.  So  now,  instead  of  turning  to  several  companies  ti 
meet  all  your  business  intelligence  needs,  you  can  turn  to  one  company.  Business  Objects.  To  learn  more,  includinil 
what  industry  editors  and  analysts  have  to  say  about  our  acquisition,  visit  www.businessobjects.com/acquires 
Or  call  Business  Objects  at  1-800-527-0580  ext.lOO.  Aiid  say  hello  to  the  bright  new  future  of  business  intelligence 


Business  OBJECTS" 

Business  Intelligence.  If  you  have  it,  you  know? 
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BLISHER 


Microsoft  Is  Plain  Crazy 


[ERE'S  A  PREDICTION:  SOMETIME  LATER  IN  THE  DECADE  A  SERIES 
if  deadly  missiles  will  hit  Oracle,  SAP  and  other  global  enterprise- 
ofrware  giants.  It  will  surface  in  due  course  that  the  missiles  were 
lunched  from  little  Fargo,  N.D.  by  order  of  Doug  Burgum,  a  guy 
rith  a  lion's  mane  of  hair  who  favors  Nike  shirts,  cargo  shorts  and 
/ater  sandals  for  oflBce  attire.  More  on  this  Burgum  fellow  later. 

Currently,  Oracle  and  SAP  are  all  right.  Along  with  Micro- 
bft  and  IBM,  both  will  survive  the  tech  bust  and  the  consolida- 
ion  crunch  yet  to  come.  Their  five-year  prognosis  is  sunny. 
'lOs — at  least,  every  CIO  I  talk  to — are  under  orders  from  their 
^EOs  to  shrink  the  software  vendor  list.  In  this  winnowing, 
)racle  and  SAP  will  emerge  winners. 

But  in  five  years,  look  out.  Gunning  for  Oracle  and  SAP  is 
nighty  Microsoft,  which  sometimes  loses  the  early  battles  but 
lever  the  war  (its  war  chest  now  stands  at  $40  billion,  cash), 
/licrosoft,  recall,  fell  behind  Apple  in  windows  interfaces  during 
lie  1980s.  It  now  sports  a  96%  share.  It  started  late  in  Web 
irowsers.  It  now  rules.  Analysts  today  laugh  at  Microsoft's  early 
fforts  in  enterprise  software.  They  say  Microsoft  "doesn't  get" 
nterprise — it  doesn't  comprehend  that  banks,  airlines  and  hos- 
litals  will  never  tolerate  hourly  blue  death  screens;  its  customer 
ervice  is  lousy;  its  supply-chain  relationships  are  strained;  and 
0  on.  These  criticisms  have  a  certain  ring  of  truth. 

But  18  months  ago  Microsoft  switched  tracks.  It  bought  Fargo- 
■ased  Great  Plains  Software,  a  maker  of  accounting  packages  for 
mall  and  medium-size  businesses,  for  $1.1  billion  in  Microsoft 
tock.  That  was  a  whopping  sum,  even  for  boom  times,  e^en  if  it 
iras  pumped-up  Microsoft  paper — and  analysts  have  wondered 
A\y.  I've  been  puzzled,  too.  So  last  month  I  pointed  my  Cessna 
kyhawk  toward  Hector  Field,  in  Fargo,  in  an  attempt  to  find  out. 

jrain  Elevator  Capital 

^y  landing  in  Fargo  was  a  doozy.  Imagine  a  skier  braking.  At 
pproximately  that  angle,  my  main  wheels  hit  the  tarmac — 
Imost  blowing  a  tire  and  scraping  a  wing.  Such  are  Fargo's 
nexhaustible  winds,  even  in  the  warm  months.  How  can  any- 
body live  in  this  Siberia?  Well,  they  do,  and,  in  fact,  the  popula- 
ion  of  "metro"  Fargo  has  doubled  in  ten  years,  to  150,000. 

In  that  sense,  Fargo  is  hot.  Doug  Burgum  bears  much  of  the 
esponsibiliry  for  this.  He  built  Great  Plains  Soft:<//are  from  a 
omputer  retail  chain  of  two  stores  in  1983  into  a  software  firm 
hat  went  public  in  1997,  doubled  in  value  on  its  first  day  of 
rading  and  never  fell  below  that  end-of-day  price.  Then 
/licrosoft  bought  Great  Plains  for  a  number  scarcely  imagined 
n  North  Dakota.  Burgum  proved  that  tech  entrepreneurism 
ould  happen  on  a  world  scale  in  Fargo. 

Previous  press  accounts  have  incorrectly  called  Burgiun  the 


founder  of  Great  Plains.  He  actually  arrived  two  years  later,  via 
North  Dakota  State  University  in  Fargo,  Stanford  Business 
School  in  California  and  a  three-year  stint  with  McKinsey  in 
Chicago.  Like  many  in  America,  Burgum  was  struck  with  PC 
fever  in  1983,  a  few  months  after  Time  magazine  had  named  the 
PC  as  its  Man  of  the  Year  and  on  the  eve  of  the  most  interesting 
product  introduction  yet:  the  Apple  Macintosh.  Great  Plains 
had  been  conceived  by  two  Concordia  College  (Moorhead, 
Minn.)  students  as  a  chain  of  Mac  stores. 

Lonely  in  Chicago,  Burgum  realized  two  things  about  him- 
self: He  wanted  to  return  to  Fargo,  and  he  desperately  wanted  to 
be  in  PCs — desperately  enough  to  borrow  $240,000  ft-om  the 
family  business,  a  grain  elevator  in  tiny  Arthur,  N.D.  Paying 
nearly  a  quarter  of  a  million  dollars  to  buy  in,  Burgum  wound 
up  with  a  paltry  2.5%  of  Great  Plains.  He  had  crazily,  dumbly 
overpaid!  Some  members  of  his  family  were  furious. 

Munching  on  artichoke  pizza  last  month,  Burgum  recalled 
the  early  financial  hole  he'd  put  himself  in.  "I'm  often  asked 
which  is  tougher,  dealing  with  shareholders  at  the  Great  Plains 
annual  meeting  or  with  [loud-voiced  Microsoft  CEO  Steve] 
Ballmer  behind  a  closed  door.  Well,  both  are  easy.  Tough  was  the 
Fourth  of  July  family  picnic  when  my  uncles  and  cousins 
thought  I'd  mortgaged  the  grain  elevator  for  nothing." 

Nuts  About  Service 

Burgum  eventually  took  control  of  Great  Plains  and  bet  the 
works  on  accounting  software.  He  tucked  Great  Plains  into  an 
unnoticed  niche,  with  Intuit  and  Peachtree  on  the  low  end  of 
accounting  software  and  SAP,  PeopleSoft  and  J.D.  Edwards 
above.  Then  he  got  Great  Plains  to  do  what  it  does  best:  Serve 
customers.  Focusing  on  service  carried  Great  Plains  to  an  IPO 
and  nearly  $300  million  in  annual  sales. 

The  Great  Plains  brand  name  is  now  fading  into  a  new  divi- 
sion called  Microsoft  Business  Solutions,  which  Burgum  heads. 
Business  Solutions  has  grown  to  3,800  employees,  or  8%  of  the 
entire  Microsoft  work  force.  Expansion  is  owed  to  internal 
growth  and  several  small  acquisitions  made  quiedy  by  the  Busi- 
ness Solutions  division,  including  last  month's  purchase  of 
Navision  a/s,  a  Danish  company. 

With  his  long  locks,  Burgum  resembles  an  aging  surfer  more 
than  he  does  a  businessman.  Nevertheless  he  knows,  as  well  as 
anyone  at  Microsoft,  how  to  sell  B2B  software  and  keep  cus- 
tomers happy.  In  this  forum  Burgum  is  teaching  and  Microsoft 
is  listening.  This  relationship  should  put  a  long-term  scare  into 
Oracle,  PeopleSoft  and  SAP.  r 


'  tuflflvkC  I  Visit  Rich  Karlgaard's  home  page  at  www.forbes.cam/karigaard 
\^^m^m^^  I  ore-mailhimatpublisher@forbes.com. 
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BY  JACK  DOLf/iAT-CONNELL,  Vice  President,  Clark/bardes  Consulting,  Boston 


Carrots  and  Sticks 

If  you  really  want  chief  executives  to  perform,  give  them  stock— not  stock  options. 


THE  FRENZIED  ATTENTION  ON  HOW 
to  treat  stock  options  for  accounting 
purposes  is  all  well  and  good.  But 
most  of  the  discussion  misses  the 
point — options  do  a  poor  job  of 
linking  executives  to  long-term 
shareholder  interests.  Our  research 
shows  that  a  heavy  dose  of  options 
for  executives,  especially  when  com- 
bined with  a  low  level  of  outright 
share  ownership,  is  associated  with 
poor  performance.  If  you  want  to 
motivate  managers,  give  them 
shares,  not  options  on  shares. 

Our  study  looked  at  compensa- 
tion at  144  companies  in  ten  indus- 
tries. The  top-performing  companies  tend  to  have  executives 
with  high  ratios  of  real  stock  ownership  to  their  salaries  and 
options.  The  weak  performers  do  not. 

The  table  gives  a  snapshot  of  what  we  found.  Southwest  Air- 


Ownership.  Not  Options.  Drives  Performance 

Stock  ownership  and  stock  options:  a  comparison  of  firms'  performance. 

Number  of                            5-year^ 
Value  of  stock      options          5-year^        performance 
owned  divided    divided  by     shareholder       relative  to 
Business       Company                     by  salary      stock  owned       return'         peer  groups 

Storage 

EMC 

12.1 

4.4 

336 

98.3% 

StorageTek 

2.0 

70 

75 

-71.9 

Software 

Siebel 

1,342.1 

1.2 

6,346 

244.1 

PeopleSoft 

8.5 

9.2 

350 

38.1 

Drugs 

Pfizer 

39.5 

2.1 

302 

61.2 

Bristol-Myers  Squibb    14.3 

5.5 

213 

16.4 

Banking 

Citigroup 

348.8 

0.8 

352 

90.6 

Bank  of  America 

20.9 

3.7 

149 

-8.3 

Computer 

Dell 

3,863.7 

0.1 

2,931 

917.7 

Apple 

33.6 

1.0  mil 

139 

-20.0 

Retail 

Target 

55.1 

1.8 

625 

136.3 

Kmart 

4.7 

5.0 

149 

-99.1 

Airlines 

Southwest 

37.4 

1.0 

428 

186.3 

Delta 

12 

33.7 

83 

-33.9 

Beverage 

PepsiCo 

3f    J 

8.8 

202 

33.7 

Coca-Cola 

0.5? 

11.0 

54 

-58.1 

'From  1997  through  2001.  'One  hundred  = 

initial  investment 

Source  Clark/Bardes  Consulting. 

lines'  top  five  officers  have,  amo 
them,  stock  worth  97  times  their  o 
lective  salary;  at  Delta  the  relatic 
ship  is  1.2-to-l.  Southwest  has  ac 
Delta  in  the  stock  market. 

To  be  sure,  the  cause-and-eff<' 
here  runs  in  both  directions:  O 
of  the  reasons  Southwest  execs  ha 
a  lot  of  wealth  in  Southwest  stock! 
the  very  fact  that  the  stock  has  do. 
well.  But  that's  not  the  only  reaso 
Southwest  executives  have  chosi 
to  hold  on  to  exercised  options  • 
,T-^«rai7x  >  .  I      opposed  to  selling,  which  is  a  cor 

n^w  I      mon  practice  in  other  companit 

'k\ — :^ 1      Delta  offers  33  times  as  much  p.] 

tied  to  options  as  to  ownership. 

Why  are  shares  a  better  motivator  for  long-term  perfoi 
mance?  They  make  the  executive  think  twice  before  leveragii 
up  the  balance  sheet  or  making  wUd  business  bets.  Options, 
contrast,  are  more  valuable  if  the  stock  is  mOi 
volatile.  There  is  no  risk  of  loss,  and  there  is  mo 
chance  for  a  big  payoff.  Option  holders  a:, 
shooting  craps  with  someone  else's  capital. 

Another  problem:  The  holder  of  a  wad 
options  can  cynically  plan  on  recovering  from 
collapse  in  the  stock  by  having  the  board  repric 
the  options.  Owners  of  shares  don't  have  th; 
safety  net. 

The  dot-com  bubble  was  in  part  driven  b 
the  tremendous  short-term  lure  of  options.  Ver 
ture  capital  was  so  plentiful  that  there  was  litti 
executive  investment  in  the  ventures.  It  seen- 
that  the  renewed  dealmaking  fervor  in  the  lal 
1990s,  the  buildup  of  businesses  at  breaknec 
speeds  and  the  recent  spate  of  highly  question , 
able  accounting  and  corporate  governance  « 
Enron,  WorldCom  and  Tyco  can  be  blamed — i 
part— on  an  overuse  of  stock  options  and  too  lit 
tie  executive  ownership. 

We're  not  suggesting  options  be  dropped  en 
tirely.  But  companies  need  to  increase  the  level  c 
share  ownership  through  such  means  as  offerin 
restricted  shares  and  requiring  that  executives  hol( 
their  shares  for  certain  periods  of  time.  Sticking  ti 
heavy  option  grants  means  inviting  the  wrath  o 
shareholders — or  of  Congress.  I 
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Ve  discovered  how  to  bring  down  the  running  cost  of  color  for 
my  office  to  under  10  cents  a  page.  And  that  was  no  accident, 
troducing  the  Xerox  DocuColor  2240  and  1632  Printer/Copiers. 

There's  a  new  way  to  look  at  it. 


jducing  a  dazzling  breakthrough  in  color. 
Xerox  DocuColor*  2240  and  1632  bring  the 
ling  cost*  of  making  color  prints  and  copies 
)ur  office  to  less  than  10  cents  a  page.  And 
arkably,  reduce  black  and  white  running 
s  to  a  mere  1.3  cents  a  page.  So  for  color 


•r 

^. 

i 

:'Ji 

and  black  and  white  that  are  easy  to  use  and 
afford,  remember  the  Xerox  DocuColor  2240 
and  the  1632.  Once  you  discover  them,  you'll 
see  how  simple  it  can  be  to  integrate  color  into 
everything  you  do.  To  get  all  the  benefits  of 
low-cost  color  in  your  office,  get  in  touch  today. 


t:  www.xerox.com/eureka  Call:  1-800-ASK-XEROX  ext.2240A 


THE  DOCUMENT  COMPANY 

XEROX. 


•Per  copy  charge  for  service  and  supplies  lexcluding  paper).  Additional  charge  for  equipment  lease  or  purchase  and  base  service  applies. 
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Attack  of  the  Rugrats 

While  other  entertainment  conglomerates  stumble, 
Viacom  continues  to  thrive.  But  it  won't  win  any 
awards  for  congeniality,  by  elisa  williams 


THE  RECENT  SCREENING  OF  PARAMOUNT 
Pictures'  cartoon  movie  The  Wild 
Thornberrys  was  a  festive  affair.  Kids 
hooted  at  the  corny  jokes  and  popped 
out  of  their  seats  at  the  Pacific  The- 
atres Galleria  16  in  Sherman  Oaks,  Calif, 
to  dance  to  the  soundtrack.  Unnoticed  in 
the  back  row  were  executives  from  Para- 
mount— including  Motion  Picture  Group 
Chairman  Sherry  Lansing,  and  Terry  Thoren, 
president  of  Klasky  Csupo  ("chew-po"),  the 
film's  creator,  best  known  for  the  Rugrats  cartoon  se- 
ries. Earlier,  Lansing  gushed  that  the  flick  was  as  impor 
tant  to  the  studio  as  the  next  installment  of  its  block- 
buster Mission:  Impossible  series. 

"It's  so  exciting  to  just  be  making  the  movie," 
beams  Thoren,  whose  com- 
pany biography  describes  him 
as  the  "Tycoon  of  Toons." 

But  behind  all  the  smiles, 
Klasky  Csupo  is  complaining 
that  Paramount's  parent,  Via- 
com, is  too  tight  with  a  doUar. 
An  expiring  five-year  contract 
pays  Klasky  $450,000  per  22- 
minute  episode  of  a  TV  car- 
toon. Among  other  items, 
Klasky  wants  to  share  in  the 
profits  of  its  shows  after  they 
run  on  Viacom's  myriad  out- 
lets, instead  of  getting  just  the 
upfront  payment  typical  in  the 
industry.  The  firm  also  is  com- 
plaining that  Viacom  isn't 
ordering  enough  episodes  to  allow  it  to  pay  its  workers.  Creating 
even  more  friction  is  Klasky's  contention  that  Viacom  has  yet  to 
pay  back-end  profits  (beyond  some  advances)  on  Klasky's  two 
hit  Rugrats  movies,  one  of  which  wa<  th'.-  first  non-Disney  ani- 
mated movie  to  crack  $100  million  at  the  box  office. 


Shooting  Star 


Viacom's  perfection  of  the 
art  of  synergy  is  reflected 
in  its  high-flying  shares. 


120  Slock  price  8/31/01=100 
100. 


Viacom 


Source:  FTInteractive  Data  via  FactSet 
Research  Systems. 


"They  claim  the  movie  is  still  recouping,"  says  Hungarian 
born  Gabor  Csupo,  who  founded  the  firm  in  1982  with  his  nov ; 
ex-wife,  Arlene  Klasky,  in  their  apartment.  "Unless  you  are  Ton , 
Cruise,  then  you  are  basically  screwed."  Csupo  says  he's  hire(| 
auditors  to  go  over  Paramount's  books. 

The  bad  blood  is  all  the  more  surprising  considerinj 
Klasky's  Rugrats  TV  series  is  almost  singlehandedly  responsibl< 
for  making  Viacom's  Nickelodeon  the  most-watched  cabl( 
channel  during  the  day  and  the  second-most-popular  durinj 
prime  time.  Add  in  the  merchandising,  films,  videos  and  so  on 
and  Rugrats  is  a  $1  billion  honey  pot. 
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Not  toying  around:  Animators  and  Rugrats 
creators  Gabor  Csupo  and  Arlene  Klasky. 

Hardball  tactics  rub  Hollywood's  prickly 

creative  crowd  the  wrong  way,  but  they  go  a  long  way 

toward  explaining  why  Viacom  is  holding  its  own  while 

competitors  such  as  Disney,  AOL  Time  Warner  and  Vivendi 

stumble.  Thanks  in  part  to  its  tough  stance  on  costs,  Via- 

ifL    com  enjoys  an  operating  margin  of  1 3%,  compared  with 

Ij      1 0%  at  Disney  and  9%  at  AOL. 

Viacom's  relationship  with  Klasky  is  also  emblematic 
^  of  how  Viacom  creates  entertainment  franchises  by 
^k  exploiting  them  across  the  stable  of  platforms  it  con- 
^^  trols:  Nickelodeon,  MTV,  CBS,  United  Paramount  Net- 
^r  work.  Blockbuster,  Simon  &  Schuster  and  many  more. 
So,  for  instance,  the  company  was  able  to  gradually  build 
in  audience  for  its  newest  hit  character,  Jimmy  Neutron:  Boy 
enius,  in  part  by  sticking  him  in  an  episode  of  Rugrats. 

Viacom  manages  the  cross-pollination  by  demanding 
ilmost  total  control  over  the  characters.  "For  anything  that  gets 
one,  you  have  to  sell  the  character  rights,"  says  John  Davis,  co- 
vner  oi  Jimmy  Neutron's  creator,  DNA  Productions.  For*the  hit 
:  will  get  "very  tiny-teeny"  royalties. 

Klasky,  moreover,  signed  an  exclusive  deal  permitting  it  to 
idertake  only  small  jobs  for  other  networks.  That  wasn't  a 
oblem  until  recently,  when  Viacom  ordered  a  total  of  just  20 
:w  TV  episodes  from  Klasky  Csupo  over  12  months,  down 
om  76  episodes  two  years  ago.  As  a  result,  Klasky  furloughed  75 
limators  from  its  staff  of  350  for  lack  of  work.  Viacom  is  get- 
ig  by  on  fewer  episodes  of  its  shows  as  it  realizes  that  kids  are 
>ntent  to  stare,  mothlike,  at  the  same  video  over  and  over  again, 
supo  says.  Viacom  is  now  showing  Rugrats  reruns  that  get 
most  the  same  high  ratings  as  the  original  episodes  that  cost  it 
150,000,  but  it  pays  nothing  for  the  reruns.  Viacom's  Nick- 
odeon  claims  it  is  using  more  new  programs  than  ever. 

Nickelodeon  also  has  leverage  from  having  its  own  270-person 
jrbank,  Calif,  cartoon  studio,  creator  of  the  inexplicably  popular 
wngeBob  SquarePants  TV  show  and  the  recent  Hey  Arnold!  movie. 
Csupo  talks  tough.  "I  knew  when  I  started  it's  a  town  of 
larks,  and  you  have  to  survive  it,"  he  says.  "I  know  we're  going 
I  be  able  to  do  a  drastically  different  deal.  If  not  with  them,  then 
ith  somebody  who  is  willing  to."  F 


Spies  in  tlie  Boardroom? 

A  tiny  rival  accuses  Thomson  Corp.  of  espionage. 

Board  members  have  gotten  flak  for  looking  the  oHier  way 

as  executives  looted  their  companies.  Now  come  charges  of 
corporate  espionage. 

In  late  July  CCBN.com,  a  Web-based  communications  firm 
that  handles  investor  relations,  filed  suit  against  the  Canadian  in- 
formation services  giant  Thomson  Corp.  Seeking  treble  damages, 
the  suit  accuses  Thomson  of  using  its  two  CCBN  board  seats  to 
steal  confidential  information— including  pricing  data  and 
competitive  analysis— that  helped  It  create  a  rival  service,  and 
of  hiring  people  who  had  confidentiality  agreements  with  CCBN. 

What  makes  this  case  weird  is  that  CCBN.com's  cofounder 
Jeffrey  Parker  had  a  long  and  amiable  relationship  with  Thomson. 
He  sold  two  companies,  including  First  Call,  to  Thomson  for  an 
estimated  $50  million  in 
1986,  staying  on  as  an  execu- 
tive for  five  years.  When  he 
launched  CCBN  in  1997, 
Thomson  chipped  in 
$1.5  million  in  exchange  for 
a  13%  stake  and  two  of  the 
then-five  board  seats. 

CCBN  is  leaving  no  media 
outlet  unpitched.  It  sent  out 
29,000  press  releases, 
e-mails  and  letters  to  news 
organizations,  customers, 
prospects  and  Thomson's  outside  directors,  decrying  Thomson's 
"greed"  and  "deceit."  CCBN  tried  to  run  an  ad  campaign  accusing 
Thomson  of  predatory  practices  and  bad  board  behavior,  but  sev- 
eral publications,  including  PR  Week,  rejected  the  ads  for  fear  of 
being  sued  for  Hbel.  CCBN  plans  to  run  less  strident  ads  this  fall. 

Thomson  denied  all  of  CCBN's  allegations  and  then  punched 
back.  Letters  to  customers  said  CCBN  was  sore  only  because  it 
hadn't  been  bought  out  at  an  attractive  price.  (The  companies 
were  negotiating  a  buyout  of  CCBN  until  the  suit  was  filed.) 

Personal  animus  aside,  the  suit  raises  a  knotty  question  of 
responsibility.  While  an  outside  shareholder  is  free  to  compete 
with  the  company  he  owns  a  piece  of,  a  board  member  has  a 
fiduciary  responsibility.  Can  Thomson,  a  corporate  entity,  be  held 
liable  as  a  board  member?  (The  company  withdrew  its  last  board 
member  in  April.)  CCBN's  lawyers  will  argue  that  it  can,  since 
Thomson  "deputized"  individuals  to  represent  it  on  the  board. 

Parker  is  digging  in.  "I  am  pretty  wealthy,"  he  says.  "If  I  have 
to  lose  a  couple  of  million  dollars  to  make  the  point,  fine."  Not  that 
this  kind  of  talk  will  intimidate  Thomson,  whose  controlling  share- 
holders are  the  billionaire  Thomson  family.  —Luisa  Kroll 
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Hi  f 


'uli  Count 


Strike  or  no,  don't  buy  into  the  owners'  spin 
that  their  woes  are  caused  by  player  salaries. 
The  owners  are  in  hock  from  building  stadiums 
(like  Pac  Bell  Park)  and  buying  franchises. 
Since  1997  payrolls  are  up  78%,  while  total 
debt  is  up  146%.  by  kurt  badenhausen 


Player  costs  include  signing  bonuses  and  benefits. 
Source:  Forbes, 


From  the  Corner  Office  Curiosity  Cabinet 

There's  bounty  amid  the  badly  off  in  brisk  sales  of  trinkets  and  collectibles,  by  katarzyna  moreno    I 


Arthur  Andersen 

Andersen  has  consigned  500 
paintings  by  southern  painters 
from  seven  offices  in  the  South- 
east, yielding  $150,000  before 
fees  so  far.  "Everybody  vi/ants  a 
piece  of  Arthur,"  says  gallery 
owner  Victoria  Helton.  Rumors 
are  flying  that  other  Andersen 
offices  will  sell  their  art  as  well. 


Dehon 

The  bankrupt  management 
consulting  firm  f.k.a.  Arthur  D. 
Little  is  auctioning  memorabilia 
in  October.  Offerings  include 
a  rare  silk  purse  actually 
stitched  out  of  a  sow's  ear 
(the  only  other  one  is  in  the 
Smithsonian)  and  a  duplicate 
of  the  Apollo  15  moon  drill. 


Enron 

Ebay  has  more  than  300  items 
of  Enron-related  swag,  from  a 
2001  Enron  Corporate  Respon- 
sibility Report  (last  bid,  $20) 
to  a  Confederate-brand  motor- 
cycle with  Enron  Broadband  di- 
vision logos  (unsold,  $55,000). 
The  Smithsonian  paid  $30  for  a 
copy  of  Enron's  code  of  ethics 
and  a  nice  retirement  mug. 


Martha  Stewart 

The  bedraggled  domestic 
goddess  has  spawned  a  frenzy 
of  769  offerings  on  Ebay,  such 
as  the  July  2002  issue  of 
Martha  Stewart  Living  (last  bid,] 
$9.33).  Seller:  "The  newest 
and  maybe  last  issue  ...  very 
hard  to  find....  Could  be  an         i 
instant  classic."  F 


46       I-    O    R    B    E    S    •    Septcmii   r  16,  2002 


Model  in 

stainless  steel. 

Oysterlock  bracelet. 


^i^^  ^^ 


^ 


Oyster  Perpetual  GMT-Master 


available  in  18kt  gold,  and  in  stainless  steel  and  18kt  gold.  Features  a  24-hour  bezel  and  hand,  and  an 
Dendent  12-hour  hand.  Pressure-proof  to  330  feet.  Rolex,  t,  GMT-Master  II  and  Oysterlock  are  trademarks. 
THE  NAME  AND  LOCATION  OF  AN  OFFICIAL  ROLEX  JEWE'  ER  NEAR  YOU,  PLEASE  CALL  1-800  36R0LEX/ 1-800-367-6539. 


irrolex.com 


ROLEX 


New  York 


QUTFRONT 
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Mr.  Cisneros'  Dream  Job 

The  onetime  politician  has  finally  found 
his  calling:  building  affordable  homes. 


BY  LYNN  J.  COOK 

FROM  THE  IRONIC  ANNALS  OF  CAPITAL- 
ism:  Henry  G.  Cisneros,  who  repeatedly 
sabotaged  his  own  political  career,  is  now 
succeeding  in  an  arena  where  nearly  all  other 
players  have  failed — affordable  housing. 

Most  everyone  recalls  the  Icarus-like 
ascent  of  the  former  mayor  of  San  Antonio, 
who  became  Secretary  of  Housing  &  Urban 
Development  in  the  early  Clinton  years.  And 


his  even  quicker  fall  from  grace:  Indicted  on 
18  felony  accounts  for  lying  to  the  FBI  about 
payments  to  a  onetime  mistress,  he  pleaded 
guilty  to  one  misdemeanor  and  was  eventu- 
ally pardoned  by  Clinton  during  the  same 
eleventh -hour  frenzy  that  absolved  Marc 
Rich,  the  fugl!;i^  e  billionaire.  His  dreams  of 
public  office  dashed,  Cisneros  went  on  to 
become  chief  executive  o*  Univision  Com- 
munications, the  nation'.';  largest  Spanish- 
language  TV  network,  whe.  -  the  stock  rose 
sixfold  during  his  tenure. 

Today  he's  building  iiomcs  for  what  he 
calls  "regular  folks" — teachers,  tiremen,  cops, 
nurses,  civil  servants.  His  two-year-. )!(■  Ainer- 


ican  CityVista  has  sold  900 
homes  and  is  building  an- 
other 1,300  in  four  cities.  He 
plans  to  deliver  at  least  2,000 
houses  a  year  across  the 
Southwest  and  West  Coast — 
from  Austin  and  Laredo  to  Los  Angeles  and 
Las  Vegas — not  nearly  enough  to  keep  up  with 
demand.  What  constitutes  affordable?  In 
Texas,  three-bedroom  homes  priced  at 
$75,000  to  $130,000;  in  San  Bernardino  Val- 
ley, Calif,  at  an  average  $250,000.  While  he 
often  played  the  Hispanic  card  in  politics,  Cis- 
neros the  businessman  has  not  applied  for 
any  minority  grants  from  the  government. 

Instead,  he  looked  for  capital  and  clout 
from  Bruce  Karatz,  the  hard-charging  chief 
executive  of  the  $4.6  billion  (sales)  KB  Home 
(once  known  as  Kaufman  &  Broad),  the 
fifth-largest  publicly  traded  builder  of  sin- 
gle-family homes.  The  two  had  met  earlier, 
after  the  1994  Los  Angeles  earthquake, 
which  left  some  20,000  people  homeless. 
Karatz  brainstormed  with  the  mayor  on 
how  best  to  rebuild  commercial  districts 
and  freeways.  This  time  he  anted  up  $2.2 
million  for  a  35%  stake  in  CityVista  (Cis- 
neros Community  Ventures  owns  the  rest). 
The  alliance  is  strictly  business.  Karatz 
certainly  got  some  good  p.r.  by  jumping 
into  the  burgeoning  minority  home- 
buyers  market.  But  he  insists  that  every 
project  generate  the  same  gross  margins  as 
a  standard  KB  home,  about  20%.  To  date, 
CityVista  has  pulled  a  $27  million  gross 
profit  from  revenues  of  $135  million. 

The   key   is   finding   cheap   land. 
CityVista  looks  for  underpriced  lots  in 
bypassed  neighborhoods  in  and  around 
downtown  areas,  known  as  "infill"  hous- 
ing. Cisneros  keeps  construction  costs 
low,  too.  Instead  of  brick  or  wood  exteri- 
ors, for  example,  his  homes  use  "hardy- 
plank,"  a  concrete  siding  that's  both  eco- 
nomical and  energy  efficient.  Inside, 
plumbing  and  lighting  fixtures  are  no- 
frills.  Buyers  can  finance  their  homes 
through  KB's  mortgage  division,  which 
has  a  special  deal  with  Fannie  Mae:  zero 
down,  zero  closing  costs.  a 

Cisneros  now  looks  back  on  his  days  s 
of  public  service  as  a  frustrated  effort  s 
"to  make  a  difference."  Perhaps  the  pri-  § 
vate  sector  will  give  him  a  second  ^ 
chance.  F  ? 


E-maily 
Dickenspam 

Desperate  times  call  foi  j 
desperate  verse. 

BYKIRIBLAKELEY 

A  small  Palo  Alto,  Calif,  firm 

called  Habeas  offers  the  latest 
scheme  to  fight  e-mail  spam: 
tagging  e-mails  with  a  copyrightei 
haiku,  a  Japanese  three-line 
poem.  The  verse  is  free  to 
individuals  and  Internet  service 
providers,  but  sold  to  marketers. 
Only  haiku  mail  passes  through. 
If  a  spammer  sends  out  a  haiku 
e-mail,  he  can  be  sued  for 
copyright  infringement. 
Confused?  Relax  and  meditate 
on  our  haikus. 


No  one  likes  spammers 
But  stopping  them  is  so  hard 
Enter  Habeas 

Habeas  stops  spam 
By  embedding  a  haiku 
Into  the  header 

This  slender  poem 
Is  protected  under  law 
Better  than  e-mail 

Those  without  haiku 

Are  blocked  out  by  spam  filters 

Letters  never  sent 

Spammers  who  haiku 
Will  be  sued  for  infringing 
The  copyright  laws 

Habeas  will  ask 
All  the  major  ISPs 
To  adopt  this  plan 

But  don 't  be  surprised 
If  spammers  learn  to  haiku 
Their  way  around  it. 
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Innocents  Abroad 

Dubious  offshore  investments  are  big 
hits  with  U.S.  lawyers  and  accountants 

Why?  BY  BRIGID  MCMENAMIN 


SOME  AMERICANS  WILL  BELIEVE 
anything  said  with  an  EngHsh 
accent.  How  else  to  explain  their 
falling  for  "with-profits  bonds,"  a 
dubious  investment  created  by 
British  insurance  companies? 

These  quirky  beasts  collected  $23  billion  in  new  investments 
last  year  alone.  Nobody  knows  how  many  of  the  buyers  are 
Yanks,  but  one  big  promoter  says  roughly  30%  of  his  business 
comes  out  of  the  U.S.,  where  he  markets  the  bonds  through 
lawyers  and  accountants  using  talk  of  returns  of  10%  to  15%. 
You'd  think  lawyers  and  accountants  would  be  too  smart  to  put 
their  money  (typical  minimum  investment:  $22,500)  into  some- 
thing with  high  fees,  skimpy  disclosure  and  returns  that  aren't, 
well,  guaranteed  as  advertised.  You'd  be  wrong. 

Promoter  Andrew  Peat  of  PrimeGlobal  can't  peddle  these 
unregistered  securities  on  U.S.  soil.  Instead,  his  rep,  L.A.  accoun- 
tant Selwyn  Gerber,  holds  fi-ee  seminars  so  Peat  can  tout  them  to 
lawyers  and  accountants,  under  the  guise  of  continuing  profes- 
sional education  courses.  He  trots  out  experts  to  show  how  to 
set  up  the  offshore  trusts  needed  to  invest  in  them. 

These  trusts  aren't  cheap:  $7,000  to  $14,000  in  set-up  charges 
and  $3,000  per  year  in  fees.  Then  comes  a  5%  to  6%  sales  com- 
mission paid  to  PrimeGlobal. 


What  are  the  funds  investing  in?  T 

insurance  companies  won't  tell.  Briti 

authorities  claim  adequate  reserves  ex 

to  back  up  the  funds,  but  won't  gi 

details  and  admit  they  let  companies  t 

future  profits  to  satisfy  solvency  requii 

ments.  PrimeGlobal  is  fond  of  funds  run 

Dublin-based  subsidiaries  of  British  insu 

ance  companies,  with  names  like  Scotti 

Mutual  (with  $45  billion  under  manag 

ment)  and  Clerical  Medical  ($97  billion). 

Eddie  Hobbs,  a  financial  adviser  in  K 

dare,  Ireland,  puts  it  this  way:  "There  is  r 

regulation  in  Ireland.  It's  a  bloody  joke."  Tl 

Financial  Services  Authority,  Britain's  SEC,  says  it  wouldn't  expe 

British  insurers  to  make  good  on  any  blowups  in  their  Irish  unit 

Fund  managers  say  they  hold  back  some  profits  in  fat  yea 

to  boost  returns  in  lean  years.  An  investor  with  Scottish  Mutu 

gets  4.25%  credited  to  his  account  this  year.  Not  quite  doub 

digits.  The  company  can  pay  less  next  year.  At  the  end  of  eigl 

years  supposedly  lies  a  monster  bonus.  How  much  is  unknow 

and  not  guaranteed  in  any  event. 

No  fund  has  gone  bust  in  the  four  years  PrimeGlobal  h; 
been  hawking  these  things  in  the  U.S.  Yet  two  years  ago  Britis; 
authorities  had  to  step  in  to  try  to  rescue  Equitable  Life  whe 
similar  annuity  policies  cratered,  leaving  hundreds  of  thousanc 
of  investors  with  less  than  they  expected.  Result:  British  regulc 
tors  in  May  announced  plans  to  require  more  disclosure,  incluc 
ing  details  about  how  management  sets  returns.  In  July  the  U.f 
Treasury  called  for  an  overhaul  of  the  whole  with-profits  induj 
try.  Neither  reform  will  help  Americans  dumb  enough  to  buy 
pig  in  a  poke.  I 


Compensatory  Damages 

The  Sept.  II  federal  compensation  fund  ™ 

granted  an  average  $1.5  million  to  the  jP 

families  of  victims  in  return  for  their 

waiving  the  right  to  sue.  That  opened 

a  door.  In  May  the  House  voted  to 

include  the  12  victims  of  the  1998 

African  embassy  bombings.  Now  the        i 

Senate  wants  to  expand  the  fund  to 
!  wictbs  of  other  |)a^t'9ttacks  (see  table 

at  r^it)  ahd  give  $^,000  to  victims 
■,;of  future  tferror.  Cat^tt^ltute's 
'Thi3maS;IVJillerwarQSfffe\  such  federal 
fc-^suraiice  c;g  hjaritable 

.giving.;''f^notqqit:(^U(eyi^,it's     . 
,  being  dont|rtpw,9tl^ifiiaiy*<i         ^ 
shw-terrh  pbiitical'^i)Idiii, 

:^  !\M(kikel  Fre^/pan 


ATTACKS' POTENTIAL 
PRICE  TAGS  (estimate 


>- Anthrax  victims 


^  Oklahoma  City 
^  Pan  Am  Flight  103 


$280 


»^  1993  WTC  bombing 
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Expand  your 
investing  horizons. 


Global  and  international 
funds  from  Prudential  Financial. 


Prudential  offers 
a  variety  of  mutual 
fund  choices  that 
can  help  you 
capitalize  on 
opportunities 
overseas. 

Global  funds 
(including  the  U.S.) 

International  funds 
(outside  the  U.S.) 

Style-specific  funds 

Regional  funds 


Fast-changing  economies  and  industries  are  creating  investment  opportunities 
around  the  world.  Prudential  Financial  can  help  you  review  your  investment 
goals  and  diversify  your  portfolio  with  equity  funds  designed  to  uncover 
potential  opportunities  in  the  global  equity  market. 


Are  you  truly  diversified?  Nearly  half 
the  world's  equity  market  capitalization  is  outside 
the  U.S.  So  even  a  portfolio  that's  diversified 
across  equity  and  fixed-income  investments  may 
be  incomplete  without  an  international  component. 

Prudential's  research-driven  process 
brings  you  leading  investment 
managers.  Ours  is  no  ordinary  mutual  fund 
family  It's  a  carefully  crafted  family  of  "subadvised" 
funds,  which  means  we  seek  to  hire  leading 
money  managers  for  each  fund's  particular  asset 
class  and  investment  style  We  use  a  rigorous 
process  to  evaluate  the  managers.  Theri  we 
"manage  the  managers,"  holding  them  to  a  strict 
standard  of  review  and  replacing  them  if  necessary. 


Get  the  guidance  you  need  for 
global  investing,  is  global  investing  right 
for  you?  How  much  of  your  assets  should  you 
invest  abroad?  A  professional  financial  advisor 
can  help  you  analyze  your  investment  goals, 
risk  tolerance  and  time  horizon  to  create 
a  clear,  personalized  blueprint  for  making 
global  and  international  funds  part  of 
your  portfoho. 

Call  to  learn  more. 

For  more  information  on  international 
investment  opportunities  from 
Prudential  Financial,  call: 

1-800-THE-ROCK,ext.9861 
prudential.com 


Prudential  ®  Financial 

Growing  and  Protecting  Your  Wealth® 


funds  will  invest  in  Foreign  Securities,  which  ore  subject  to  the  risks  of  currency  fluctuGuon  end  the  impocf  of  social,  political,  and  economic  change.  For  more  infomiotion  about  a  specific  Prudential  mutual  fund,  call  your 
inciol  professional  for  a  free  prospectus  ttiot  describes  in  detail  tfie  fund's  iwestn^ent  ob;  Kfive,  sales  charges,  expenses,  and  other  matters  of  interest.  Please  read  the  prospectus  carefully  before  you  invest  or  send  money 
ires  of  Prudentiol  mutual  funds  are  distributed  by  Prudentiol  Investment  Monagement  Sei  ;i(,es  LLC  (PIMS),  Three  Gateway  Center,  1 4th  Floor,  Newark,  NJ  071 02-4077.  PIMS  is  a  member  SIPC  and  a  Prudential  Financial 
ipdny.  Prudential  Financial  is  o  service  mark  of  The  Prudential  Insuranc?  Company  of  Amsrico,  Newark,  NJ  and  its  affiliates.  IFS-A072418 
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OCTOBER  15. 200i 

Terrorist 
Trackers 

SEPT.  11  WOULD  PROMPT  A  HOST  OF 
futuristic  technologies  aimed  at  nabbing 
terrorists,  we  wrote  last  year.  Digital 
video  cameras  that  can  scan  crowds  and 
match  suspects'  faces  to  a  database  of 
pictures  have  undergone  tryouts. 
But  biometric  IDs  are  only  as 
good  as  the  database  they  can 
be  compared  against.  Poor- 
quality  photos  can  foil  this 
method,  and  the  system  still  fin- 
gers innocent  look-alikes.  To  date 
the  government  has  not  an- 
nounced a  single  terrorist  capture 
using  this  technology.  Neverthe- 
less, Viisage  Corp.  says  several  fed- 
eral agencies  are  now  using  its  mug- 
spotting  systems  both  in  the  U.S.  and 
abroad.  (Exactly  which  agencies  use  it 
and  where  is  classified.)  Viisage's 
stock,  which  tripled  in  value  following 
the  attacks,  has  come  down  to  earth,  to 
a  recent  $3. 

A  prototype  fingerprint-scanning 
project  run  by  the  Immigration  & 
Naturalization  Service  has  had  more  suc- 
cess. The  government  says  it  turned  up 
more  than  ten  suspects  a  day  in  the  first 
half  of  the  year  and  arrested  2,000  wanted 
felons.  More  than  100  airports,  from  La 
Cross  Municipal  in  Wisconsin  to  JFK  in 
New  York,  are  planning  to  check  workers' 
identities  using  a  fingerprint  system  made 
by  Identix. 
— Scott  Woolky  and  Ghana  R.  Schoenberger 

DECEMBER  24.  2001 

To  Catch  a  Nuke 

LAST  YEAR  WE  WROTE  ABOUT  NEW  TECH- 
nology  that  could  detect  so-called  dirty 
nukes — bombs  made  of  explosives  stud- 
ded with  scavenged  chunks  of  radioactive 
material.  Since  our  .story,  the  '  i.S.  Customs 
Service  has  beefed  up  effoi  t   !,>  stop  con- 


traband nuclear  material  before  it  enters 
the  U.S.  Using  gamma-ray  scanners  (simi- 
lar to  X-ray  machines  but  less  harmful). 
Customs  is  screening  cargo  containers  at 
ports  and  tractor  trailers  at  border  cross- 
ings. The  scanners  can  screen  a  40-foot 
cargo  container  in  90  seconds. 

With  70  already  in  use.  Customs  is 
buying  36  more  this  year  and  several 
dozen  in  2003  at  $1  mil- 


pop  from 
San  Diego-based  maker 
SAIC.  The  scanners  supplement  the  4,000 
radiation  "pagers"  worn  by  customs 
agents  that  beep  when  radiation  is 
detected  nearby.  By  January  Customs  will 
have  8,500  of  the  $1,500  pagers,  made  by 
Sensor  Technology  Engineering  of  Santa 
Barbara,  Calif.,  deployed  nationwide. 

— Christopher  Hebnan 

OCTOBER  IS,  2001 

A  Terrorized  Industry 

WE  PREDICTED  THAT  SEPT  ITS  IMPACT 
on  the  insurance  industry  would  be  vol- 
canic. Indeed,  Sept.  11 -related  claims 
have  hit  $40  billion,  $10  bilhon  more 


than  we  forecast.  We  were  also  corr 
that  insurers  would  exclude  terrori, 
coverage  from  new  policies.  By  t 
beginning  of  2002,  reinsurers,  which  ; 
insurance  to  insurers,  stopped  coveri 
losses  due  to  terrorism.  Primary  insur 
can't  exclude  specific  risks  from  polic 
without  prior  approval  from  regulate 
Instead,  they  threatened  to  severely  lir, 
standard  coverage. 

In  response,  45  states  and  Washir 

ton,  D.C.  have  passed  legislation  alio 

ing  terrorism  to  be  excluded  in  coi 

mercial    policies.    In    states    th 

didn't  pass  similar  bills,  includi: 

New  York,  Texas  and  Californ' 

insurers  either  stopped  selling  m 

commercial      policies,      refus' 

renewals  or  drastically  lowered  th( 

coverage  limits.  Result:  Nearly  tw* 

thirds  of  businesses  in  the  U. 

have  little  or  no  terrorism  cove 

age  at  all.  A  small  minority  h 

opted  to  buy  terrorism  insuran 

separately,  at  a  cost  of  up  to 

cents  for  every  dollar  of  cove 

age.  Congress  is  expected 

pass  legislation  that  wou 

have  the  federal  governmei 

share  the  risk  of  terrorisi 

insurance. 

— Carrie  CooUd 

OCTOBER  15. 2001 

Sky  Spy 

OUR  STORY  PREDICTING  HOW  THE  U.S.  ME 
itary's  new  spy  planes  would  be  used  in  tl 
war  on  terrorism  was  a  direct  hit.  The  ui 
manned  planes  we  profiled — Global  Hawl 
produced  by  Northrop  Grumman,  an 
Predator,  made  by  General  Atomics  Aerc 
nautical  Systems — were  used  to  plot  U.! 
military  strikes  on  al  Qaeda  in  the  mour 
tains  of  eastern  Afghanistan.  For  2003  th 
Pentagon's  budget  reportedly  calls  for  a  139 
increase  in  spending  for  spy  planes.  Bt 
there  have  been  problems.  Since  the  U.5 
military  engagement  in  Afghanistan  begar 
two  Global  Hawks  have  crashed  and  tW' 
Predators  have  been  lost.      — Dirk  Smilb 
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cat^d,  an  editor  arrested.  The  military-bac 
ruler  since  1967,  Eyadema,  65,  even  had 
entire  Forbes  Billionaires  list  shown  on  natio 
TV  to  prove  his  absence  from  it.  A  foe  in  e: 
admits  he  cited  FORBES  for  the  Vk^ealth  cla 
Eyadema's  U.S.  envoy  says  his  boss  "does 
have  that  kind  of  money."  — Luisa  K 

Next  Threat:  Build  a  Subway 

Construction  magnate  Ronald  Tutor,  61,  wh< 
Tutor- Saliba  Co.  built  much  of  the  troubled  ] 
Angeles  subway  system,  is  disavowing  a  writ 
threat  his  lawyers  made  that  his  luxury  737  Bi 
ing  jet  would  be  landed  at  the  airport  near 
Sun  Valley,  Idaho  vacation  home.  That  woi 
violate  the  airport's  weight  limit,  which  Tu 
calls  unjustified.  Airport  officials,  who  got 
threat,  say  the  rules  will  stay.   — Catherine  C 


Pitt:  FeSS  Up  Only  If  Caught       Now  why  Does  "Apr.  15"  Ring  a  Bell? 


In  October  2000  video  cameras  recorded  securities  defense 
lawyer  Harvey  L.  Pitt — now  chairman  of  the  scandal-probing 
Securities  &  Exchange  Commission — giving  a  seminar  for  in- 
house  corporate  counsel.  Included  in  his  advice:  Chief  financial 
officers  whose  e-mails  detail  too-cozy  conversations  with  ana- 
lysts about  earnings  estimates  should  "destroy"  the  incriminat- 
ing messages  "because  somebody  is  going  to  find  this,  and  it  will 
probably  be  the  SEC  when  they  investigate."  But,  he  added, 
destruction  should  stop  "when  you  hear  about  an  inquiry  ramp- 
ing up."  Mere  role-playing,  Pitt  says  now.         — Ashka  Ebeling 

What  Kind  of  Money  Does  He  Have? 

The  poor  West  African  nation  of  Togo  has  been  abuzz  since 
August,  when  opposition  publications  reported — falsely — that 
FORBES  had  said  President  Gnassingbe  Eyadema  held  $4.5  bil- 
lion in  secret  personal  bank  accounts.  Newspapers  were  confis- 


Arthur  Kaminsky,  a  prominent  New  York  agent  whose  cliei 
have  included  well-known  athletes  and  broadcasters,  filed 
1999  federal  tax  return  two  years  late,  in  July  2002,  and  only  af; 
the  feds  said  he  owed  $  1  million  more  in  taxes  and  penalties  ■ 
estimated  income  of  $2.1  million.  Without  explaining  the  del 
Kaminsky,  55,  a  Yale-educated  lawyer,  just  started  a  lawsuit 
U.S.  Tax  Court,  saying  his  1999  income  was  a  mere  $659,0( 
covered  by  prepayments.  His  own  lawyer  calls  the  litigati( 
"mundane."  — Janet  Novack  and  William  P.  Bam 

No,  Boss,  That  Wasn't  a  Massage  Park 

Attendees  at  the  World  Economic  Forum,  held  this  year  in  Nt 
York  instead  of  Davos,  Switzerland,  recently  received  Americ; 
Express  statements  that  inexplicably  billed  numerous  conferen 
meals  as  "health  products."  A  Forum  official,  citing  "confusior 
promptly  rushed  out  apologies  via  e-mail.  — W.P. 


¥^mmmm 


\  Lawyer  image  problems  stem  from  more  than  their  fees.  Here,  activity  on  the  criminal  front 

CONVICTED  OF  .. 

murdering  law  partner  for  insurance 
embezzling  $1.8  million  from  escrow  accounts 
plotting  to  sink  a  yacht  for  $3.5  million  insurance 


Richard  Buchli 
Ophyl!  D'Costa 
Rex  DeGeorge 
Daniel  Ericksor. 
Morris  Goldings 
j   Matthew  L.  Jones 
f  Elsa D.Newman 
Robert  Porges 
Paul  W.White 
Dean  N.  Zabriskie 


LOCATION 

Kansas  City,  Mo. 
Deir/er,  Colo. 
Bevfrly  Hills,  Calif. 
Bartielf,  Tenn. 
K  >;.  .;n,  Ma.'js. 
SiUiii-i,  Fla. 
Betiir-'da,  Md, 
New  York,  N.Y. 
Greenvilli.,  ' 
Orem,  Utah 


trying  to  kill  wife  with  poisoned  tea 

taking  $16  million  from  clients  over  10  years 

filching  $350,000  from  clients 

conspiring  to  kill  estranged  husband 

helping  to  smuggle  Chinese  immigrants  into  U.S. 

stealing  money  from  disabled  war  veterans 

concealing  a  fugitive  from  authorities 


during  a  recent  60-day  period.  —W.P.t 

PUNISHMENT 

awaiting  life-without-parole  sentepc 
sentenced  to  37  months 
sentenced  to  7J^  years 
awaiting  likely  8-year  sentence 
sentenced  to  3  years 
sentenced  to  12  years 
awaiting  sentencing 
sentenced  to  8  years 
sentenced  to  10  years 
jailed;  awaiting  sentencing 
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How  can  you  identify  your  best 
(and  worst)  suppliers? 

View  your  total  spend  across 
business  lines  and  geographies'Sl 

And  nnake  sure  your  contracts 
get  you  the  best  price? 


SAS'  is  ali  you  need  to  know. 


lliMUMi'ftf      I   r    r 


Oiiiv  SAS  pro\''.;c;  .  -oinpjete  ^iew  of  who's  buying 
what  in  your  company. ..an^*  from  which  supphers. 
So  you  can  consolidate  spending,  cut  your  costs  and 
jTij.ximize  profits.  To  find  out  how  leading  companies 
are  reaping  the  rev-.ards  of  SAS  suppher  intelhgenc 
software,  call  1  866  270  5724  toll  free  or  vis 
v;ww,sas.coiii/siipp!ier 


Tfie  Power  to  Know.. 


^3saa 


SAS  and  aH  other  SAS  Institute  Inc  product  or  serv;ce  narr  ■ 
©  2002  SAS  Institute  Inc.  All  rights  reserved.    51 178US.06C. 
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SPECIAL  ADVERTISING  SECTION 

ASK  MANAGERS  IN  MOST  INDUSTRIES  WHAT  THEY  LOOK  FOR  IN  A  BUSINESS  PARTNER, 

AND  THEY'LL  TELL  YOU  THEY  WANT  A  COMPANY  THAT  WILL  ENABLE  THEM  TO  FOCI 

ANDOPFRATIONAI    FXPFRTI: 


liW 


Cendian  Delivers  * 

Exceptiona  Value 
To  the  Chemical  Industry 


They  also  want  a  firm  that  can  help  them  streamline  their  busi- 
ness processes,  enable  them  to  react  quickly  to  changing  market 
conditions  and  customer  needs,  provide  a  prompt  response  to 
unanticipated  demands  or  requests,  and  —  often  most  importantly 
—  drive  improvements  in  customer  service  and  profitability. 

Ask  chemical  industry  executives  and  they'll  tell  you  they  want 
all  those  things.  But  it's  still  not  enough  —  especially  when 
selecting  a  chemical  logistics  partner.  Chemical  managers  are 
likely  to  cite  four  unique  qualifications  for  their  logistics  partner: 
specific  chemical  industry  experience,  deep  safety  and  regula- 

Partnering  With  Cendian  Has  Its  Advantages 

•LOWER,  MORE  PREDICTABLE  COSTS 

•HIGHER  PRODUCTIVITY 

•HIGHER  RETURN  ON  INVESTMENT 

•  MANAGEMENT  FOCUS  ON  CORE  BUSINESS  MATTERS 

•GREATER  SPFFD  TO  MARKET  AND  AGILITY 

tory  knowledge,  highly  qualified  transportation  logistics  profes- 
sionals who  understand  the  special  handling  and  transportation 
requirements  of  chemicals,  and  a  global  operations  footprint 
managing  ail  transport  modes. 

"Transporting  ar:d  storing  chemicals  and  plastics  requires  spe- 
cial care,"  says  M^rk  A  K,;,;:-:er,  chief  executive  officer  of  Cendian 
Corporation,  the  \y...  .  ■-,  ..  ,  d  logistics  provider  focused  exclu- 
sively on  the  chem  c3l  and  p!,3Stics  industries.  "How  they  are 
handled  depends  upon  whether  they  are  liquid  or  dry,  hazardous 
or  nonhazardous,  pressurized  or  non-pressurized,  as  well  as 
many  other  factor--  i";o  the  need  a  lined  tank  or  a  stainless 
tank?  How  should  i  t'gregated  to  meet  regulatory 

requirements?  All  of  tht  ■  ,--'s  add  complexity  to  the  logis- 

tics equation." 

Cendian  may  be  the  firs'  v    ;  ;d-class  logistics  firm  that  was 


built  from  the  ground  up  to  specifically  sen^/e  the  exacting  n( 
of  the  chemical  industry.  Formed  in  Atlanta  in  2000,  Cen 
now  employs  some  325  people  in  worldwide  operating 
tions,  commands  a  network  of  over  300  preferred  logij 
providers  and  has  secured  more  than  $1  billion  in  logistics 
vices  under  contract.  The  company's  ability  to  ship  acros 
modes  of  transportation  (bulk  truck,  dry  van,  marine,  rail  anc 
into  and  out  of  more  than  80  countries  makes  Cendian  the  r^ 
comprehensive  logistics  resource  for  the  chemical  industry 

Leveraging  a  solution  that  combines  best-in-class  techno 
with  a  preferred  partner  network,  Cendian  manages  all  ore 
and  shipments  as  a  single,  integrated  global  logistics  busir 
process  across  the  multi-enterprise  supply  chain.  Cendian's 
vices  aid  chemical  manufacturers  and  distributors  with  t 
most  critical  logistics  functions:  transportation  planning  and  ( 
cution,  customer  service,  commercial  settlement  and  per 
mance  management.  The  result,  company  officials  say,  is  ( 
savings  and  efficiency  improvements  that  deliver  value  to  die 
from  day  one. 

"Because  the  chemical  industry  is  typically  a  high-volume,  I 
margin  business,  our  business  model  offers  clients  immed 
cost  savings  without  their  having  to  make  any  upfront  caf 
investment,"  Kaiser  says.  "Chemicals  has  become  a  global  b 
ness  and  managing  the  logistics  requires  a  level  of  investnn 
in  IT  infrastructure  that  many  industry  companies  can't,  or 
unwilling  to,  make.  We've  already  made  that  investment 
them,  so  we  can  deliver  value  immediately." 

Cendian  delivers  additional  savings  to  its  clients  by  leverac 
its  purchasing  power  to  craft  better  deals  with  service  providi 

"With  more  than  $1  billion  under  contract,  we  can  negoti 
better  terms  than  most  of  our  clients  can  on  their  own,"  Kai 
says.  "We  help  lower  their  costs  while  maintaining  supenor  c 
tomer  service  and  operational  excellence." 


Transporting  chemicals  can  be  a  long,  complicated  journey. 

We  handle  the  long,  complicated  part. 


Cendian 

Chemical  Logistics 


and'i^pt's  indriStrios.Lexei aging  over  SI  billion  in  purchasing  power  and  state-of- 
,tho-ari;%?clinolog\vCen  customized,  reliable  solutions  to  meet  our  clients' 

IbgisViv  <\'  ineages>— allowiTigthem  to  focus  on  their  core  business.  Our  solutions 
:  np  upfront  capital  investment,  ar\d  deliver  immediate  bottom-line  results. 

,  t,i  ,w  ,.  iis  in  thts  iourney,'call  1. 800. Cendian  or  visit  us  at  vvww.cendian.com. 


(Q  2002  Cendian  CwpotatKm.  All  nghts  reserved. 
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THE  TREATMENT  PLANT 
for  tony  Sag  Harbor  on 
Long  Island  is  bookended 
by  a  shiny  yacht  club  and  a 
sailing  school.  Each  day 
230,000  gallons  of  sewage 
pass  through  before  dis- 
charging, 99%  decontam- 
inated, through  a  10-inch  pipe  into  the 
harbor  where  fresh-faced  grade-schoolers 
learn  to  tack. 

Hero  in  this  tale  of  environmental 
cleanup:  ITT  Industries,  manufacturer  of 
some  oddball  industrial  products,  includ- 
ing equipment  to  handle  Uquid  waste.  The 
White  Plains,  N.Y. -based  firm  is  a  remnant 
of  the  sprawling  empire  assembled,  on  the 
back  of  an  ancient  telegraph  business,  by 
the  famed  1960s  conglomerator  Harold 
Geneen.  Six  years  ago  ITT  dismanded  itself 
Its  insurance  operations  split  off  to  become 
Hartford  Financial;  its  Sheraton  hotel  chain 
was  absorbed  by  Starwood  Hotels.  That  left 
an  industrial  mishmash  that  had  to  be  ra- 


$4.7  billion  in  sales.  In  the  past  two  years  its 
shares  are  up  110%,  to  $69,  while  many 
conglomerates  are  down,  notably  the  much 
larger  Tyco  (off  70%)  and  General  Electric 
(off  43%). 

"This  is  not  just  a  blip,"  insists  the  man 
behind  the  run-up,  Louis  Giuliano.  Cam- 
era-shy and  soft-spoken,  Giuliano,  55, 
joined  ITT  in  1988  as  vice  president  of  the 
defense  unit  before  becoming  chief  execu- 
tive in  February  2001.  More  disciplined  op- 
erator than  grand  strategist,  he  managed 

Pump  man:  ITT  Chief  Louis  Giuliano. 


the  U.S.  will  have  to  spend  roughly  $80 1 
lion  to  upgrade  the  treatment  of  drink 
water  and  wastewater  in  the  next  20  ye; 
Latin  America,  Europe  and  Asia  are  in 
worse  shape;  some  regions  have  no  drii 
ing  water  or  sewage  systems  at  all.  A 
water  handling  is  profitable:  This  side 
ITT  enjoys  a  pretax,  preinterest  profit  m 
gin  of  roughly  15%,  versus  auto's  5%. 

ITT  owns  five  top  brands  in  the  pur 
universe,  including  Stockholm-based  Fly 
which  sold  some  $560  million  in  su' 
mersible  wastewater  pumps  last  year.  Gi 
liano  will  rely  on  strong  relationships  w: 
global  distributors  to  sell  soup-to-nuts  s; 
tems — like  the  one  in  Sag  Harbor,  coi 
pleted  in  March.  Cost  to  upgrade:  $1.8  m 
lion,  mostly  covered  by  a  governme 
grant.  ITT  beat  out  three  rivals  to  get  t 
job,  including  giant  U.S.  Filter,  a  unit 
Vivendi.  (U.S.  Filter  is  a  tough  competitc 
but  its  parent  is,  at  the  moment,  distractec 

ITT  supplied  all  the  electronic  contrc 
and  most  of  the  key  mechanical  comp 


Muckraker 

ITT  Industries  is  not  just  any  conglomerate. 
It  wants  to  lay  claim  to  the  very  top  of  the  sewage  business. 

BY  BRETT  NELSON 


tionalized.  ITT  Industries  jettisoned  its  auto 
parts  business  in  1998  for  $2.7  billion. 
What's  left:  the  manufacturing  of  things 
that  either  move  electrons  or  move  water. 

ITT's  electron  side  includes  low-tech 
switches  and  high-tech  radar-jamming  sys- 
tems and  night  vision  gear  for  the  military. 
The  fluid-moving  side  is  the  beauty  part, 
accounting  for  79%  of  operating  income 
(net  before  interest  and  la.ves).  Here  we 
have  the  Bell  &  Gossett  doohickeys  you 
probably  have  in  your  baserr;cr ;  if  you  have 
hot  water  heating;  Goulds  indusfial 
pumps;  and,  loveliest  of  all  (in  pro?!';  po- 
tential), the  pumps,  mixers,  aerators  .  iid 
filters  found  in  water-treatment  plants 

The  miniconglomcrate  makes  sen  .>■ 
now.  Last  year  ITT  earned  $277  million  on 
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to  boost  free  cash  flow — net  plus  depreci- 
ation, minus  capital  expenditures  and 
change  in  working  capital — to  $300  mil- 
lion last  year,  triple  the  1999  figure,  by 
squeezing  pennies  and  streamlining  plants. 
But  running  lean  only  gets  you  so  far. 
Invigorating  revenues — flat  since  1999 — 
is  Giuliano's  real  challenge.  He  has  made  a 
big  bet  on  water.  It's  a  risky  sector,  in  the 
sense  that  the  demand  level  in  much  of  it, 
in  any  given  year,  is  at  the  whim  of  taxpay- 
ers— and  taxpayers  are  not  in  a  spending 
mood  these  days.  But  over  the  long  term 
this  should  be  a  growth  business.  A  bill  au- 
thorizing perhaps  $40  billion  in  loans  for 
new  water  supply  and  wastewater  systems 
is  up  for  debate  in  Congress.  The  Environ- 
mental Protection  Agency  estimates  that 


nents.  Flygt  pumps  move  chopped-up  ii 
coming  sewage  at  200  gallons  a  minute  int 
four  concrete  reactor  tanks.  Computer-trij 
gered  blowers  send  air  through  tiny  hol< 
in  196  ITT-made  rubber  discs  called  aen 
tors  lining  the  bottom  of  the  tanks.  The  0x5 
gen  promotes  bacteria  that  gobble  up  th 
waste.  Floating  sensors  hold  the  oxygen  t 
between  2  and  2.5  parts  per  million  of  wate 
Too  much  oxygen  and  the  toxic  ammoni 
in  waste  won't  convert  to  nitrogen  ga; 
which  bubbles  out.  Big  ITT  mixing  fans  kee 
the  bacteria,  waste  and  oxygen  churned  u 
to  keep  the  soup  from  going  septic.  Sludg 
setflcs  to  the  bottom,  leaving  clean  water  oi 
top.  An  ITT  arm  decants  the  clean  water  int 
another  tank,  where  it's  zapped  with  ultra 
violet  rays  to  wipe  out  small  viruses  befor 


i 


.ring  on  the  sludge:  An  empty  "batch  reactor  waits  to  aerate  a  tankful  of  raw  sewage  at  the  wastewater  treatment  plant  in  Sag  Harbor,  N.Y. 

FORBES"   September  16,  2002      59 


AIT. 

flowing  into  the  harbor.  Flygt  pumps  re- 
move the  sludge.  Put  in  enough  capital 
and  you  save  on  operating  costs:  The  30- 
year-old  plant  now  handles  40%  more 
volume  and  uses  55%  less  electricity 
than  it  did  two  years  ago. 

SeUing  near-complete  systems  may 
give  ITT  an  advantage  over  individual 
equipment  makers  when  bidding  for 
jobs.  It's  the  same  idea  as  IBM  selling  not 
just  boxes  but  integrated  systems.  But 
selling  is  still  the  hardest  part  of  this 
business,  especially  since  local  suppliers 
have  so  much  clout.  Giuliano  must  find 
a  way  to  move  more  systems  overseas. 
Currently  42%  of  fluid-technology  sales 
come  from  projects  in  foreign  waters — 
in  countries  like  Korea,  Hungary,  Egypt, 
Chile,  Scotland  and  Ireland. 

What  about  entering  services,  as 
rival  U.S.  Filter  has  done?  Giuliano 
would  prefer  to  stick  to  what  he  knows 
best:  making  stuff.  Yet  partnering  with 
services  firms  is  another  matter.  Bech- 
tel,  the  huge  engineering  company,  sub- 
contracted three  wastewater  jobs  to  ITT 
in  Scotland  in  the  last  18  months.  These 
gigs  are  lucrative,  but  ITT  takes  on  more 
risk — by  not  only  selling  the  hardware, 
but  sometimes  installing  it  and  guaran- 
teeing the  quality  of  the  effluent  and  the 
power  usage. 

Giuliano  needs  to  get  some  top-line 
growth  by  shopping.  At  2 1  times  trailing 
earnings,  cheaper  than  the  market's  33, 
ITT  shares  aren't  exactly  a  rich  currency 
for  rolling  up  an  industry.  But  Giu- 
liano's  solid  balance  sheet  could  handle 
more  debt.  ITT's  debt-to-capital  is  32%; 
Vivendi's,  69%.  A  plausible  target  would 
be  an  advanced-filtration  company.  So- 
phisticated filters  and  membranes  ac- 
count for  $5  billion  of  the  $8  billion 
worldwide  water-treatment  market  (ex- 
cluding pumps),  estimates  UBS  War- 
burg. Deb.  •  r  <  of  Schwab  Capital 
Markets,  v. ;  •  ■■ ti  a  decade  fol- 

lowing wai  >  s  thinks  Os- 

monics,  a  p,ii  ,  ,08  million 

(sales)  filterma-- \         .;,     j^,oodfit. 

Still,  "meteoric  gj-cwrin  isa't  sus- 
tainable," says  Giulisno  ' ''  grow 
the  top  line  6%  per  yea^  V :  :  ecsta- 
tic." No  one  gets  more  r  ;.  .  about 
sewage  pumps,  F 
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The  100%  Solutioi 

Be  wary  when  legislation  sails  through  the  U.S. 
Senate  unanimously.  As  in  its  recent  99-0  vote  tc 
stop  the  wickedness  on  Wall  Street,  by  dan  seligm 


POLITICIANS  WERE  TRIPPING  OVER 
themselves  to  come  out  in  favor  of 
corporate  integrity  and  against  fraud. 
Thus  it  was  that  the  Corporate  and  Audit- 
ing Accountability,  Responsibility,  and 
Transparency  Act  of  2002  waltzed  through 
the  Senate  with  a  99-0  vote,  on  its  way  to 
being  signed  by  George  Bush,  who  is  also 
opposed  to  fraud.  Anything  not  to  like  here? 

There  is  precedent  for  bills  with  unan- 
imous support  from  the  world's  greatest 
deliberative  body,  and  it  is  not  good.  Let's 
inspect  the  evidence. 

The  Endangered  Species  Act  passed  the 
Senate  92-0  in  1973.  Not  a  single  senator 
rose  to  argue  that  we  might  not  want  to 
preserve  every  animal,  including  the  insects 
that  transmit  various  fatal  diseases,  and 
every  plant,  including  poison  ivy.  Behind 
the  bill  were  the  newly  discovered  lovabil- 
ity  of  whales  and  other  mammals, 
plus  the  Republicans'  perceived  need 
to  cuddle  up  to  Senate  liberals  then 
breathing  heavily  over  Watergate. 

Also  noteworthy:  the  Senate's  93- 
0  vote  last  year  to  provide  "parent  ed- 
ucation programs"  for  moms  and 
dads  not  knowing  how  to  bring  up 
little  kids.  Who  said  the  era  of  big 
government  was  over? 

The  KidVid  bill  of  1988,  strenu- 
ously backed  by  public  television 
personalities  and  assorted  "children's 
advocates,"  passed  the  Senate  in  a 
unanimous  voice  vote.  It  would  have 
limited  commercials  on  children's  TV 
shows  to  12  minutes  per  hour  on 
weekdays  and  WA  minutes  on  week- 
ends. If  Ronald  Reagan  hadn't  vetoed 
it,  by  now  we  would  presumably 
have  parallel  laws  to  ban  excessive  ad 
pages  in  children's  magazines  and  li- 
censing of  cartoon  characters. 

Equally  inane,  but  not  vetoed  by 
Ron — and  now  embedded  in  the 
Internal  Revenue  Code — was  Sena- 


tor Edward  Kennedy's  1988  proposal 
eliminate  federal  income  taxes  on  savu 
bond  interest  used  to  pay  college  tuitii 
It  passed  the  Senate  94-0.  Nobody  see 
to  have  objected  to  the  fact  that,  moi 
being  totally  fungible,  there  is  no  way 
tell  whether  those  interest  payments  w 
ultimately  paying  for  tuition  or  a  day 
the  racetrack. 

Most  amusing  is  the  1995  Lobbyi 

Disclosure  Act.  Reflecting  the  widespre 

view  that  lobbyists  are  ethically  at  the  le 

of  whorehouse  piano  players,  the  bill  p] 

vailed  by  98-0  in  the  Senate  and  421-0 

the  House.  A  similar  bill  had  fallen  on 

face  in  1994.  The  difference:  The  earlier  o 

handed  enforcement  to  an  independe 

agency,  while  the  1995  version  left  thf 

matters  to  congressional  minions.  Congri 

was  inspired  to  shift  the  enforcement  a 

paratus  by  artful  counseling  fro 

none  other  than  the  Americ 

•  League  of  Lobbyists,  the  Natior 

Association  of  Manufacturers  ai 

the  U.S.  Chamber  of  Commerce. 

What  to  expect  from  the  corp 

rate  antifraud  legislation?  A  windf. 

for  the  plaintiff's  bar,  for  one.  Als 

inevitably,  some  unintended  cons 

quences.  One  provision  mandat 

that  analysts  be  separated  wdthin  tl 

investment  firm  from  those  involve 

in  investment  banking,  which  w 

surely  necessitate  regulations  speUii 

.        out  when  separate  elevators  ar 

'       water  coolers  wiU  be  required.  Ai 

^  '  other  provision  forbids  retaliatic 

by  Wall  Street  firms  against  whistli 

blowers.  So  now  financial  analys 

who  sense  they  are  about  to  be  firt 

for  ineptitude  will  try  to  irnmuni; 

themselves    by    issuing    repor 

panning     one     of    the     firm 

underwriting  clients.  I 

Reporter  associate:  Lea  Goldman. 


omes  to  your  door, 
a  decision  is  made. 
The  CCD  chip  behind 
the  lens  captures  an  image, 
and  the  microprocessor 
looks  for  a  match. 
One  second  later— 
access  permitted  or 
access  denied. 
The  iris  of  the  human  eye. 
Unique  as  a  snoujf  lake, 
more  absolute  than 
a  fingerprint.  Perfect  key. 
meet  the  perfect  lock. 
Get  in  at  ajujuj.lgiris.com 


TH6R€'S  A  REASON 
ARS,  THieveS  AND  SPIGS  NGVGR  HAK 
eve  CONTACT. 


Big  spender:  Beazer  Hynes 
Chief  Ian  McCarthy  grabbed 
share  while  rivals  retrenched. 
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.es,  the  worst  way  to  handle  a  downturn  is  to  slam  on  th^  brakes. 
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GHANA  R.  SCHOENBERGER 

9URING  THE  RECESSION,  WHILE 
most  companies  sat  on  their 
hands,  Beazer  Homes  USA  took 
out  its  checkbook.  In  August  last 
year,  amid  the  throes  of  a  reces- 
In,  the  sixth-largest  home  builder  bought 
iford  Homes  for  $64  million,  then  spent 
30  million  for  Crossmann  Communities 
April,  expanding  into  Indiana  and  Ken- 
Jcy,  all  the  while  spiffing  up  its  Web  site 
impress  its  target  audience,  first-time 
yers.  As  a  result,  Atlanta-based  Beazer  in- 
jased  its  market  share  by  a  fourth,  to 
'%,  since  the  end  of  2000.  Granted,  the 
using  market  was  strong  throughout  the 
Kssion,  but  Beazer  outstripped  its  com- 
tition  as  well.  "The  numbers  are  quite 
lall,  but  they're  getting  a  lot  bigger,"  says 
lief  Executive  Ian  McCarthy. 

On  the  verge  of  what  economists  say 
ay  be  a  double-dip  recession,  executives 
th  the  fortitude  (and  the  cash)  to  spend 
ould  be  gleeful,  watching  their  rivals 
rivel.  Spending  your  way  through  a 
iwntum  is  a  counterintuitive  strategy  that 
n  reward  the  brave  with  increased  mar- 
t  share,  better  customer  service  and  more 
Dtivated  employees.  A  handful  of  com- 
nies,  including  Wal-Mart,  Dell,  Kohl's 
d  United  Parcel  Service,  bought  up  slices 
their  markets  by  spending  heavily  on 
irketing,  research,  hiring  and  acquisitions 
t  year. 

Even  a  tarnished  technology  name  such 
Palm,  which  last  year  lost  $82  million  on 
$4%  drop  in  revenue,  to  $  I  billion,  and 
d  off  24%  of  its  employees,  began  hiring 
ore.  salespeople  in  the  winter  to  hawk 
ndhelds  to  corporations.  This  spring 
Im  spent  several  million  dollars  on  ads 
ned  at  dads  and  college  grads,  says  Ken- 
th  Wirt,  senior  vice  president  of  market- 
l-  The  payoff  was  a  19-point  gain  in  mar- 
t  share  of  handhelds  to  57%  by  June. 
Of  course,  many  firms  were  desperate 
cut  anywhere  they  could.  Blockbuster, 
nng  slower  sales  growth,  cut  capital  ex- 
nditures  58%  to  $93  million  for  fiscal 
lOI.  Mall  developer  Simon  Property 
'oup  went  into  bunker  mode,  dropping 
ending  by  a  third  to  $282  million  as 
any  of  its  retail  tenants  filed  for  bank- 
ptcy.  Some  firms  that  had  grand  expan- 


sion plans  shifted  rapidly  into  reverse.  Tele- 
com equipment  maker  Corning  planned 
to  spend  $2.5  billion  on  capital  equipment 
in  2001,  up  fi-om  $757  million  in  1999.  By 
midyear,  it  dawned  on  the  managers  that 
there  was  a  fiber  glut.  Corning  ft-oze  the 
budget  at  $1.8  billion,  nixing  a  new  fiber 
plant  in  Oklahoma  City  and  a  photonics 
factory  in  New  Hampshire. 

But  recession  spending  can  pay  off.  In 
the  downturn  of  the  early  1990s  Wal-Mart 
seized  the  lull  to  outpace  Kmart.  It  under- 
priced  the  rival  by  about  5%,  bought  up 
cheap  real  estate  to  open  new  stores  and 
acquired  a  wholesale  club  to  bolster  its 
own  Sam's  Club.  By  late  1991  Wal-Mart 
was  in  first  place  among  retailers  and  put 
Kmart  onto  the  path  of  decline  that  led  to 
its  bankruptcy  earlier  this  year.  To  cele- 
brate the  next  recession  the  Bentonville, 
Ark.  giant  will  spend  $10  billion  on  an  ex- 
pansion that  will  increase  its  store  base  by 
9%.  Last  month  it  detailed  a  plan  to  in- 
troduce its  185,000-square-foot  grocery- 
heavy  supercenters  to  California,  opening 
40  by  2008. 

Arrow  Electronics  took  a  similar  tack 
in  the  last  recession,  when  it  began  a  buying 
spree  that  eventually 


By  the  Numbers 

What  Double-Dip? 


Year-ovor-,'Qar 
busine? 
software  in  f 


totaled  40  compa- 
nies. Now  Arrow 
controls  23%  of  the 
$40  billion  world- 
wide electronic  com- 
ponents distribution 
industry.  Arrow 
slashed  its  capita! 
outlays  from  $80 
million  in  2000  to 
$64  million  last  year. 
But  the  company  de- 
cided to  squeeze  out 
some  cash  for  urgent 
projects,  building  a 
semiconductor  pro- 
gramming center  in 
Penang,  Malaysia 
and  an  expanded 
distribution  and  programming  site  in 
Reno,  Nev.  Harriet  Green,  vice  president  of 
global  strategy  and  business  development, 
says  customers  required  the  company  to 
keep  expanding  capacity,  even  though 
Arrow  lost  $74  million  on  sales  of  $10  bil- 


Economists  predict  potholes  ahead. 
But  some  companies  know  tough  times 
are  the  best  times  to  invest  wisely. 


$10  biriHi 


lion  last  year.  Arrow's  rivals  have  been  re- 
trenching. In  April  competitor  Pioneer- 
Standard  said  it  would  take  $12  million  in 
charges  to  close  a  plant  and  cut  overhead. 
For  some  companies,  recession  spend- 
ing is  a  matter  of  sticking  with  plans  made 
in  fatter  times.  United  Parcel  Service  cut  its 
capital  budget  fi-om  $2.4  billion  in  2001  to 
$2  billion  this  year,  but  the  delivery  giant 
has  protected  crucial  areas  such  as  infor- 
mation technology  and  acquisitions.  In  this 
year  and  again  next,  UPS  will  spend  $1  bil- 
lion on  technology;  soon,  the  company  will 
be  able  to  label  packages  with  codes 
that  tell  handlers  what  trucks  to  load  the 
packages  on  and  where  on  the  trucks  the 
packages  should  be  placed.  Of  the  27  com- 
panies UPS  has  acquired  in  the  last  two- 
and-a-half  years,  the  largest  was  Fritz  Cos., 
a  forwarder  and  customs  brokerage,  for 
which  it  spent  $456  million  in  August  2001. 
To  raise  the  cash  for  these  projects,  UPS  de- 
ferred 6  of  the  12  new  Airbus  jets  it  had 
planned  to  buy  this  year.  Profits  were  still 
down  by  18%  in  2001,  to  $2.4  billion,  but 
revenue  grew  3%  to  $3 1  billion  and  inter- 
national shipments  rose  11%. 

After  the  September  terrorist  attacks 
closed  the  skies  for 
three  days.  South- 
west Airlines'  com- 
petitors laid  off 
80,300  employees 
and  mothbaUed  350 
planes.  But  South- 
west has  been  on  a 
hiring  binge,  adding 
5,600  people  since 
September  to  its 
29,400  and  a  net  18 
planes  to  its  fleet  of 
355.  Southwest  is 
spending  $100  mil- 
lion this  year  on 
technology,  includ- 
ing check- in  kiosks 
and  new  boarding 
cards.  "I  wouldn't 
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qiiioment  and 
2002. 


-t  shai  e  this  spring  from 
r  Gorpor  ae  sales  force 


V-. :  lat  Vt/al-Mari  will 
';iWEt  .-es  thi.'syear, 
year  ci'dget  ever. 


say  that  it's  business  as  usual,  but  we're  still 
running  our  business,"  says  Gary  KeUy, 
chief  financial  officer.  As  a  reward,  Kelly's 
share  of  the  markets  he  serves  is  up  4  points 
to  67%.  Companies  still  in  tightwad  mode 
had  better  take  heed.  r 
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ASHOESHINE  STAND  WITi 
vulgarity  embroidered 
cloth.  A  portrait  of  rock  i 
Jimi  Hendrix  in  a  framed  r 
prene  black  doily  the  size 
small  tabletop.  A  creepy  robotic  sci 
ture  of  a  life-size  paraplegic  Japar 
salaryman  that  crawls  on  its  forearm 
These  weird  items  are  objets  d 
inhabiting  the  Santa  Monica,  Calif,  oft 
of  Peter  Norton,  58,  the  entrepren; 
behind  the  hugely  popular  Norton  U 
ties  software  series.  He  sold  his  epoi 
mous  company  to  Symantec  for  $70  r 
lion  in  stock  in  1990,  when  he  was 
then  dropped  out  of  the  business  wc 
and  became  a  full-time  art  collector  i 
philanthropist. 

But  Norton's  taste  is  a  little  pecul 
Another  piece,  which  once  was  display 
by  his  swimming  pool,  featured  an  arti 
urine  stain  rendered  in  gold  leaf.  Hi 
fond  of  a  giant  Polaroid  of  a  man  carv 
with  a  knife  into  another  man's  nat 
back.  "The  art  I  like  has  a  head-on  co 
sion  between  sensibilities,  between  c 
tural  worlds  and  between  ideas,"  he  sa 
Now  Norton  is  getting  back  into  bu 
ness,  approaching  new  investments  in  1 
same  way  he  buys  art — by  putting  mor 
into  ideas  that  few  others  are  willing 
support.  His  return  has  been  a  long  til 
coming.  After  selling  out  in  1990  he  ass 
uously  refused  to  pour  money  into  t 
tech  bubble  and  avoided  the  dot-con 
figuring  he  got  lucky  once  and  would 
again.  Then  again,  he  wasn't  getting  inu 
dated  with  requests.  "Nobody  was  coi 
ing  to  me  when  the  VCs  were  so  awa 
with  money  and  everyone  was  caught  i 
in  the  combined  lunacy,"  Norton  says. 
He  puts  his  net  worth,  includii 
money  he's  put  in  trusts  and  foundatioi 
at  $175  million,  dovm  from  an  estimat 
$350  million  at  the  market  peak.  Not  b 
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H    Actual  chip  size  at 
least  25  times  smaller.* 


You're  looking  at  the  Mu(tj)-chip,  the  smallest  chip**  on  the  planet.  Mu-chip 
can  be  attached  to  most  things,  including  passports  and  bank  notes.  It  is 
revolutionizing  security  and  authentication  technologies  with  its  intelligent  data 
storage  abilities.  As  an  egg  brings  new  life,  so  Hitachi  is  always  looking  to  bring 
a  new  quality  to  life.  Hitachi  is  working  throughout  the  various  fields  of  life 
sciences,  this  includes  all  human  protein  anal-sis  through  which  lives  can  be 
saved  and  prolonged.  Small  wonders  building  J-'ig  futures.  Visit  Hitachi  on  the 
web  and  see  how  we're  inspiring  the  next  vAf'n  our  advanced  technologies  and 
innovative  solutions. 

♦Actual  chip  size  measures  0.4  mm  x  0.4  mm    **Sm?,llc5t  RFil'  (rado  frequency  identification)  chip 
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NORTON 


for  someone  who  hasn't  held  a  full-time 
job  in  over  a  decade. 

"I've  made  a  lucky  fortune  on  a 
kitchen  table,"  says  Norton,  whose  hair 
has  gone  thoroughly  gray.  "Some  people 
are  deluded  by  their  success.  It  was  more 
luck  than  science." 

His  investment  vehicle  is  Acorn 
Technologies,  an  intellectual  property 
startup.  Norton  has  contributed  half  of 
the  firm's  $13  million  in  capital,  and 
Acorn  is  pursuing  technologies  that 
could  improve  cell  phone  chips,  speed 
up  the  rate  of  improvement  in  semi- 
conductor technology  and  cure 
rheumatoid  arthritis.  A  separate  con- 
sulting division  helps  corporate  clients 
such  as  Ford  Motor  and  Dow  Chemical 
mine  their  patents  for  revenue. 

The  arthritis  treatment  is  being  devel- 
oped by  Robert  Root-Bernstein  of  Michi- 
gan State  University's  College  of  Natural 
Science.  Root-Bernstein,  a  MacArthur 
Prize  winner,  discovered  serendipitously 
that  a  combination  of  infections  he  was 
using  in  AIDs  research  stopped  T  cells  in 
the  immune  system  from  attacking  the 
joints.  He  is  researching  what  turns  off 
lymphocytes,  the  white  blood  cells  that 
do  the  heavy  lifting  of  the  immune  sys- 
tem. But  he  couldn't  wrangle  funding 
from  any  traditional  grant  sources. 


Lasting  impression 

Norton-branded  software  still 
makes  up  the  bulk  of  Symantec's 
consumer  products  sales.  Here'i 
a  breakdown  of  Symantec's 
annual  sales  of  $1.07  billion 


Business  security 
Consumer  products 
Administration 


Service  and  other  products 
Source:  Symantec  corporate  reports.  '^M 

wanted  to  explore  possible  commercial 
uses  such  as  reducing  electronic  noise  in 
cellular  networks.  Eliminate  the  noise  and 
you  increase  call  capacity. 

SAIC  talked  to  20  potential  partners, 
but  few  were  willing  to  invest.  Acorn  put 
up  less  than  $5  million.  Norton's  presence 
was  a  deciding  factor,  says  William  J. 
Fields,  an  SAIC  vice  president.  "I  didn't 
meet  him.  I  just  know  who  he  is,"  he  says. 

Norton's  own  career,  but  for  a  five- 
year  period  starting  in  1971  when  he 
became  a  Buddhist  monk  and  shaved  his 
head,  is  more  pragmatic  than  the  projects 
he  funds  today.  In  the  early  1960s  he 


"They  loved  the  idea  of  GEHING 
STINKING  RICH  from  something 
that  is  enormously  useful." 


"People  wanted  me  to  tell  them  how 
it  worked  before  they  gave  me  the  fund- 
ing— and  I  needed  the  funding  to  find 
out  how  it  worked,"  Root-Berstein  says. 
"It  became  a  vicious  cycle."  But  he 
landed  $100,000  from  Acorn,  whose 
founder,  R.  Stockton  Gaines,  was  a  friend 
of  the  researcher's  late  father,  in 
exchange  for  a  share  of  royalties  should 
the  therapy  succeed. 

Equally  curiou.^  though  no  less  risky, 
is  Acorn's  investment  in  the  "We'ner  fil- 
ter," based  on  an  impractical  alj'.orithm 
developed  in  the  1940s  and  dusted  off 
and  improved  by  Science  Applications 
International  Corp.  of  San  Diego.  SAIC 


toiled  for  an  actuarial  company  on  an 
IBM  computer.  Intent  on  making  com- 
puters easier  to  use,  he  landed  his  first  big 
hit  with  an  early  version  of  UnErase, 
which  magically  restored  deleted  files. 
Another  program.  Disk  Doctor,  diag- 
nosed problems  and  fixed  them,  as  well. 

Taking  his  cues  from  Colonel  Harland 
Sanders  of  Kentucky  Fried  Chicken  and 
Tom  Carvel  of  ice  cream  fame,  Norton 
personified  his  products  by  slapping  his 
avuncular  picture  on  every  box.  The 
expanding  family  of  Norton  products, 
which  now  includes  virus  detectors  and 
firewall  kits,  accounted  for  35%  of 
Symantec's  $1.07  billion  in  sales  for  the 


fiscal  year  ended  Mar.  29.  Norton  still  g 
a  small  royalty  for  the  use  of  his  name. 

His  relationship  with  Acorn  car 
>  through  his  ties  to  Rand  Corp.,  the  thi 
tank  that  is  also  based  in  Santa  Monii 
Robert  Anderson,  head  of  Rand's  infc 
mation  sciences  group,  was  consulting 
the  United  Nations  in  Saudi  Arabia  in  t 
early  1990s.  The  Saudis  and  the  U.l 
wanted  an  expert  review  of  Andersor 
recommendations,  so  Anderson  col 
called  Peter  Norton,  who  was  well  knov 
even  in  Saudi  Arabia.  "Quite  to  my  su 
prise,  he  said  yes,"  recalls  Anderson. 

R.  Stockton  Gaines  was  also  at  Rar 
at  the  time.  When  he  was  seeking  funi 
ing  in  1998  for  Acorn,  Anderson  hook( 
him  up  with  Norton.  Norton  joined  tl 
board  in  January  and  now  helps  tl 
fledgling  firm  by  opening  doors  with  h 
famous  name. 

"These  weren't  guys  who  had  the 
heads  in  the  clouds,"  says  Norton,  wh 
refers  to  Acorn's  staff  of  scientists  an 
Ph.D.s  as  "boffins."  "They  loved  the  ide 
of  trying  to  make  this  stuff  real  and  g( 
practical  benefit  out  of  it,  and  they  love 
the  idea  of  getting  stinking  rich  fror 
something  that  is  enormously  useful, 
found  the  combination  of  those  passior 
very  infectious." 

Norton  recently  separated  from  hi 
wife  of  17  years  and  moved  into  a 
ocean-view  apartment.  Now  he  spend 
his  time  jetting  off  to  visit  a  gal  pal  an< 
travels  to  his  homes  in  Seattle,  New  Yor 
and  Martha's  Vineyard,  where  he  i 
rebuilding  a  historic  mansion  that  wa 
destroyed  in  a  fire.  He  also  has  been  trav 
eling  frequently  to  Shanghai  to  overso 
another  new  venture  that  he  won't  dis 
cuss.  "It  v^  confuse  things,"  Norton  say. 
cryptically. 

True  to  form,  Norton  ellipticalh 
describes  the  work  at  Acorn  after  hi; 
self-imposed  sabbatical  as  reinvigorat 
ing.  "I  see  myself  as  a  person  who  wa; 
lost  in  vagueness.  Not  my  reputation 
but  it  was  the  way  I  experienced  myself 
I  really  liked  the  way  these  guys  think 
They're  a  better,  smarter,  more  realizec 
version  of  what  I  thought  about  myself,' 
he  says. 

"Even  if  we  lose  it  all,  we'll  have  a 
ball."  F 
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Hitachi's  visionary  technology  is  revealing  nature's  deepest  secrets  to  the 
naked  eye.  Our  versatile  electron  microscopes  -  indispensable  tools  in  the 
nanotechnology  revolution  -  have  a  multitude  of  uses  in  fields  ranging  from 
semiconductors  to  biotechnology.  And  our  non-invasive  Magnetic  Resonance 
Imaging  (MRI)  systems  provide  medical  professionals  with  fast,  accurate 
diagnostic  and  surgical  tools.  Saving  lives,  or  simply  making  life  better,  is  the 
global  vision  at  Hitachi.  Visit  us  on  the  web  and  see  how  we're  inspiring  the 
next  with  our  advanced  technologies  and  innovative  solutions. 

•The  focus  has  been  intentionally  adapted  for  thi",  sdveiiisenent. 


Medicine 


finds  the  soft  side 
ryweigh 


fnrjuu.jfry. 


Rx:  Erich  Reinhardt  was  handi 
task  of  revitalizing  a  key  buL 


SIX  YEARS  AGO  JAMES  CLARK, 
armed  with  the  fortune  he'd 
made  starting  Netscape,  set  out 
to  drag  the  paper-choked 
heahh  care  industry  into  the 
digital  age.  Clark  and  his  software  engi- 
neers at  Healtheon  didn't  know  much 
about  medicine,  but  they  did  recognize 
an  opening.  The  goal:  connect  doctors, 
pharmacies,  labs  and  insurers  through 
Healtheon's  network  and  take  one  quar- 
ter of  the  cost  out  of  the  $1  trillion  health 
care  industry,  pocketing  a  bit  of  that  for 
his  troubles.  But  after  spending  $15  bil- 
lion (niostly  paper  shares)  on  80  acquisi- 
tions, WebMD,  as  the  company  came  to 
be  called,  is  in  need  of  medical  help  itself. 
Not  counting  vvt  itt^downs,  it  lost  $2.85 
billion  last  year  on  sales  of  $707  million. 
Maybe  the  medical  i  idustry  wasn't 
ready  for  a  new,  new  'hiag.  But  it  is 
indeed  ready  to  rationalbx  lh<;  mountains 
of  paperwork.  And  for  that,  it  is  turning 


not  so  much  to  Silicon  Valley  as  to  a  Ger- 
man industrial  conglomerate:  Siemens. 

"I'm  talking  about  the  frustration  we 
have  now  with  the  four  hours  of  paper- 
work that  every  nurse  on  every  shift  must 
now  contend  with,"  says  Richard  Scrushy, 
chief  executive  of  Birmingham,  Ala.- 
based  HealthSouth,  the  nation's  largest 
operator  of  rehabilitation,  outpatient 
surgery  and  diagnostic  imaging  centers. 

Siemens  is  giving  HealthSouth  an 
answer:  an  all-digital  "hospital  of  the 
future,"  now  under  construction.  When  a 
doctor  orders  a  medication,  the  request 
will  be  electronically  input,  checked  for 
contraindications,  processed,  recorded 
and  billed  automatically.  Patients  will  be 
able  to  order  meals,  movies  and  their  lat- 
est test  results  from  a  bedside  flat  screen. 
Staff  on  another  floor — or  doctors  miles 
away — will  be  able  to  check  a  patient's 
status  remotely. 

It's  not  such  a  surprise  that  Siemens, 


which  in  the  19th  century  commerci 
ized  the  X  ray  and  the  telegraph,  will 
supplying  medical  equipment,  the  co 
munication  system  and  even  power 
HealthSouth's  new  hospital.  But  the  sc 
ware?  Says  Scrushy,  "We  still  i 
Healtheon  for  some  outpatient  billii 
but  at  the  new  facility,  Siemens  will  h; 
that  function  as  well." 

A  little-known  fact:  Siemens  is  ni 
the  world's  largest  application  serv 
provider  to  the  health  business.  Digits 
stored  X  rays,  recordkeeping,  the  came 
that  guide  surgeons  in  the  operating  tJ 
ater — all  run  on  Siemens  software. 

How  did  a  century-old  Bavari 
manufacturer  that  took  in  most  of  its  3 
billion  selling  generators,  railroad  ca 
telecom  equipment  and  factory  auton 
tion  last  year  find  itself  in  the  softw. 
business?  Chief  Executive  Heinrich  v 
Pierer  didn't  set  out  to  take  on  SAP,  D 
or,  for  that  matter,  Healtheon.  Sieme: 
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St  not  be  Heinz 
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A  good  meal  out  deserves  a  great  ketchup.  Insist  on 
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^special  Aavertising  reature 


I  Have  a  Sound  Financial  Pla 

Don't  I? 


There's  more  to  a 
sound  financial 
plan  than  you 
might  imagine.  Here  are 
three  myths  that  shed 
light  on  some  common 
misconceptions  about 
how  to  secure  your 
family's  financial  future. 


MYTH  #1:  If  I  invest  wisely,  my 
family's  financial  future  will  be  secure. 

That  may  be  true  if  you  live  long 
enough  to  achieve  your  financial 
goals,  but  what  if  you  don't?  Will  your 
family  have  enough  money  to  live  the 
kind  of  life  you  want  for  them?  A  nice 
home.  A  good  education  for  the  kids. 
A  comfortable  retirement.  Life  insur- 
ance provides  a  financial  safety  net, 
helping  to  ensure  that  your  family's 
financial  hopes  and  dreams  will  be 
realized,  even  if  the  worst  happens. 

MYTH  #2:  My  financial  plan 
protects  me  from  risk  because  it's 
highly  diversified. 

Portfolio  diversification  is  generally 
considered  a  sound  strategy  for 
■^^IWI? -^^^iftk-  protecting  your 

investment 
program,  but 
don't  confuse 
your  investment 
plan  with  your 
financial  plan. 
What  would 
happen  to  your 
ability  to  save 
and  invest  if  you 
died  or  were 
injured  or  too 
sick  to  work? 
Only  life  and 
disability  income 
insurance  will  help  complete  your 
financial  plan  if  you  cannot. 


IFE 


MYTH  #3: 1  can't  afford  to  include 
insurance  in  my  financial  plans. 

Most  financial  advisors  would  tell 
you  that  you  can't  afford  not  to  hav 
adequate  insurance  coverage.  Life 
disability  income  insurance  help  m; 
sure  that  your  savings  and  investme 
plans  won't  be  derailed  if  your  incc 
disappears  because  you  die  or  beco: 
disabled.  And  when  it  comes  to  cos 
there  are  wide  ranges  of  products  fr 
which  to  choose,  and  a  qualified  inj 
ance  professional  can  help  you  find 
ones  that  will  meet  both  your  needs 
and  your  budget. 

Need  more  informatic 

To  learn  more  about  insurance  or  ti 
locate  a  qualified  insurance  or 
financial  advisor,  visit  LIFE'S  Webs 
at  www.life-line.org.  Or,  call  us  at 
888-LIFE-777  for  a  free  brochure 
about  the  role  of  insurance  in  a  sou 
financial  olan. 
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LII-K  AND  HKAI.ril  INSl  K\  .i  t  K1UN|)\ 
A  NONPROFIT  OKC AM 


[IFE  INSURANCE  ISN'T 
OR  THE  PEOPLE  WHO  DIE 
r'S  FOR  THE  PEOPLE  j 
^^HO  LIVE.  i 


e  Reymore  Chevrolei  dealer 
en  run  by  three  generations  of  tTie 
►use  family.  Brian  House  was  just  28 
len  his  fathers  sudden  death  from  a 
tin  attack  left  him  in  charge  of  the 


ian,  his  sister  Cheryl  and  his  mom 
incy  were  grief  stricken.  Brian's  daff 
d  understood  that  life  insurance  would 
Ip  t^^caK  of  his  family  and  ihe  car 
aler^ft  V^^  event  of  his  death.  Life 
luranS^IKhere  to  provide  for  his 
le's  financial  future  and  ensured  a 
looth  transition  as  Br 
y-to-day  running  of  ti 
day,  Reymore  Chevrolet  i. 
ian  is  vice  president,  his  sistt 
csperson  and  their  mom  works  i. 
alership  as  president. 

ian's  story  proves  the  value  and  impor-^ 
ice  of  life  insurance.  So  talk  to  a  life 
iurance  agent  or  other  financial  advisor^ 
d  find  out  about  creating  a  plan  ttat  \ 
:es  care  of  the  people  you  love  an^^~ 
ngs  you  care  about.  Because,  without 
urance,  a  financial  plan  is  just  a  savings' 
d  investment  program  that  dies  withyq 


LIFE 


,  \0\l'KOt  I  f  tlKt.WI/  \l  IO\ 


'^88-LIFE-777  www.life-line.org;/ 


SIEMENS 


move  into  medical  software  came  out  of 
distress. 

In  1995  Siemens'  medical  business  was 
barely  profitable  and  losing  customers  for 
its  computed  tomography  scanners  and 
magnetic  resonance  imagers  to  the  more 
innovative  GE  and  Philips,  and  to  Japanese 
competitors.  The  company  needed  more 
than  a  mere  productivity  fix.  Von  Pierer's 
response:  Tear  down  the  whole  thing  and 
start  over  again. 

He  began  by  replacing  the  man  in 
charge  with  Erich  Reinhardt,  not  a  Jim 
Clark-style  revolutionary  but  a  diminu- 
tive, soft-spoken  academic  engineer  who 
had  spent  most  of  his  dozen  years  at 
Siemens  working  with  its  medical 
machines.  He  was  able  to  look  beyond 
Siemens'  predicament  and  address  the 
bigger  problems  faced  by  the  medical 
profession — exploding  costs  and  a  thicket 
of  paperwork. 

Reinhardt  started  with  the  modest- 
sounding  goal  of  speeding  work  flow  for 
the  medical  technicians  who  use  his 
machines  by  building  software  that 
could  automatically  download  patient 
information.  Before,  technicians  would 
have  to  reenter  the  same  name,  address 
and  date  of  birth  every  time  a  new 
image  was  taken.  In  the  chaos  of  hospi- 
tal recordkeeping,  film  was  often  lost 
and  images  had  to  be  retaken.  Siemens 
now  offers  a  filmless  archive  for  X  rays, 
MRIs  and  CT  scans. 

Siemens  also  created  a  common  pro- 
gram for  all  its  equipment  so  users  don't 
have  to  learn  new  software  for  each  dif- 
ferent machine.  But  why  stop  there? 
Why  not  streamline  admissions  and 
billing  paperwork — and  give  doctors 
updates  on  their  patients'  status  from 
anywhere  in  the  hospital?  And,  while  the 
software  is  at  it,  why  not  look  out  for 
drug  interactions  and  suggest  possible 
diagnoses? 

With  that  potential  in  mind,  Siemens 
found  a  partner  in  Shared  Medical  Sys- 
tems. This  Malvern,  Pa.  firni  already  ran 
software  for  more  than  1,000  U.S.  healtli 
care  providers  when  Siemens  bv'>ught  it  in 
2000.  Now,  a  third  of  U.S.  hospi.^'  oatient 
records  are  handled  through  lens, 
133  million  transactions  a  day.  Nt  .tGE 
nor  Philips  boasts  anything  similai 


Bavarian  Backbone 


Siemens  networks  are  behind  some 
of  America's  more  familiar  operations. 


Anheuser-Busch 

What  to  bottle,  how 
to  bottle  it,  even  the 

family's  famous 
formulas  are  controlled 

by  a  Siemens- 
designed  platform 

at  five  plants. 


HealthSouth 
Equipping  the  digital 

hospital  of  the 

future  with  power, 

security,  imaging 

equipment  and  the 

systems  to  run  them. 


Reliant  Stadium 

(Houston,  Tex.) 
Controls  ttie 

retractable  roof, 
power,  communication, 

security  and,  most 
important,  the  AC  at  the 
NFL's  newest  stadium. 


Rockefeller  Center 

Lights  the  large  GE  sign  atop  its  U.S. 

rival's  New  York  offices. 


U.S.  Postal  Service 
Now  sorts  90%  of  the 

nation's  letters,  will 
save  USPS  2.4  million 

working  hours  with 

future  automation. 

Sources:  Siemens;  companies. 


Some  physician  practices  in  Germany 
are  now  experimenting  with  a  Siemens 
health  pass — an  electronic  file  that  con- 
tains test  results  and  vital  information  but 
remains  the  property  of  the  patient.  This 
summer  Siemens  launched  a  program 
that  allows  doctors  to  pull  down  patient 
records  from  anywhere  there  is  a  Web 
connection. 

Anyone  who  has  gone  through  the 
tedious  process  of  filling  out  a  family 
medical  history  for  the  hundredth  time 
or  has  had  to  dig  out  a  child's  immuniza- 
tion record  once  again,  can  appreciate 


how  much  time  a  health  pass  might  sa 
And  it  can  also  save  precious  time  in 
emergency,  streamline  any  hospi 
•  check-in  procedure  and  avoid  wear  a 
tear  on  patients  retaking  medical  tes 
"Then  imagine  you  can  take  that  data 
an  anonymous  form  and  look  for  en' 
ronmental  causes  for  afflictions  or  fi; 
out  which  hospital  practices  are  mc 
accident-prone,"  suggests  Klaus  Klei 
feld,  who  runs  Siemens'  U.S.  operatioi 
with  $18.9  billion  in  revenue  last  year. 

What  about  security  issues?  "Do  yt 
know  where  your  medical  records  a 
now?"  asks  HealthSouth's  Scrushy.  "Th 
could  be  in  someone's  garage  or  lying  i 
someone's  desk.  The  system  Siemens 
putting  in  place  for  us  now  will  be  f 
more  secure." 

Medical  practitioners  are  mo 
inclined  to  hand  sensitive  information 
a  company  that  has  a  proven  record 
security  and — most  important — undei 
stands  their  business.  That's  why  ; 
unlikely  old-world  manufacturer  seer 
to  be  succeeding  where  high-profi 
Internet  startups  have  floundered.  Tl 
engineers  at  Siemens  never  aimed  to  tal 
on  the  medical  professions  and  tell  the 
how  to  do  their  jobs,  the  way  Clark  dii 
They  were  simply  trying  to  find  a  com 
petitive  edge  for  their  hardware. 

Equipment  was  the  medical  division 
only  source  of  income  seven  years  ag 
Reinhardt  doubled  sales  between  19S 
and  last  year  to  $6.4  billion.  Next  year  \  i 
expects  hardware  will  account  for  on ' 
about  half  of  revenues,  with  software  ar 
services  providing  the  other  hal 
Siemens'  other  divisions  haven't  been  pi 
through  the  same  radical  surgery  as  mec 
ical,  but  they  are  all  operating  on  tl" 
same  principle  of  incorporating  moi 
intelligence  into  machinery.  "Railroad 
telecom,  automotive,  they  are  all  IT  bus 
nesses  now,"  says  von  Pierer. 

Headquarters  in  Munich  still  faces 
formidable  challenge  in  Siemens'  teh 
com  equipment  businesses,  which  lo: 
$1  billion  last  year,  part  of  why  the  con 
pany's  net  fell  to  $1.9  billion  last  ye. 
from  $8.6  billion  the  year  before.  Bi 
the  success  in  health  care  informatio 
shows  that  even  a  venerable  manufac 
turer  can  adapt.  I 
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When  it  comes  to  wealth  management, 
one  company  has  unparalleled  focus. 

To  serve  the  affluent  investor  with  a  maximum  level  of  attention,  without  the  distractions 
of  other  business,  such  as  investment  banking.  At  U.S.  Trust,  we  call  it  true  wealth  management  - 
the  kind  that  dedicates  the  time  and  the  right  people  to  deliver  personalized  solutions  for 
every  client. 

Of  course,  focus  is  valuable  only  when  accompanied  by  expertise.  Every  day,  our  leading 
experts  in  tax  planning,  estate  planning,  and  private  banking  work  in  concert  with  our  portfolio 
managers,  as  well  as  your  personal  advisors,  exploring  alternatives.  Because  wealth  management 
is  much  more  than  textbook  solutions  -  it's  about  finding  appropriate  and  tax-intelligent  solutions. 

Our  focus  helps  clients  achieve  their  objectives.  Objectives  as  unique  as  our  clients  themselves, 
who  include  heads  of  some  of  America's  largest  corporations  and  owners  of  successful  businesses. 
Now,  we'd  like  to  focus  on  you,  and  your  unique  needs.  Let's  talk -at  1  800  US  TRUST -ask  for 
Richard  Foley,  Managing  Director.  Or  visit  us  at  www.ustrust.com. 


U.S.Trust 

The  expert  in  wealth  management'." 


Backseat  Driver  By  Jerry  Flint 

Falling  in  Love 


THE  OTHER  DAY  MY  FRIEND  FRED  MACKERODT  SAID  TO 
me,  "We're  in  the  golden  age  of  automobiles."  The 
trouble  with  being  in  a  golden  age  is  that  it's  hard  to 
know  it  at  the  time.  But  I  think  Fred  is  right.  This  is  a 
golden  age,  and  our  love  for  the  car  has  never  been 
stronger — notwithstanding  what  you  may  have  been  hearing 
from  Bill  Ford,  chairman  of  the  Ford  Motor  Co.,  and  the  New 
York  Times. 

Ford  said  in  a  speech  that  our  love  affair  with  cars  is  stale, 
maybe  even  dying.  For  proof  he  says  that  in  California  people 
used  to  write  songs  about  cars  but  now  they  write  regulations. 

The  Times  quoted  him  at 
length  and  went  on  about 
how  hard  it  is  to  fall  in  love 
with  sport  utility  vehicles. 
Falling  in  love  with  such  big 
vehicles  is  like  falling  in  love 
with  a  tank,  said  another 
Times  "expert"  and,  besides, 
he  had  never  heard  anyone 
call  a  sport  utility  vehicle  "my 
baby."  A  bit  light  on  the 
proof,  I'd  say. 

First  Ford:  He's  got  the 
wrong  station  on.  Californi- 
ans  still  are  putting  vehicles  in 
their  songs,  but  it's  not  the 
Beach  Boys  anymore.  Maybe 
Bill  Ford  never  heard  J.  Lo 
plugging  the  Cadillac  Escalade 
in  "Love  Don't  Cost  a  Thing." 

And  I  hear  that  Jay-Z,  Big  Tymers  and  Da  Brat  put  the  Escalade 
in  their  lyrics.  Or,  Bill,  go  see  Austin  Powers  in  Goldmember, 
which  includes  an  Escalade  song. 

As  to  the  Times'  wonderment  about  who  could  love  some- 
thing big,  I  guess  today's  Times  man  never  saw  Humphrey  Bog- 
art  love  up  his  tank  in  the  movie  Sahara.  My  wife,  Kate,  loves, 
really  loves,  her  extended  cab  GMC  pickup  and  its  V-8  engine,  all 
5.7  liters  of  it.  She  loves  it  as  much  as  she  loved  her  Mazda  Miata 
sports  car  (which  I  unfortunately  crashed). 
Now  let's  prove  that  we're  in  a  golden  age. 
Never  in  the  history  of  the  self-propelled  vehicle  have  we 
had  such  product  variety.  I  can  count  24  different  sports  cars  on 
sale  or  being  readied — from  those  you  know,  like  the  Miata, 
BMW's  Z4,  Chevy's  Corvette  and  Ford's  Thunderbird,  to  those 
you  haven't  seen  yet,  such  as  the  Chevy  SSR,  the  Cadillac  XLR, 
the  Chrysler  Crossfire,  the  Ford  G40  and  the  Nissan  350Z.  There 
have  never  been  so  many. 

We  have  little  retro  cars  like  the  \'AV  New  Beetle 


The  24  sports  cars 

here  (or  en  route) 

include  the  Miata, 

Z4,  Corvette  and 

Thunderbird,  plus 

some  you  haven't 

seen:  Cadillac  XLR, 

Ford  G40,  Chrysler 

Crossfire  and 

Nissan  350Z. 


(and  a  convertible  is  comin 
the  Mini  from  BMW  and  t 
Chrysler  PT  Cruiser. 

We  have  superluxury  a 
like  Daimler's  Maybach 
soon  the  new  Bentleys  (fro 
VW)  and  the  new  Rolls-Roy 
(from  BMW). 

We  have  the  finest  fam; 
vehicles  ever  built  in  the  Toyc 
Camry,  Nissan  Altima  and 
Passat,  and  the  new-for-20( 
Honda  Accord. 

We  have  bargain  models  fi-om  Korea  that  are  pretty  good 
We  have  minivans,  the  most  practical  vehicles  in  the  worl 
We  have  great  big  and  small  pickup  trucks  and  a  growing  arr 
of  big  and  small  sport  utility  vehicles  and  the  "crossovers 
which  look  like  sport  utilities  but  ride  more  like  cars  and  are  st 
evolving.  Think  about  it — from  the  cute  Honda  CRX  with  tl 
pullout  tailgate  table  to  the  climb-anything-anywhere  Jeep  Lil 
erty  to  the  blot-out-the-sun  Chevy  Avalanche. 
The  technologies  are  just  as  wondrous. 
Five-speed  automatics  and  six-speed  manuals  are  commo 
and  there's  the  new  fuel-saving,  infinitely  variable  transmissio 
We  have  stability  control  to  stop  spinouts  and  rollovers,  ar 
satellite  radio  with  100  stations  and  fresh  programming.  V 
have  hands-free  telephones,  voice-activated  controls,  xeno 
headlights  and  four-wheel  steering  to  make  towing  easier,  an 
I've  just  heard  of  rear-seat  air  bags  built  into  the  seat  belt.  V 
can  get  warned  if  the  tires  need  air,  and  Onstar  tells  the  police 
we've  had  an  accident,  where  and  how  bad. 

Amazingly  complex  internal-combustion  engines  give  grei 
performance  and  clean  air,  while  new  hybrids  (gasoline  an 
electric)  go  50  miles  on  a  gallon.  And  on  West  Coast  buses  we'i 
testing  hydrogen-fuel-ceil  engines,  designed  to  replace  today 
oil-burning  engines. 

We  love  it  all  and  bought  50  million  vehicles  in  this  countr 
in  the  past  three  years.  There  have  never  been  three  years  lik 
it  before. 

Go  beat  0%  interest.  New-car  prices  are  so  low  that  usee 
car  salesmen  can't  compete.  Companies  like  Toyota  and  Hond 
and  BMW  are  rolling  in  profits,  while  General  Motors  and  Nij 
san  are  turning  around  and  moving  up. 

One  day  historians  will  look  back  and  say  this  was  truly 
golden  age  and  how  much  fun  it  must  have  been.  And  they  wi 
look  at  Bill  Ford's  speeches  and  the  New  York  Times  and  scratc 
their  heads.  I 


Forbes 


Jerry  Flint,  a  former  Forbes  Senior  Editor,  tias  covered  the  automobil 
industry  since  1958.  Visit  liis  hiome  page  at  www.forbes.com/fllnt. 
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INFRASTRUCTURE 


INTEGRATION 
PLAY 


1  ]  The  more  connected  your  business  processes  are 

inside,  ttie  more  efficient  you'll  be  to  ttie  outside.  So 
from  within  and  build  an  integrated  e-business  infra 

2  ]  Get  in  the  game  with  IBM  -  the  leading  provider  of  en 

infrastructure.  You'll  find  a  team  of  global  integration  e> 
business  partners,  WebSphere"  integration  software, 
enabled  servers  (and  even  a  ThinkPad®  for  what's  hi: 

3]  For  more  winning  plays,  visit  ibm.com/e-businf 


(e)  business  is  ttie  game.  Play  to  win: 


AMY 
IN  FINANCE 


/WHAT'S  HIS  NAME 
THE  FREELANCE  GUY 


VISA'S 
VISION 


The  world's  top  credit  card  company  now  aims  to  rule  all  forms  of  elec- 
tronic payments,  even  handling  commercial  purchases  of  up  to  $10 
million.  But  first  its  computers  need  an  overhaul.  BY  DANIEL  LYONS 

SWIPE  YOUR  VISA  CARD  AT  A  STORE  IN  SYDNEY,  AUSTRALIA,  AND  YOU  TRIGGER  A  PRETTY 
amazing  sequence  of  events.  The  16-digit  account  number  stored  in  your  card's  mag- 
netic stripe  zooms  across  a  leased  phone  Une  to  the  merchant's  bank,  zips  under  the 
Pacific  to  Visa's  data  center  outside  Tokyo  and  rides  the  Visa  network  to  the  data  center 
of  your  issuing  bank  in  Delaware.  It  authorizes  the  transaction  and  sends  bits  whizzing 
back,  a  24,000-mile  roundtrip  journey  that  involves  five  stops  plus  a  calculation  of  how 
much  to  charge  the  merchant  in  fees  and  how  to  diwy  up  those  fees  among  the  banks.  Elapsed  time: 
two  seconds. 

Few  systems  on  Earth  can  do  this.  Visa  can  do  it  4,000  times  a  second  and  did  it  35  billion  times 
last  year,  riffling  through  more  transactions  in  an  hour  than  all  of  the  world's  stock  exchanges  do  in 
an  entire  day.  Last  year  Visa  pumped  $2.3  trillion  through  its  9-million-mile  matrix  of  fiber  lines,  and 
in  five  years  it  has  suffered  only  eight  minutes  of  downtime,  better  than  most  any  other  system  on  the 
planet.  So  why  is  Visa  overhauling  the  whole  shebang,  at  a  cost  of  more  than  $200  million?  Because 
technology  is  everything  in  the  battle  for  control  of  consumers'  wallets.  Technology  explains  how 
Visa  has  gained  so  rapidly  on  printed  paper  money  as  a  medium  of  exchange,  and  it  will  determine 
whether  Visa  can  hold  its  own  against  newer  forms. 

"Credit  is  boring.  It's  yesterday's  news,"  says  Carl  Pascarella,  chief  executive  of  Visa  USA.  "Our 
goal  now  is  to  displace  cash  and  checks.  We're  not  a  credit  card  company,  we're  an  electronic- 
payment  company." 

Pascarella 's  push  to  supplant  greenbacks  is  as  much  a  defensive  move  as  an  offensive  foray.  Visa's 
old  credit  card  business  is  under  attack.  Credit  cards  still  make  up  just  over  half  of  Visa's  annual  vol- 
ume, but  in  the  past  five  years  that  business  has  grown  at  a  7%  annual  clip  versus  42%  for  debit 
cards.  Worse  yet,  while  Visa  still  dominates  the  credit  card  industry,  rival  MasterCard  is  catching  up 
in  the  U.S.  By  ne«  /ear  MasterCard  will  have  more  credit  cards  issued  in  the  U.S.  than  Visa  does, 
according  to  the  i\  ■Iron  Report,  which  tracks  the  industry. 

Meanwhile,  Wai  Mari  and  other  big  merchants  are  suing  Visa,  trying  to  drive  down  its  fees  (see 
box,  p.  86).  Visa  and  it-  banks  skim  close  to  $30  billion  a  year  in  fees  for  letting  consumers  spend  their 
money,  and  that  largcs.  i:  ,i  prime  target  for  a  raft  of  upstarts  and  financial  titans.  Myriad  rivals  are 
intent  on  sidestepping  \       rind  its  fees,  which  average  2.08%  but  go  as  high  as  1 1%  for  some  online 
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King  of  cards: 
Visa  USA  Chief 
Carl  Pascarella. 
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purchases.  Citigroup's  C2IT  lets  people  pay  one  another  over  the 
Net,  avoiding  the  Visa  network  and  its  tolls.  Certapay,  a  joint 
effort  of  four  Canadian  banks  and  MasterCard,  is  creating  a  new 
Internet-based  payment  network. 

"Visa  was  a  revolutionary  company — 30  years  ago,"  says 
Peter  Thiel,  cofounder  and  chief  execu- 
tive of  PayPal,  a  fast-growing  Internet 
payment  service,  which  agreed  in  July  to 
sell  itself  to  Ebay  for  $1.4  biUion  in  stock. 
PayPal  has  signed  up  18  million  mem- 
bers and  adds  28,000  more  each  day. 
Half  of  PayPal's  300,000  daily  transac- 
tions are  made  without  ever  touching 
a  credit  card  network,  thereby  avoiding 
the  fees. 

Pascarella  reckons  Visa's  network 
can  be  his  savior.  He  says  Visa  has  a 
great  brand,  a  huge  network  and  one  of 
the  most  powerful,  reliable  computer 
systems  on  the  planet.  So  why  not  use 
Visa  for  everything?  In  ten  years  Visa's 
dollar  volume  and  transaction  volume 
has  grown  fivefold.  Pascarella  aims  to 
boost  Visa's  transaction  volume  tenfold 
by  2007. 

At  that  rate,  the  credit  card  giant 
would  eclipse  the  U.S.  Federal  Reserve  as 
the  world's  premier  toll-taker  in  the  cur- 
rency business.  The  Fed  turns  an  annual 
profit  of  $28  billion  by  printing  dol- 
lars— that  sum  representing  the  value  of 
the  interest-free  loan  the  government 
gets  by  dint  of  the  fact  that  the  public 
keeps  cash  on  hand.  There  was  a  time 
when  commercial  banks  competed  in 
the  business  of  issuing  paper  dollars. 
In  1971  the  Fed  gained  a  monopoly  in 
this  lucrative  trade,  but  that  does  noth- 
ing to  stop  an  electronic  alternative  to 
greenbacks. 

While  banknotes  remain  the 
medium  of  choice  for  drug  dealers  and 
people  dodging  taxes,  for  above-ground 
transactions  they  are  technologically 
inferior.  Notice  how  cashiers  these  days 
pause  to  hold  your  $20  bills  up  to  the 
light  to  catch  counterfeits?  A  Visa  coin- 
puter  can  detect  a  stolen  card  much 
faster  th.in  that.  Using  your  Visa  card 
insteaci  o.i  cash  also  saves  you  a  trip  to 
the  bant:  lel'er  machine.  What  you  see  at 
work  now  i'.  .i  sort  of  reverse  Gresham's 
law:  Good  tttlinolog)'  drives  out  bad. 

Visa  is  hell-bent  on  rendering 
paper  money  a  relic.  In  the  past  decade 


OF  AN  EYE 


Follow  the  path  of  a  Visa  transaction  for  a 
$1,000  airline  ticket: 

TICKET  COUNTER,  RIYADH,  SAUDI  ARABIA 

Visa  card  swiper  creates  a  150-byte 
message  seeking  authorization. 

AIRLINE'S  BANK,  RIYADH  Calculates  fees 
($20)  and  routes  message  onto  VisaNet. 

VISA  DATA  CENTER,  LONDON  Sends 
message  to  U.S. 

VISA  DATA  CENTER,  VIRGINIA  Finds 
issuing  bank. 

ISSUING  BANK,  NEW  YORK  Verifies 
available  balance,  routes  message  back 
to  VisaNet. 

VISA  DATA  CENTER,  CALIFORNIA  Passes 
authorization  along. 

AIRLINE'S  BANK,  RIYADH  Agrees  to  pay 
airline  $1,000  minus  $20  in  fees. (Later, 
passes  about  $15  back  to  issuing  bank.) 

AIRLINE  COUNTER  Visa  terminal  prints 
out  receipt. 

DISTANCE  TRAVELED  17,000  miles. 

TIME  ELAPSED  About  2  seconds. 
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the  use  of  cash  and  checks  has  steadily  declined,  to  6,1% 
consumer  spending  from  81%  in  1990.  Visa  claims  to  hani 
12%  of  all  consumer  spending  in  the  U.S.,  double  the  share 
its  nearest  rival,  MasterCard,  and  aims  to  accelerate  cas 
demise.  Cash  is  dead,  long  live  Visa. 

Much  of  Visa's  growth  in  rece 
years  is  owed  to  smart  bets  Pascare 
made  on  debit  cards  and  commerc 
cards.  Now  Pascarella  is  making  an  ev 
bolder  move:  He  wants  companies 
use  Visa  to  make  business-to-busin( 
transactions  worth  up  to  $10  millic 
It's  a  big  leap  from  the  world  Visa  ci 
rently  inhabits,  where  the  average  trar 
action  is  worth  a  mere  $66.  Later  tl 
year  Pascarella  wUl  roll  out  Visa  Coi 
merce,  a  system  that  he  hopes  will  ri^ 
the  B2B  networks  that  some  companii 
such  as  automakers,  are  trying  to  bu; 
on  their  own.  Pascarella  figures  Vi 
could  be  a  more  attractive  choic 
mostly  because  it's  already  there — and 
already  works. 

The  opportunity  is  huge.  B2B  trar 
actions  total  $11.5  trillion  in  the  U: 
and  86%  of  it  is  handled  with  pap 
checks,  Visa  estimates.  Visa  Commer 
could  become  a  new  form  of  CO. 
(competing  with  United  Parcel  Servic 
and  let  companies  better  manage  tht 
cash  flow  and  reduce  bad  receivables.  I 
Bank  and  Citigroup  will  launch  pile 
soon  and  expect  to  have  custome 
online  by  next  year. 

But  ventures  like  Visa  Commer> 
will  force  Visa  to  transform  almo 
everything  about  its  business:  its  con 
puter  systems,  its  rules  and  regulation 
its  fee  structure,  its  corporate  personalil 
Instead  of  collecting  a  2%  cut  on  evei 
deal.  Visa  Commerce  will  charge  a  fl. 
fee,  which  banks  will  work  out  with  the 
customers.  Visa  will  also  have  to  do  mo: 
than  just  authorize,  clear  and  settle — 
will  have  to  keep  track  of  widgets  sol 
and  when  they  were  shipped,  and  it  w: 
have  to  share  that  information  wit 
inventory  systems  on  both  ends. 

The  project  took  75,000  worker-houi 
to  complete.  Techies  wrote  1.5  millio 
lines  of  computer  code  and  overhaule 
programs  running  on  Visa's  25  IBI 
mainframes.  Visa  also  installed  32  Su 
superservers  and  hundreds  of  Cisc 
routers  to  handle  the  added  workloac 


Paperless  wages: 

FedEx  worker 

Anderson  gets  paid 

on  a  Visa  card. 


MOMMY  DOESN'T  CARRY  CASH 


Beketa  Anderson  is  a  digital  rev- 
olutionary. Last  year  Anderson, 
a  part-time  equipment  operator 
at  FedEx's  Memphis,  Tenn.  base,  gave 
up  her  weekly  paper  paycheck  in  favor 
of  a  Visa  payroll  card.  Each  week 
FedEx  deposits  a  $250  credit  onto  her 
card,  freeing  her  of  the  hassle  of  wait- 
ing in  a  check-cashing  line.  These 
days  she  rarely  touches  a  greenback, 
buying  most  everything  with  her  pay- 
roll card.  Anderson  says  with  a  laugh 
that  now  when  her  two  kids  plead  for 
goodies  at  the  grocery  store,  she  tells 
them,  "I'm  sorry,  honey,  but  Mommy 
doesn't  have  any  cash." 

This  is  how  the  cashless  society  is 
creeping  up  on  us— not  through  some 
whizzy  Internet  scheme  to  invent  a 
new  form  of  electronic  currency  a  la 
Flooz  and  Beenz  and  other  defunct  ef- 
forts, but  from  established  players  like 


Visa  using  humdrum  tools  like  debil 
cards.  "The  cashless,  checkless  soci- 
ety is  coming,"  insists  Carl  Pascarella, 
chief  executive  of  Visa  USA.  "But  it's 
not  the  big  bang  that  everyone  was  ex- 
pecting. It's  a  silent  revolution." 

In  the  past  decade  cash  and  checks 
have  steadily  declined  as  a  percentage 
of  consumer  spending  in  the  U.S.,  from 
81%  in  1990  to  61%  last  year.  Debit 
cards  have  played  a  big  role.  Last  year 
Visa  handled  $200  billion  in  debit 
transactions  in  the  U.S.,  more  than  a 
fifth  of  its  U.S.  volume.  That  $200  bil- 
lion, Pascarella  points  out,  was  spent 
in  supermarkets  and  Blockbuster  video 
stores  and  the  liki— places  where  peo- 
ple had  always  paid  with  cash. 

Payroll  cards  are  basically  a  new 
form  of  debit  card.  Employers  set  up 
debit  accounts  on  behalf  of  their  work- 
ers and  transfer  in  money  on  payday. 


Employers  save  the  cost  of  printing 
paper  checks,  banks  save  the  cost  of 
processing  them  and  employees  avoid 
the  hassle  of  filling  their  pockets  with 
dirty  stray  $IOs  and  $20s. 

For  now  Visa's  volume  from  payroll 
cards  is  tiny,  less  than  1%  of  the  $916 
billion  in  payments  that  Visa  handled 
in  the  U.S.  last  year.  But  the  potential 
is  huge.  Payroll  cards  could  have  great 
appeal  for  people  who  don't  have  a 
bank  account,  many  of  whom  get 
scalped  at  check-cashing  joints  that 
charge  average  fees  of  2%.  Visa  says 
some  25  million  people  in  the  U.S. 
make  more  than  $20,000  a  year  but 
don't  deposit  the  funds  anywhere. 

"That's  $500  billion  a  year  being 
handled  in  cash,"  says  Todd  Brock- 
man,  a  vice  president  at  Visa  USA 
headquarters  in  Foster  City,  Calif. 
"That's  what  we're  going  after."  —D.L 
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Once  it  is  built,  the  system  will  support  all 
kinds  of  new  uses,  not  just  Visa  Commerce. 
Like  a  railroad  owner  trying  to  find  more 
trains  to  run  on  his  rails,  Pascarella  is  hustling 
up  creative  ways  to  use  the  Visa  network.  New 
ideas  are  springing  up,  sometimes  in  the  most 
unlikely  places.  In  Moscow  old-age  pension- 
ers carry  a  chip-based  smart  card  from  Visa 
that  acts  as  a  subway  pass  and  ID  card  and 
affords  them  discounts  at  pharmacies.  In  the 
U.S.,  employers  like  FedEx  and  Manpower 
now  pay  some  employees  with  Visa  payroll 
cards,  forgoing  paper  checks  (see  box,  p.  81). 
In  May  Bank  of  America  introduced  a  Visa 
card  that  people  can  load  up  with  money  and 
mail  to  relatives  in  Mexico,  at  a  fraction  of 
what  it  costs  to  wire  cash  by  Western  Union. 

The  idea  is  to  put  Visa  not  just  "every- 
where you  want  to  be,"  but  also  in  some 
places  where  you  never  dreamed  of  paying 
with  plastic.  Taxicabs,  fast-food  drive-up  win- 
dows, soda-pop  vending  machines — Pas- 
carella is  putting  credit  card  readers  in  all  of 
them.  He  is  persuading  phone  companies, 
utilities,  even  apartment  rental  companies  to 
take  recurring  payments  with  Visa.  His  techies 
are  testing  out  ways  to  store  Visa  account 
information  on  Palm  handhelds  and  cell 
phones,  so  you  can  use  them  and  not  carry  a 
card  at  all.  The  goal,  says  Pascarella:  "total 
ubiquity,  total  freedom.  Using  any  device,  any- 
time, anyplace."  The  best  growth  potential  is 
in  the  U.S.,  where  83%  of  remote  payments 
are  made  with  checks.  The  corresponding  fig- 
ure in  Europe  is  only  10%,  says  Celent  Com- 
munications, a  market  researcher.  "Americans 
have  this  love  affair  with  cash  and  checks," 
Pascarella  says.  "We're  trying  to  end  that." 

For  years  people  have  been  talking  about  the 
imminent  demise  of  paper  money.  Cyber- 
cash,  Cybercoin,  Flooz,  Beenz:  Dozens  of  dot- 
coms attempted  to  reinvent  money,  and  most 
died  trying.  Last  }'ear  consumer  payments  in 
the  U.S.  totaled  $5.5  trillion,  and  $3.4  trillion 
of  that  was  done  with  cash  and  checks, 
according  to  the  Nikon  Report.  Whoever  dig- 
itizes that  $3.4  fnlhon  is  goir.g  to  make  a  fortune.  Displacing  the 
$1.2  trillii  I  ck  transactions  made  last  year  by  U.S.  con- 

sumers coi !  iuce  $8  t  'lion  a  year  in  fees,  according  to 

Celent. 

Pascarella  i  a  is  in  a  better  position  than  anyone  else 

to  get  at  that  pa>  ■     799  mil;  on  cardholders,  27  million 

merchar  ts  and  20,  '  >r  banks.  But  the  ne  v  transactions 

Visa  wants  to  handle  will  o.'  ir-ore  complex,  more  "data-rich,"  as 
techies  say,  carrying  things  like  ■   ■   rtising  messages  and  cus- 
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^rj  W  W  w  Maximum  transac- 
tions Visa  can  handle  per  second. 

35  billion  To,a< 

transactions  Visa  system  handled 
last  year. 

$2.3  trillion 

Dollar  volume  handled 
last  year. 
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Visa  loses  to  fraud  ( 
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largest  single  consumer  purchase 
using  a  Visa  card  was  a  jewelry 
purchase  in  London. 


Dollar  volume  handled  by  Visa 
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cable  in  Visa's  global  network. 

Minutes  of  total  downtime  Visa 
system  has  suffered  in  past  5  years 

Amount 
Visa  loses  to  fraud  on  every  $100 
in  volume. 


tomer  loyalty  points.  A  traditional  V 
authorization  message  is  1 50  bytes  long.  1 
new  messages  are  four  times  that  size.  V 
soon  may  handle  messages  of  up  to  I00,( 
bytes.  Also,  most  new  messages  won't  i 
Visa's  proprietary  protocol — they  will  ii 
the  standard  Internet  protocol. 

Another  change:  Traditional  transactk 
are  initiated  by  the  merchant,  or  seller,  but! 
Visa  Commerce,  transactions  will  be  initial 
by  the  buyer.  That  is,  customers  will  dec 
when  to  release  payments  to  suppliers,  1 
way  they  would  when  paying  by  chet 
Sounds  like  a  minor  change,  but  it  is  increi 
bly  difficult  to  make  Visa's  old  system  lea 
this  new  trick.  Visa  has  to  rewrite  code  in 
mainframes,  and  banks  have  to  rewrite  th 
systems,  too.  "The  changes  ripple  all  the  w 
through  our  system,"  says  Scott  Thompsc 
chief  technology  officer  at  Visa  USA. 

Complexity  grows  with  the  need  to  in 
grate  Visa  Commerce  with  customers'  inve 
tory  systems.  Visa  can't  just  do  a  simple  a 
thorization  as  it  does  when  you  buy  a  washi 
machine  at  Sears.  The  system  must  also  fe 
data  into  the  inventory  systems  at  the  cu 
tomer  and  the  supplier. 

To  do  that.  Visa  has  set  up  a  new  tw 
tiered  arrangement  of  computers.  As 
transaction  message  hits  a  Visa  data  centc 
the  front  line  of  Sun  Microsystems  Un 
machines  spUts  off  the  traditional  elemer 
of  the  transaction — the  parts  having  to  ( 
with  authorization,  clearing  and  settl 
ment — and  passes  those  back  to  the  mail 
frames.  The  other  elements,  includii 
inventory,  are  handled  by  the  Sun  machine 
The  system  can  set  priorities  for  differeii 
tasks,  separating  jobs  that  must  get  dor 
right  now  in  a  hundredth  of  a  second  fro; 
those  that  can  be  handled  at  night,  when  d 
system  isn't  as  busy. 

In  addition.  Visa  will  upgrade  the  er 
points — banks,  big  merchants — attacht 
to  the  network,  installing  Cisco  routers  an 
switches  at  450  sites  in  the  U.S.  and  I,7( 
worldwide.  Changing  everything  over  while  the  system  is  rui 
ning  "is  a  bit  like  changing  the  engines  on  a  747  while  it's  i 
flight  and  not  disrupting  the  passengers,"  says  tech  chii 
Thompson. 

So  far  the  project  has  gone  without  a  glitch.  Thompson  hi 
upgraded  the  two  U.S.  data  centers,  in  California  and  Virgini 
and  about  half  of  the  U.S.  end  points.  Each  end  point  takes  thrt 
to  four  months  to  spruce  up.  He  aims  to  finish  the  U.S.  by  Sef 
tember  2003.  Then  Visa  will  start  work  on  the  overseas  data  cer 
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Vour  legacy  systems  have  helped  you  grow  strong. 
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Why  uproot  them  now?  You  don't  have  to  start  over  to  get  ahead. 
Imagine  integrating  your  legacy  systems  easily,  adapting  to  changing 
customer  needs  faster,  even  receiving  an  early  ROI  —  all  without  uprooting 
existing  business  applications.  We're  already  doing  that  for  3  out  of  5 
Fortune  500  companies.  And,' WRQ's  software  is  rated  #1  in  service  and 
support.     For    case     studies    with     proven     ROI,     visit    www.wrq.com/info 

--^-  ©2002  WRQ,  Inc.  All  rights  reserved. 
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A  few  months  ago  Leifur  Steinn 
Elisson  went  into  a  hardware 
store  in  Reykjavik,  Iceland  to 
return  some  cabinet  handles.  The  clerk 
didn't  know  how  to  handle  a  refund  on 
a  credit  card,  so  he  wrote  Elisson  a 
check.  To  Elisson,  this  was  an  exceed- 
ingly unlikely  occurrence.  "I  hadn't  seen 
a  check  in  10  or  12  months,"  he  says. 

Nor  have  thousands  of  his  coun- 
trymen. Paper  checks  are  passe  in  Ice- 
land, and  Elisson,  deputy  manager  of 
Visa  Iceland,  is  part  of  the  reason.  Ice- 
landers use  Visa  at  the  library  and  the 
municipal  swimming  pool.  They  pay 
taxes  with  Visa.  They  use  Visa  credit 


and  debit  cards  to  store  money  onto 
cell  phone  calling  cards,  then  use  their 
phones  to  buy  movie  tickets.  They  even 
pay  their  monthly  rent  and  utility  bills 
with  Visa. 

"When  you  pay  bills  in  the  United 
States,  you  write  a  check.  We  never  do 
that  here,"  Elisson  says. 

Well,  almost  never.  Last  year 
about  3.6  million  checks  were  written 
in  Iceland;  most  of  those  were  issued 
by  corporations.  That  is  down  more 
than  80%  since  1994,  when  the  total 
was  21.4  million. 

Tiny,  monolithic  and  remote,  Ice- 
land is  an  ideal  incubator  for  the  dig- 


ital future.  It  is  inhabited  by  only 
290,000  people.  They  have  the  fifth- 
highest  usage  of  cell  phones,  per 
capita,  in  the  world. 

A  recent  study  by  the  World  Eco- 
nomic Forum  ranked  Iceland's  secure 
Web  servers  second  best  around  the 
globe,  trailing  only  the  U.S. 

Nearly  70%  of  all  consumer  spend- 
ing in  Iceland  is  done  electronically, 
most  times  with  debit  and  credit  cards. 
That  compares  with  only  39%  in  the 
U.S.  And  when  Icelanders  pay  with 
plastic,  they  mostly  use  Visa,  which  has 
70%  market  share  here,  well  ahead  of 
rival  MasterCard  Europe.  —D.L 


ters  and  end  points.  The  technology  overhaul  will  take  the  better 
part  of  a  decade.  The  .$200  million  cost,  spread  over  seven  years, 
will  come  on  top  of  the  millions  Visa  spends  annually  to  keep 
its  systems  running. 

Pascarelia,  who  took  over  in  1993,  also  is  trying  to  transform 
Visa  itself,  by  speeding  up  its  metabolism.  That  is  a  bigger  chal- 
lenge than  the  fechnological  one.  For  25  years  Visa  operated  as  a 
humdrum  service  bureau  for  banks,  with  a  bureaucracy  as  hide- 
bound and  inHe^iible  as  its  computer  system. 

When  Pascarelia  took  over.  Visa  was  losing  market  share 
because  its  me;,>ber  banks  had  a  rule  preventing  Visa  from  issu- 
ing cards  throu^!-.  ..iinbanks.  Car  companies,  phone  companies, 
big  retailers  and  oti  .'■  -Ii  i  .  a  ited  to  create  their  own  credit 
cards  had  no  choice  b ,  i  i  •        M  isterCard. 


Pascarella's  view:  If  a  rule  is  hurting  us,  change  the  rule!  Bi 
some  Visa  member  banks  opposed  the  idea  of  cobranded  card 
Pascarelia  hit  the  road,  called  on  Visa's  board  members  in  pe 
son  and  lobbied  them  to  change.  (Visa  is  governed  by  a  15-pe 
son  board  made  up  of  executives  from  member  banks.)  In  tw 
months  he  put  an  end  to  the  hand-wringing  that  had  gone  o 
for  more  than  a  year.  Visa  started  issuing  cobranded  cards.  "Ca 
just  said,  'Screw  it,  we've  got  to  deliver  the  services  peop! 
want,'"  says  G.  Patrick  Phillips,  director  of  card  services  at  Ban 
of  America,  the  second-biggest  bank  in  the  Visa  family. 

Pascarelia  had  already  earned  a  reputation  as  a  killer  corr 
petitor  inside  Visa.  From  1983  to  1993  he  ran  Visa's  Asit 
Pacific  region,  where  he  boosted  Visa  from  fourth  place  t 
number  one.  "Carl  clobbered  MasterCard  in  Asia,"  says  Davi 
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Before  Visa  creates  a  cash-free 
society,  it  might  have  to  deal 
with  a  cash  crunch  of  its  own. 
An  antitrust  trial  set  for  next  April  aims 
to  crimp  its  debit  card  fees  and  seeks 
billions  of  dollars  in  damages. 

The  nation's  biggest  retailers,  led  by 
Wal-Mart,  Sears,  the  Limited,  Safeway 
and  Circuit  City,  filed  a  class  action  in 
1996  in  U.S.  District  Court  in  Brooklyn, 
N.Y,  charging  that  Visa  is  trying  to  mo- 
nopolize the  debit  card  market  with  its 
"Honor  all  cards"  rule.  It  forces  mer- 
chants who  accept  Visa  credit  cards  to 
accept  Visa's  branded  debit  cards;  Mas- 
terCard has  an  identical  rule  and  is 
named  as  a  codefendant  in  the  suit. 

Visa  and  MasterCard  now  own  two- 
thirds  of  the  debit  card  market,  which  to- 
taled $414  billion  in  retail  sales  last  year 
compared  with  $1.4  trillion  for  all  credit 
cards.  U.S.  retailers,  representing  4  mil- 
lion merchants,  say  they  are  forced  to 
pay  "inflated"  interchange  rates  and 


want  more  competition. 

Retailers  typically  pay  a  fee  of  2% 
of  the  transaction  price  for  Visa  credit 
card  and  debit  charges  alike.  They  pass 
on  the  cost  to  consumers,  but  say  it  isn't 
fair  for  Visa  to  charge  so  high  a  rate  for 
debits.  Interchange  fees  cover  banks' 
fraud,  float  and  card  issuance  costs,  but 
debit  cards,  which  require  a  consumer's 
four-digit  PIN  code  for  every  transac- 
tion, produce  little  fraud  and  carry  no 
float.  Debit  networks  such  as  Star  and 
Accel  charge  only  0.3%  per  transaction. 

"Setting  the  same  interchange 
rates  for  both  types  of  cards  is  a  mas- 
sive price  fix,"  says  Lloyd  Constantino, 
54,  the  retailers'  lead  attorney. 

The  plaintiffs  argue  they  are  enti- 
tled to  $13  billion  to  $15  billion  in  fees 
that  Visa  and  MasterCard  have  wrongly 
charged  them  since  1992;  triple  that  for 
an  antitrust  verdict  and  the  card  giants 
would  owe  about  $45  billion.  Visa  says 
it  charges  2%  to  cover  of  the  costs  of 


protecting  a  cardholder  who  wants  to 
renege  on  a  purchase.  Visa  calls  the 
$15  billion  damage  claim  "hugely  in- 
flated" and  says  it  is  intended  to 
threaten  Visa's  member  banks. 

So  far  lawyers  in  the  case  have 
taken  430  depositions,  compared  with 
80  in  the  Microsoft  trial.  Constantine's 
file  cabinets  are  bulging  with  some  of 
the  5  million  pages  of  documents  that 
have  been  filed.  In  June  the  U.S. 
Supreme  Court  refused  Visa's  and  Mas- 
terCard's petition  to  challenge  the  suit's 
class-action  status.  A  Brooklyn  jury  will 
begin  hearing  the  case  next  April. 

David  Balto,  a  partner  at  White  & 
Case  in  Washington  who  isn't  directly 
involved  in  the  Visa  fight,  says  the  re- 
tailers have  a  pretty  good  case  but 
adds  Visa  may  prevail  in  practice.  He 
predicts  Visa  will  halt  its  "Honor  all 
cards"  requirement,  but  the  fix  will 
come  too  late;  its  grip  on  debit  cards  is 
already  entrenched.         —Dirk  Smillie 


Robertson,  publisher  of  the  Nilson  Report. 

In  the  U.S.  Pascarella  brought  in  a  handful  of  new  managers, 
got  rid  of  deadwood  and  cranked  up  spending  on  advertising.  He 
established  regional  sales  offices  in  Atlanta,  Chicago,  New  York, 
Wilmington  and  Charlotte,  and  told  his  people  to  start  calling  on 
member  banks,  trying  to  win  a  bigger  share  of  their  business. 
Until  then  Visa  didn't  have  regional  sales  offices,  just  a  team  in 
California  who  took  phone  calls.  "We're  a  business,  not  an 
association,"  Pascarella 


Express.  Visa  generated  $65  billion  in  volume  from  the  corptj 
rate  card  market  last  year. 

He  hopes  for  similar  success  as  Visa  muscles  its  way  into  the  B. 
arena  vwth  Visa  Commerce.  But  even  as  Pascarella  tries  to  lure  nei| 
traffic,  "some  are  looking  for  ways  to  stay  off  the  Visa  railroad  ar 
run  on  less  expensive  tracks,"  says  Gwenn  Bezard,  a  Celent  analy: 

PascareUa  scoffs  at  the  notion.  He  has  heard  it  before.  Floci 
and  its  ilk  are  long  gone,  and  the  most  popular  online  currency 

plain  old  plastic,  used  fi 


told  his  employees.  "Start 
thinking  like  entrepre- 
neurs. Strike  'association' 
from  your  vocabulary." 

Pascarella's  smartest 
bet  has  been  on  debit 
cards.  Banks  resisted 
them  at  first,  but  Pas- 
carella pressed  on.  Now 
Visa  has  almost  50%  of 
U.S  debit  card  business, 
abou':  <s200  billion  a  year 
in  -..generating 

$2.9  cm;  K  1.1  u'  lees  for  its 
banks.  r;>;;careUa  pushed 
into  corporate  cards,  too, 
taking     on     American 
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N  THE  GREENBACK 


Visa's  annual  revenue  now  rivals  the  profit  of  the  U.S.  Federal  Reserve, 
making  it  the  closest  thing  there  is  to  a  global  currency. 

$30bil  


'Prior  to  distribution.  ^Fees  collected  by  banks  that  issue  Visa  debit  and  credit  cards. 
Sources:  Nilson  Report:  Federal  Reserve. 
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more  than  90%  of  tran 
actions.  Visa  now  handl' 
55%  of  all  Net  transa. 
tions,  compared  wil 
27%  for  MasterCan 
That  helped  Visa  last  ye; 
expand  its  U.S.  voluir 
by  10%,  despite  the  n 
cession,  to  $916  billioi 
and  its  worldwide  vo 
ume  by  21%.  Pascarel 
insists  that  despite  Visa 
challenges,  nobody  is  be 
ter  positioned  to  becon: 
the  premiere  medium  ( 
exchange.  Don't  bet  do 
lars  against  him. 
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So  there  you  are  one  clay,  sitting  alone 
inside  the  Lexus  LS  430  talking  to  yourself, 
when  you  hear  a  little  voice  talk 
back.  Are  you  going  mad? 

Perhaps  not. 

Perhaps,  just  maybe, 
the  voice  you  hear  is  the 
voice-activated  Lexus  DVD 
Navigation  System*  that  responds 
to  150  spoken  commands.  By  pressing  a 
switch  on  the  steering  wheel  and  vittering 
a  word  or  phrase  such  as  "restaurant"  or 
"gas  station,"  the  system  will  show  you  the 
desired  destination  on  a  display  screen  map 
and  a  voice  will  ingeniously  guide  you. 


SOME 


PEOPLE  TALK 

TO  THEIR  CARS. 

A  LEXUS  WILL  ACTUALLY 

TALK  BACK. 


Perhaps  the  voice  that  you  hear  is  from 
the  available  Lexus  Link  system.  A  touch 
of  a  button  lets  you  speak  to  an 
advisor  who  can  send  for 
emergency  medical  help 
or  Roadside  Assistance. 
The  system  knows  your 
location,  even  if  you  don't, 
courtesy  of  a  highly  sophisticated 
Global  Positioning  System  (GPS)J 

Perhaps  the  voice  you  are  listening  to 
is  your  own.  A  device  inside  the  LS  430  lets 
you  conveniently  record  a  memo.* 
Or  perhaps  not. 
Maybe  you  should  stop  talking  to  cars. 


Can  an  automobile  delight,  comfort,  fascinate  and  energize  you?   I    /^\u 
Take  lexus.com  for  a  test  drive.  The  passionate  Pursuit  of  Perfection.    I    V — ^ 


Mial.  The  Lexus  DVD  Navigation  System  is  designed  to  assist  in  locating  an  address  or  point  of  interest.  Discrepancies  may  be  encountered  between  the  system  and  your  actual  location.  Changes 
leet  names,  road  closures,  traffic  flow  or  other  road  system  changes  may  affect  the  accuracy  of  the  mapping  software.  Rely  upon  your  common  sense  to  decide  whether  or  not 
Uoyi  a  specified  route.  Detailed  coverage  not  available  in  every  city.  See  the  Navigation  Owners  Manual  and  your  Lexus  dealer  for  further  details.  "Coverage  onlv  available  in  the  continental  U.S. 
Canada.  See  your  local  Lexus  dealer  for  details  on  our  Roadside  .\ssist3nce  program.  Contact  with  the  Lexus  Link  Call  Center  is  limited  to  analog  cellular  service  areas.  Therefore 
TiayTometimes  be  unable  to  contact  the  Lexus  Link  Call  Center  or  receive  emergency  service  support.  'Included  with  available  Lexus  Link  svstem.  ©2001  Lexus,  a  Division  of  Toyota  Motor 
,  U.S..V,  Inc.  Lexus  reminds  you  to  wear  seatbelts,  secure  children  in  rear  seat,  obey  all  speed  laws  and  drive  responsiblj.  For  more  information,  call  800-USA-LEXUS  (800-872-5398). 


TECHNOLOGY 


IN  THE  CINDERBLOCK  BOWELS  OF 
Building  37  at  the  Massachusetts 
Institute  of  Technology,  Daniel  Bush 
put  in  four  months  of  hard  work  on 
his  senior  thesis.  Each  day  he  clamped 
a  Lange  V9  ski  boot  onto  the  metal  stem 
of  an  8-foot-high  Instron  compression 
machine  and  flipped  the  power  switch. 
With  a  deafening  mechanical  whine,  the 
Instron's  piston  bore  down  on  the  metal 
leg  inside  the  boot,  mimicking  the  effect 
of  a  skier  falling  backward,  the  move  that 
has  ruptured  thousands  of  knee  liga- 
ments. Lange  said  its  fast-release  boot  will 
reduce  such  injuries.  And  Bush  was  get- 
ting school  credit  to  prove  it. 

"It  was  a  pain  at  first,"  says  Bush, 
23.  He  couldn't  figure  out  why  the  boot 
was  not  releasing,  skewing  his  data. 
Then  it  hit  him:  The  metal  leg  was  too 
narrow.  So  Bush  sheathed  it  in  a  block 
of  wood  shaved  into  the  shape  of  his 
own  calf.  "I  was  pumped.  I  went  right 


At  a  cost  of  $5,000,  it  wasn't  a  bad  deal 
for  Lange,  either.  The  MIT  Center  for  Sports 
Innovation  also  has  done  work  for  New 
Balance,  Trek,  Rollerblade,  K2  and  others, 
charging  cheap  rates  for  research  in  ex- 
change for  hands-on  experience  for  its  stu- 
dents. Kim  B.  Blair  started  the  lab  with 
$100,000  three  years  ago,  prodded  by  a  few 
triathletes  in  MIT's  hallowed  Department 
of  Aeronautics  and  Astronautics.  The  cen- 
ter offers  the  same  disciplines  studied  in 
"aero/astro" — materials  science,  aerody- 
namics, communications — and  applies 
them  to  the  latest  in  cool  gear.  "Consumers 
are  demanding  high  technology  in  every- 
thing they  own,  whether  it  be  a  computer 
or  a  tennis  racket,"  Blair  says. 

This  year  his  students  will  work  on 
silencing  vibration  in  WUson  tennis  rack- 
ets, extending  the  life  of  Easton  baseball 
bats  and  streamlining  the  bobsleds  of  the 
U.S.  Olympic  team.  Companies  pay 
$2,000  to  $8,000  a  semester  for  a  student's 


RevengeDl 

The  Nerds 

Who  needs  NASA?  At  MIT's  Center  for  Sports  Innovation, 
brainy  jocks  try  to  build  a  better  ski  boot  and  running  shoe. 


BY  MONTE  BURKE 


back  to  the  lab  wd  started  cranking." 
It  turn ;  out  the  new  boot  reduces  force 
on  the  knee  b.  y.)%  to  60%,  even  more 
than  Lang-.  \u\.\  ^!i"ieo.  The  company  re- 
ceived the  ;■  :  -  k<i  month.  "It  was  a 
pretty  cooi  ;■  >  m  Bush,  who  gradu- 

ated in  June  and  tooK     ,ob  at  Schlum- 
berger  designing  picduct ,  <:;r  oil  wells. 


time;  grad  students  are  paid  $7  to  $20  an 
hour,  but  undergraduates  aren't  paid  if 
they  get  school  credit. 

In  return,  firms  get  fresh  thinking 
from  smart  students  and  faculty,  as  well 
as  use  of  MIT's  Wright  Brothers  Wind 
Tunnel  and  the  $1.3  million  Gelb 
Machine  Shop.  "It's  good  to  get  input 


from  someone  with  no  association  wi 
product  research  and  design,"  sa 
Charles  Adams,  marketing  chief  fi 
Lange  and  its  parent  company,  Sk 
Dynastar.  The  rookie  researchers  most 
confine  their  comments  to  technical  ma 
ters  rather  than  what  makes  a  produ 
hip — an  area  that  is  alien  to  many  i 
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lem.  "This  is  still  MIT,"  Blair  says. 

The  sports  center  takes  in  only 
50,000  a  year  total  from  corporate 
ients  at  a  university  that  often  charges 
ASA,  Lockheed  Martin  and  the  like  up  to 
200,000  apiece  for  student  research.  But 
lair  has  bigger  ambitions.  He  hopes  to 
uild  his  sports  lab  into  a  national  power- 


house with  a  multimillion-dollar  bud- 
get— provided  entirely  by  outsiders.  The 
much-hyped  MIT  Media  Lab  had  a  bud- 
get (?f  $36  million  from  clients  last  year. 

Blair's  biggest  hurdle:  MIT  itself.  Its 
restrictive  patent  policy  gives  it  ownership 
of  any  result  of  sponsored  campus 
research.  This  hinders  players  in  the 


sporting  goods  industry,  with  its 
rapid-fire  product  cycles  and 
relentless  feature  updates.  The 
haggling  and  costs  of  securing  an 
exclusive  license  are  hardly  worth 
it.  Blair  says  the  policy  has  cost 
the  center  four  contracts  totaling 
$500,000,  huge  money  given  its 
meager  budget.  He  is  working 
with  lawyers  to  sort  the  problem 
out.  "If  anything  will  kill  the  cen- 
ter, it's  this,"  he  says. 

Blair  emphasizes  speed  in  his 
sports  research,  which  charms 
manufacturers  and  students 
alike.  In  the  sneaker  business,  a 
pair  of  running  shoes  can  go 
from  conception  to  store  shelf  in 
eight  months.  Research  for  NASA 
or  Lockheed  won't  yield  results 
for  years  or  decades. 

"The  work  I've  done  here  cap- 
tures both  of  my  majors,  and  it's 
so  cool  when  they  overlap,"  says 
Jennifer  Blundo,  a  21 -year-old 
double  major  in  finance  and  me- 
chanical engineering,  who  is  work- 
ing on  a  running  shoe  for  New 
Balance.  Her  finance  background 
taught  her  to  see  that  costs  really 
do  matter  in  manufacturing.  "To 
ignore  that  is  a  common  engi- 
neering mistake,"  she  says. 

The  center  accepts  only  1  of 
every  20  applicants.  "There's  def- 
initely a  'My-thesis-is-cooler- 
than-yours'  aspect,"  says  Blair,  a 
43-year-old  triathlete  and  aero- 
nautical engineer. 

When  the  center  opened  in 
1999,  the  first  customer  was  a 
single-person  startup,  LAD 
Industries,  which  wanted  to 
improve  abdominal  and  lower- 
back  training  on  workout 
machines.  Students  helped 
design  a  prototype  weight  bench 
that  forces  lifters  to  stay  balanced;  the 
company  has  talked  to  Cybex  about  com- 
mercializing the  product. 

The  center's  most  fruitful  relationship 
has  been  with  New  Balance,  the  $1.2  bil- 
lion (sales)  Boston-based  sneakermaker. 
Last  year  senior  Chi- An  Wang  spent  a  se- 
mester helping  it  design  a  new  triathlon 
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Center  director  Kim  Blair  in  the  wind  tunnel;  Blair 
talks  running  shoes  with  MITer  Jennifer  Blundo. 


shoe.  Wang,  23,  ran  track  at  MIT  but  had 
little  idea  of  what  triathletes  would  want  in 
a  shoe.  With  Blair's  help,  she  created  a  sur- 
vey that  went  out  to  200  triathlon  clubs. 

She  learned  that  one  of  racers'  biggest 
gripes  is  that  it  is  too  difficult  to  put  on 


their  shoes  for  the 
marathon  run  after  they 
have  just  spent  hours 
biking  and  swimming. 
Some  had  even  resorted  to  lining  their 
shoes  with  Vaseline,  but  the  grease  made 
their  feet  slippery.  "No  one  had  r  eally  fo- 
cused on  that  population  of  athlete,"  says 
Sean  Murphy,  an  advanced  products  en- 
gineer at  New  Balance.  "Everyone  just  as- 


sumed they  had  tl! 
same       needs^ 
marathonefs." 

Wang  came  t 
with  50  ideas  for  ge 
ting  the  shoe  c 
quickly  and  snugl 
trying  every  kind  < 
clip,  buckle  and  stra 
Her  eureka  momei 
came  when  she  nc 
ticed  that  sandals  an 
other  walking  shot 
had  straps  on  the  bac 
to  hold  the  heel 
place.  "So  I  though 
why  don't  we  just  pull  back  an  elastic  h&i 
and  have  it  snap  back  on?"  says  Wang. 

New  Balance  paid  a  mere  $2,00 
directly  to  Wang,  thereby  avoiding  an 
possible  patent  snags  with  MIT.  It  adde 
the  elastic  heel-strap  to  its  new  $9; 
Triathlon  920  shoe.  The  company  hai! 
since  signed  on  for  two  more  project 
with  the  center.  Chi- An  Wang  went  on  t, 
a  research-engineer  job  at  Guidant. 


Springboard:  Southeast  2002 


SPRINGBOARD: 
SOUTHEAST  2002  HOSTS 


Cr      ^Sprin 


ingboardi 


SPRINGBOARD:SOUTHEAST  2002 

Where  Emergir^  Markets  Comerge 

Leveraging  the  power  of  North  Carolina's 
Research  Triangle  with  Southeastern  research 
engines  in  Georgia,  Florida,  and  Maryland, 
Springboard:  Southeast  2002  offers  investors  a  fresh 
look  at  today's  best  in  breed  life  sciences, 
information  technologies,  and  other  innova- 
tion-based young  companies,  from  first  to 
mezzanine  rounds. 
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SOFTEK  STORAGE  MANAGEMENT  SOFTWARE 


O   CENTRALIZES  AND  AUTOMATES 
STORAGE  ADMINISTRATION 


O    REDUCES  OPERATING  COSTS  FOR 


LOWEST  STORAGE  TCO 


O    MAINTAINS  HIGH  AVAILABILITY  EVEN 
WHILE  EXPANDING  STORAGE 


O   IMPROVES  USER  PRODUCTIVITY 


AND  DATA  PROTECTION 


O   HARDWARE  AND  PLATFORM 


For  every  dollar  you  spend  on  storage  capacity, 
you  spend  $8  trying  to  manage  it.  Until  now. 


Bring  your  soaring  storage  cpsts  under  control  with  stq/age  management  software  from 
Fujitsu  Softek.  A  powerful  alternative  to  traditional  storage-management,  Softek  offers  the 
first  complete  suite  of  applications  that-fets  you  visuaKze,  centralize,  and  simplify  your  data 
storage  resources  across  multiple  storage  vendors  an^d  operating  systems.  You  can 
consolidate  and  evefwautorriate  the  management  of  a)f  your  existing  storage  resources, 
allowing  you  to  realize  best-i'n-cfass  ROI  from  your  storage  assets. 
Want  a  FREE  ROI  storage  assessment?  I 

Call  (800)  560-7804  or  visit  our  Web  site.  Cp 


www.softek.fujitsu.com/ROI/ 


FUJITSU 


THE     POSSIBILITIES     ARE     INFINITE 


Source.  2DNfl(Ayst/3lia.  LportG 


20C2  Fujitsu  Sofr-vare  Technology  Ccporafion.  All  rghls  reserved. 


j:£i:UHmQiQGY  l  digital  JQQLS  by  Stephen  Manes 


Smartest  of  the  Phones 


CELLULAR  CARRIERS  HAVE  BEEN  BUSY  UPGRADING 
their  quasinational  networks  to  carry  data  as  well  as 
conversation.  The  newest  crop  of  smart  phones  take 
wildly  different  approaches  to  integrating  info  and 
voice — and  show  how  tricky  it  is  to  stuff  everything 
into  a  single  package. 

The  Pocket  PC  Phone  Edition  (hereafter  referred  to  as  the 
PPPE)  from  T-Mobile  (also  known  as  VoiceStream)  looks  like  a 
standard  Pocket  PC  with  a  stubby  antenna.  Handspring's  Treo 
300  for  Sprint  is  a  dead  ringer  for  its  clamshell  predecessors  but 
includes  faster  data  capabilities.  The  retro-chic  T-MobOe  Side- 


kick, developed  by  Danger,  Inc.  (FORBES,  Sept.  2),  is  the  most 
radi :;;!  ■:  rhe  bunch,  with  a  keyboard  hidden  behind  a  flip-up 
sere'  -    '  [c;  e"..  how  ihey  stack  up  in  key  areas. 

S>  re  No  contest:  The  PPPE's  big  color  touchscreen  looks 
great  \  ■t'^^  !v\cklight  on  and  okay  when  you  turn  it  off  to  save 
batter;.  rj  bad  it  lacks  a  protective  cover  and  smudges 

when  yoi!  hold  the  unit  to  your  ear.  The  Treo's 
backlit  toui.'     — <  is  fair.biit  has  the  grainy  resolu- 


tion   typical    of  most    Pa 
devices.  Encased  in  clear  plas 
the    Sidekick's    wan    mon 
chrome  display  doesn't  wc 
with  a  stylus;  instead  you  usi 
wheel  and  a  rocker  pad  to  na 
gate.  There's  no  pen  to  lose,  t" 
the  screen  is  fuzzy  in  dim  lig 
Bifocal-wearers  may  find  t 
fonts  unacceptably  tiny — 
issue  Danger  is  working  on. 
Data  input:  The  Treo  300,  li 
its  color  predecessor,  the  270,  adds  backlighting  to  its  han 
BlackBerry-like  thumb-typing  keyboard.  But  Sidekick's  bigg, 
keyboard  makes  for  significantly  faster  typing.  Booby  prize 
the  PPPE:  It  offers  only  handwriting  recognition  and  : 
onscreen  virtual  keyboard,  though  an  oddly  arranged  plug-( 
thumb-typing  keyboard  will  be  available  soon. 

Web  browsing:  None  of  the  built-in  browsers  does  full  justi 
to  graphically  rich  sites;  the  screens  are  just  too  small  to  do  ti 
job.  The  PPPE  comes  closest,  but  often  forces  you  to  scroll 
four  directions  to  see  what's  there.  Handspring's  browser  do 
an  okay  job  of  reformatting  pages  to  fit,  and  the  Sidekick's  ho 
izontal  screen  helps  it  work  without  color.  But  none  of  the 
browsers  works  as  fast  as  a  PC  with  a  dial-up  connection. 

E-mail:  The  Sidekick  is  a  dynamite  mail  handler,  becau 
Danger's  servers  handle  the  data  first.  That  lets  you  read  the  te 
in  attachments  like  Word  and  Acrobat  files  and  see  pictures 
grayscale,  like  a  BlackBerry  on  steroids.  Sidekick  can  deliver  tl 
mail  automatically  from  as  many  as  three  separate  POl 
accounts  as  often  as  every  15  minutes.  The  main  drawback 
that  it  can't  delete  mail  from  your  ISP's  server;  the  spam  yc 
whack  from  Sidekick  today  will  be  waiting  in  your  desktc 
inbox  when  you  get  back  to  the  office. 

Sprint's  PCS  Business  Connection  service — at  prices  ranj 
ing  from  free  to  $10  per  month — encrypts  and  decrypts  me: 
sages  on  the  fly;  when  you  delete  mail  on  the  device,  it's  elim 
nated  from  the  server,  too.  But  it's  clueless  about  displayin 
attachments,  and  the  many  limitations  of  the  not-quite-fin; 
version  I  tried  were  downright  irritating.  Handspring's  Tre 
Mail  service — at  $50  to  $100  per  year — may  be  a  better  optioi 
though  it  can't  show  you  attachments,  either. 

PPPE  offers  special  options  aimed  at  corporate  users,  bi 
individuals  probably  won't  be  happy.  Although  the  softwai 
supposedly  lets  the  device  call  out  for  mail  as  often  as  every  1 
minutes,  it  never  did  so  in  my  tests.  Nor  does  the  system  offer  a 
outbound  mail  server,  which  will  leave  many  users  unable  t 

~CVv|<|wkc  I  Stephen  Manes  (steve@cranky.com),  cohost  of  Digital  Duo.  has  been  covering 

t/VjJ  I  technology  for  nearly  two  decades.  Visit  his  home  page  at  www.forbes.com/manes 
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The  Software 
Integration  Company. 

VVe  can  help  you  integrate 
all  the  data  and  business 
applications  in  vour 
enterprise  and  extend 
them  to  any  location  in 
tiie  world.  So  you  can 
improve  efficiency  while 
preserving  your  existing 
i"F(a5tructure  investments. 


Our  PATRIOTcompliance 
Solution  can  help  you 
meet  the  stringent  new 
requirements  of  the  USA 
PATRIOT  Act.  It's  secure, 
unobtrusive  and  cost- 
effective. 

And  it's  just  one  of  the 
softw/are  integration 
solutions  available 
today  from  Sybase. 

Leveraging  our  expertise 
in  database  technology 
and  pow/erful  new 
integration  tools,  Sybase 
can  help  integrate  all 
the  data  and  business 
applications  in  your 
enterprise. 

So  you  can  extract 
the  maximum  value 
from  not  only  your 
current  infrastructure, 
but  also  from  all  the 
information  that 
resides  within  it. 

Visit  www.sybase.com/ 
integrationsolutions. 
And  resolve  your 
integration  issues. 


Sybase 


Information   Anywhere' 


SYBAS 
EVERYTHING 


E    e-BUSINESS    SOFTWARE. 
WORKS     BETTER    WHEN     EVERYTHING     WORKS    TOGETHER! 


®2002  Sybase,  Inc.  All  rights  reserved.  All  trademarks  are  the  property  of  their  respective  owners. 
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send  messages.  It  can't  delete  mail  from 
the  inbound  server,  either,  but  it  can  dis- 
play Word  and  Excel  attachments  with 
the  help  of  cut-down  versions  of  the  pro- 
grams included  in  the  package. 

Synchronization:  The  Treo  and  -the 
PPPE  come  with  cables  and  software  that 
let  you  synch  your  calendar  and  e-mail 
with  your  desktop  machine.  The  Sidekick 
can  import  address  books  and  calendars 
from  Outlook  and  certain  other  pro- 
grams, but  it  can't  export  back  to  or  keep 
in  synch  with  them;  that's  planned  for  the 
future.  For  now  it  takes  a  Web-based 
approach:  What's  stored  in  your  account 
on  its  Web  site  is  virtually  identical  to 
what's  stored  on  your  phone,  right  down 
to  your  notes  and  to-do  list. 

Add-ons:  The  Treo  runs  Palm  pro- 
grams; the  PPPE  runs  those  designed  for 
the  Pocket  PC.  The  Sidekick  includes 
some  games,  a  note  pad,  a  version  of  AOL 
Instant  Messenger  and  some  other  stuff, 
but  it  can  run  only  programs  designed 
specifically  for  it.  It  also  comes  with  a  lit- 
tle camera  that  can  take  teensy  color  pic- 
tures at  a  resolution  of  about  one-hun- 
dredth of  a  megapixel.  The  PPPE  has  a 
card  slot  for  adding  memory;  the  others' 
memories  are  fixed. 

Phone:  With  its  protective  flip 
clamshell  and  clever  numeric  keypad 
embedded  in  the  keyboard,  the  Treo  gets 
my  vote  for  most  usable.  As  a  phone,  the 
Sidekick  is  downright  weird,  crying  out 
for  a  real  keypad  on  the  back.  The  PPPE 
has  only  a  virtual  onscreen  keypad.  When 
connections  fail,  the  PPPE  often  delivers 
annoying  error  messages  that  don't  really 
mean  what  they  say. 

Battery  life:  On  my  "Charge  Overnight, 
Then  Stay  on  the  Line  Until  the  Battery 
Dies"  phone  test,  the  PPPE  was  the  champ, 
providing  nearly  six  hours  ot  talk  time — 
but  then  waped  out  my  address  book.  The 
Sidekick  stayed  alive  nearly  four  and  a  half 
hours,  though  it's  rated  for  only  three. 
With  its  smaller  size  and  always-on  back- 
light, the  Treo  managed  to  keep  a  call 
going  for  just  two  hours  and  nine  min- 
utes. Handspring  is  working  on  a  clip-on 
battery;  consider  it  a  necessity. 

Networit:  The  two  T-Mobile  products 
are  designed  for  its  GSM-voice/GPRS-data 
network,  but  even  when  the  phone's  indi- 
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cators  showed  high  signal  strength,  d 
service  or  Internet  connectivity' were  of 
unavailable,  particularly  with  the  PP 
Sprint's  CDMA2000  data  network  had 
such  problems  where  I  used  it;  it  also  t] 
ically  held  data  connections  longer,  avo 
ing  the  repeated  setup  delays  I  found  esjj 
cially  maddening  on  the  PPPE. 

Carriers'  coverage  maps  are  basic? 
a  joke.  So  don't  even  think  of  buyinjj 
phone  without  an  unconditional  retu 
policy.  Test  it  hard  whUe  roving  to  yc 
usual  haunts;  if  you  expect  to  get  mail  h- 
timely  fashion,  spotty  data  coverage  v 
drive  you  nuts. 

There  are  other  subtleties.  If  a  vo 
call  comes  in  while  you're  online  wi 
data,  the  T-MobOe  phones  ring  and  sv 
pend  the  data  session;  Sprint,  alas,  rou 
the  call  to  voice  maU,  so  you'll  miss  it.  F 
globe-trotters,  only  the  PPPE  will  be  su 
able,  because  it  is  a  dual-band  phone  tf: 
will  work  in  many  locations  abroad;  t 
other  two  are  U.  S.-only. 

Price:  Factoring  in  various  rebatd 
the  Sidekick  will  cost  about  $200,  tji 
PPPE  and  Treo  about  $500  each.  Sprinr 
monthly  charge  for  devices  like  tl' 
Handspring  amounts  to  anywhere  fro 
$10  for  2  megabytes  to  $20  for 
megabytes,  in  addition  to  voice  charge 
overages  cost  an  outrageous  $20  p 
megabyte.  For  devices  like  the  PPPE, ' 
Mobile  charges  a  minimum  of  $20  for 
megabytes  of  data  per  month  (in  add 
tion  to  voice  charges)  and  $3  to  $3  fi 
every  megabyte  thereafter. 

But  the  big  winner  could  be  ^ 
Mobile's  plan  for  Sidekick,  which  w> 
include  unlimited  data  plus  200  anytin 
and  1,000  weekend  voice  minuti 
monthly  for  $39.99.  That  kind  of  no-su 
prises  package  is  just  the  sort  of  thing  th. 
might  finally  drag  ordinary  consume 
into  the  mobile  data  world. 

That  all-you-can-eat  data  plan  nudg( 
Sidekick  into  the  top  spot  despite  its  but 
screen  and  phone-interface  shortcon 
ings — if  the  T-Mobile  service  worl 
where  you  do.  Second  place  goes  to  tf 
Treo — provided  the  add-on  batter 
shows  up  both  slim  and  long-lived.  Tl" 
PPPE  simply  needs  too  many  refinemen 
in  hardware,  software  and  network  cor 
nectiviry  to  make  it  a  winner.  I 
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Helping  Sustain 

\lature's  Glories 


The  National 

Fish  and 

Wildlife 

Foundation 

proves  that 

what's  good 

for  the 

environment 

can  also  be 

good  for 

business. 


If  you  look  at  a  map  of  the  country  from  a  busi- 
ness perspective,  you'll  get  a  view  of  the  U.S. 
as  a  giant  network  of  economic  centers  — 
from  Boston  to  Atlanta,  Austin  to  Seattle     ^ 
—  strung  together  like  jewels  in  a  neck- 
lace. View  the  same  map  from  an  eco- 
logical perspective  and  you'll  get  a  picture 
of  the  U.S.  as  a  stunning  sequence  of  wildlife  habitats,  har- 
boring an  incredible  diversity  of  species  from  far-flung 
corners  of  the  country:  elk  in  the  Rocky  Mountains,  sockeye 
salmon  off  the  Oregon  coast,  humpback  whales 
in  the  New  England  waters,  and  sandhill 
cranes  nesting  in  the  Louisiana  bayous. 

In  the  past  these  two  views  have  seemed  at  just  ensure  healthier  habitats  for  our  fish,  wildlife 
odds  with  each  other,  achieving  notonety  when  the  and  plant  resources,  however,  it  has  been  proven 
goals  of  conservationists,  who  tried  to  protect  countless  times  that  companies  with  sound  con- 
these  habitats,  clashed  with  the  needs  of  busi-  servation  strategies  actually  offer  less  risk  to 
nesses.  But  a  new  spirit  of  cooperation  has  investors,  demonstrating  that  what's  good  for  our 
emerged,  as  corporations  learn  that  by  partnering  nation's  vibrant  natural  heritage  is  also  good  for 
with  organizations  that  protect  and  restore  the  business.  "Our  job  is  to  act  as  a  facilitator  to  con- 
American  landscape,  they  can  contribute  to  the  nect  the  private  sector  with  the  public  sector,  and 
sustainable  use  of  our  country's  natural  resources,  to  leverage  financial  resources  to  get  the  most 
Chief  among  these  organizations  is  the  National  effective  work  done,"  says  Gary  Guinn,  NFWF's 
Fish  and  Wildlife  Foundation  (NFWF),  which  has  director  of  development.  By  law,  neither  the  Foun- 
been  in  the  business  of  developing  innovative  soiu-  dation  nor  its  partners  can  become  involved  in 
tions  for  conservation  since  its  formation  by  an  act  advocacy,  litigation,  lobbying  or  anything  outside  of 
of  Congress  in  1984.  species  and  habitat  protection.  "We're  about  on- 

Intelligent  conservation  initiatives  do  more  than     the-ground  conservation,  period,"  Guinn  explains. 
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Last  year  alone,  NFWF  was  involved 
with  797  projects,  which  covered  every 
state.  Nearly  a  quarter  of  those  involved 
direct  corporate  sponsorship,  either  as  a 
result  of  companies  bringing  specific  pro- 
jects to  the  Foundation,  or  the  Foundation 
searching  for  sponsorship  of  a  project  that 
was  already  planned.  Through  matching 
grants,  NFWF  can  greatly  increase  the 
impact  of  a  company's  donation  for  a  con- 
servation project  and,  at  the  same  time, 
guarantee  that  the  funding  will  not  be 
diverted  to  other  causes. 

"There's  a  huge  role  for  corporations  in 
conservation,  as  many  of  them  are  learn- 
ing," says  Guinn.  Beyond  simply  writing  a 
checl<  to  outside  conservation  organiza- 
tions, corporations  can  help  focus  attention 
on  the  projects  they  support  by  lending 
their  name.  "If  the  average  individual  sees 
that  Anheuser-Busch  is  involved  in  a  certain 
project,  or  that  Southern  Company  is  work- 
ing in  specific  ways  to  help  the  environ- 
ment, that  has  a  big  impact,"  he  says.  "The 
companies  involved  not  only  bring  visibility 
and  attention  to  conservation  efforts,  they 
also  bring  very  positive  visibility  and  atten- 
tion to  themselves  in  a  way  they  can  mea- 
sure on  the  bottom  line." 

SOUTHERN  COMPANY  AND  THE 
POWER  OF  FLIGHT 

As  the  leading  energy  utility  in  the  Southeast, 
Atlanta-based  Southern  Company  wanted 
to  extend  its  conservation  commitment  by 
partnering  with  communities  to  enhance 
and  sustain  the  natural  environment.  "We 
have  a  long-standing  commitment  to  con- 
servation because  we  understand  that 
what's  good  for  the  environment  will  also 
be  good  fc  our  miore  than  4  million  cus- 
tomers and  :*^!;;r  families,"  says  Environ- 
mental Stew'^:i-'^p  Program  Manager 
Leslie  Mortgcrr  "With  our  new  stew- 
ardship progran  i  wanted  to  provide  a 
strategic  direction  onhance  these  envi- 
ronmenr  1  efforts  .I  make  them  more 
beneficial  mc,  ^'«\i:y  .  to  our  community." 

To  that  I  I  'hern  Company  has 

been  workiny  !  ;o  develop  the 

I'ower  of  Fligh' 1.1         m      "^ich  will  help 


The  Power  of  Flight 
program  will 
help  conserve 
bird  habitats 
throughout 
the  four-state 
region  that 
Southern 

The  bobwhite  quail  is  one  of  several  species  of 

birds  protected  by  the  Power  of  Flight  program.  Company  SOrVeS. 


conserve  bird  habitats  throughout  the  four- 
state  region  the  company  serves.  Birds 
seemed  a  natural  choice  for  the  company 
as  bird-watching  ranks  as  one  of  the 
fastest-growing  outdoor  activities,  with  a 
150%  increase  over  the  last  10  years. 
According  to  Montgomery,  "32%  of 
Southerners  watch  and  feed  them,"  and 
the  activity  has  wide  appeal  because  birds 
are  found  everywhere  —  from  cities  to 
suburbs  to  rural  areas,  exactly  where 
Southern  Company's  customers  can  be 
found.  Montgomery  explains  that  by 
addressing  conservation  of  habitat  for 
birds,  the  company  will  also  be  protecting 
land  essential  to  maintaining  human  health. 

Southern  Company's  commitment  through 
the  year  2003  is  to  conduct  short,  intensive 
projects  designed  to  promote  conservation 
education  within  communities,  while  mea- 
surably increasing  the  habitat  for  specific 
species.  "We're  at  the  beginning  of  our 
efforts  now,  and  we  would  welcome  con- 
servation organizations  that  have  ideas  and 
want  to  join  us,"  says  Montgomery. 

What  appealed  to  Southern  Company 
about  NFWF  was  the  opportunity  to  leverage 
additional  dollars  and  thereby  have  a  larger 
impact  in  the  Southeast.  The  company  will 
donate  $250,000  for  the  projects,  which 
will  be  matched  dollar  for  dollar  by  NFWF 
bringing  the  total  to  $500,000.  The  grant 
recipients  will  also  be  required  to  match 
dollar  for  dollar  the  funds  they  receive, 
which  will  further  magnify  the  final  result. 
"From  our  perspective,  a  $250,000  expen- 
diture will  result  in  a  $1  million  impact 


toward  bird  habitat  conservation,"  s.| 
Montgomery.  "No  matter  how  you  loot 
it,  this  makes  great  environmental  ser 
—  as  well  as  great  business  sense 

The  effort  also  dovetails  with  the  cc 
pany's  "Southern-style"  philosophy  of  cc 
munity  involvement,  which  emphasizes 
izenship  and  leadership  within  the  comp; 
"We  talk  about  citizenship  because  we 
committed  to  improving  the  environmi 
and  the  communities  we  serve,  and 
talk  about  leadership  because  we  want 
lead  by  example,"  says  Montgomery.  "\ 
promote  community  partnerships  a 
employee  involvement  because  y 
always  have  better  projects  when  peo| 
are  excited  about  what  they're  doing."  T 
Power  of  Flight  program  will  be  no  diff 
ent.  "What  we're  really  talking  about 
Southern-style  conservation,"  she  says, 
will  be  about  teamwork  and  superior  p 
formance,  which  goes  right  to  the  heart 
our  core  set  of  values  as  a  company" 

In  pursuing  Southern  Company's  en 
ronmental  goals,  Montgomery  says  s 
couldn't  ask  for  a  better  partner  than  NFV 
"They  are  credible,  very  efficient  and  ha 
the  technical  know-how  and  experience 
help  us  select  the  most  effective  project 
she  says.  "They  are  focused  on  going  g 
there  and  getting  something  done,  rath 
than  just  talking  about  it.  in  that  we  hav€ 
lot  in  common." 

For  more  information  on  the  Power 
Flight  program  and  Southern  Compar 
contact  Leslie  Montgomery  at  404-50 
5333  or  lcmontgo@southernco.com.     -. 


■i 


Southern    Company    has    just    teamed    up 
with    the    National    Fish    and    Wildlife    Foundation 


Southern  Company  is  proud  to  announce  its  partnership  with 
the  National  Fish  and  Wildlife  Foundation.  Together,  we'll  protect 
southern  birds  and  the  habitats  they  depei.d  on.       |        IMYSE>SO 


SOUTHERN  J& 
COMPANY 

Energy  to  Serve  Your  WorlH^ 


Alabama    Power        Georgia    Power        Gulf    Power        Mississippi    Power        Savannah    Electric 
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ANHEUSER-BUSCH  IS 

BREWING  A  BETTER  ENVIRONMENT 

In  2002  Anheuser-Busch  celebrates  its 
150th  anniversary  of  brewing  excellence. 
The  connpany  also  takes  pride  in  the 
longevity  of  one  of  its  richest  traditions: 
concern  for  the  environment.  With 
wisdom  gained  from  conducting  business 
across  three  centuries, 
Anheuser-Busch  under- 
stands that  one  of  the 
most  important  challenges 
of  this  new  century  is  con- 
serving natural  resources. 

Through  its  Environmen- 
tal Management  System 
and  extensive  employee 
involvement,  Anheuser- 
Busch  has  devoted  consid- 
erable effort  to  the  research 
and  development  of  innov- 
ative, cost-effective  systems  to  minimize 
its  impact  on  the  environment.  The  com- 
pany also  encourages  its  suppliers  and 
business  partners  to  adopt  similar  envi- 
ronmental management 'practices  and 
policies.  These  efforts  have  not  only 
demonstrated  Anheuser-Busch's  corpo- 
rate responsibility,  they  have  also 
enhanced  its  financial  performance  and 
growth  opportunities. 

Since  1993  alone,  the  company  has 
received  more  than  150  environmental 
awards  in  the  areas  of  waste  reduction, 
conservation,  recycling  and  wildlife  and 
habitat  protection.  Furthermore,  its  part- 
nerships with  such  conservation  organi- 
zations as  NFWF  are  helping  make  a  real 
difference  on  many  fronts.  Anheuser- 
Busch  IS  a  major  supporter  of  numerous 
conservation  organizations  that  not  only 
create  shareholder  value  but  also  provide 
several  benefits  to  the  com:nunity  and  the 
environment. 

As  part  of  the  compa'iy's  ongoing 

■':ommirmc'it  to  environmental  excel- 

•i'lce  and  conserv.ition  of  the  great  out- 

1    ■  :.  A.-\heu3er-Busch  partnered  with 

■istabiish  the  Budweiser  Con- 

.-.■.>;  Scholars.hip  Procjram,  a  com- 

f  .■   r  rogram  that  e'^-'jrages  inncH 
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The  Budweiser 
Outdoors  program 
has  helped 
millions  of 
outdoor  enthusiasts 
become  directly 
involved  in 
raising  funds  for 


Anheuser-Busch's  theme  parks  are       wildlife  and 
recognized  for  their  leadership  in 
caring  for  threatened  and  endan- 
gered species,  conservation. 


vative  research  on  some 
of  today's  most  pressing 
conservation  issues.  Anoth- 
er project  is  the  Budweis- 
er Outdoors  program,  which  has  helped 
millions  of  outdoor  enthusiasts  become 
directly  involved  in  raising  funds  for  a  vari- 
ety of  wildlife  and  conservation  initiatives, 
sportsmen's  issues  and  outdoor  educa- 
tion. A  portion  of  the  proceeds  from  Bud- 
weiser sales  is  donated  to  NFWF  which 
matches  Budweiser's  donation.  The  funds 
are  then  divided  equally  among  the  Bud- 
weiser Outdoors  partners. 

The  following  programs  further  demon- 
strate Anheuser-Busch's  commitment  to 
sustaining  the  environment. 

•  The  company's  Busch  Gardens,  Sea- 
World  and  Discovery  Cove  Parks  are 
recognized  worldwide  for  their  lead- 
ership in  caring  for  threatened  and 
endangered  species.  In  fact,  they 
rescue,  rehabilitate  and  return  more 
animals  to  the  wild  than  any  other 
organization  in  the  world. 

•  Anheuser-Busch  Recycling  Corpora- 
tion, a  company  subsidiary,  recycles 
more  than  370,000  tons  of  aluminum 
annually,  provides  a  positive  alterna- 
tive to  mandatory  deposits  and  helps 
reduce  container  costs.  One  of  the 
company's  proudest  environmental 
accomplishments  is  being  the  world's 
largest  recycler  of  aluminum  cans. 


•  Anheuser-Busch  has  actively  led 
way  in  the  fight  against  litter,  an 
has  supported  a  number  of  anti-li 
campaigns  throughout  the  coun 
For  example,  in  1953,  Anheuj 
Busch  helped  found  Keep  Amer 
Beautiful,  Inc.,  and  in  1972,  the  cc 
pany  joined  forces  with  the  Izil 
Walton  League  of  America  to  in 
gurate  the  Pitch  In!  campaign,  a  f 
gram  that  endures  today. 

•  At  the  Jacksonville,  Florida,  Nutri-1 
farms,  a  subsidiary  of  Busch  Agric 
tural  Resources,  Inc.,  the  compj 
utilizes  nutrient-rich  wastewater 
irrigation  to  grow  sod  for  commen 
markets.  In  addition,  these  turf  far 
are  managed  to  create  valuable  w 
land  habitat  for  native  wildlife  a 
migratory  birds. 

For  more  information  on  these  a 
other  programs  at  Anheuser-Busch,  v 
www.abenvironment.com,  www.bi 
weiser.com,  www.seaworld.org  '  a 
www.buschgardens.org.The  bottom  lin€ 
Anheuser-Busch  is  that  caring  for  the  er 
ronment  is  a  part  of  everyday  life.  It  is 
just  good  business,  it's  the  right  thing  to  i 


To  find  out  how  your  company  c 
make  a  difference  in  conservation,  cont 
Gary  Guinn,  the  National  Fish  and  Wild 
Foundation's  director  of  development} 

202-857-5677orguinn@nfwf.org.      ] 
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Caring  for  the  environment  lias  been  in 
our  company's  nature  for  more  than  100 
years.  As  part  of  our  ongoing  commitment 
to  environmental  excellence  and  the  conservation  of 
the  great  outdoors,  Anheuser-Busch  partnered  witl:i  the 
National  Fish  and  Wildlife  Foundation  to  establish  the 
Budv^eiser  Conservation  Scholarship  Program.  Through  it, 
we  encourage  and  support  innovative  research  and  study  in 
some  of  today's  most  important  conservation  issues.  Each 
of  the  twenty  recipients  of  this  year's  award  received  a 
scholarship  of  up  to  $10,000  -  to  be  used  to  help  them  pursue 


their  dreams  of  making  a  difference  in  the  environment. 

To  the  winners  of  this  year's  scholarships,  we  offer  our 
congratulations  and  tharvks  -  we  are  proud  to  help  continue 
your  invaluable  research.  And  to  all  of  you  who  enjoy 
Budweiser,  we  thank  you  for  your  support. 

For  more  information  about  the  scholarship  program 
and  other  ways  we're  helping  to  protect  the  environment 
and  promote  conservation,  visit  www.abenvironment.com 
or  the  National  Fish  & 

Wildlife  Foundation  ^^3^^^       ^^^J^  *>» 

at  www.nfwf.org.  ^^^«'^*%«®^©!Si^*^^©i%^*^^K^ 

Brewing   a   better   environment 


Anheuser-Busch,  Inc.,  St  Louis,  MO 


DECEMBER  20, 1953:  THE  SNOWSHOE  INDUSTRY'S  BLACK  FRIDAY. 

On  that  cold  and  fateful  day,  hikers  started  hanging  up  their  snowshoes  in  favor  of  a  revolutionary  new  4x4.  That 
vehicle  was,  of  course,  Willys  Jeep.  Today  Jeep  Wrangler,  Jeep  Grand  Cherokee,  and  the  all-new  Jeep  Liberty 
continue  to  deliver  the  kind  of  legendary  off-road  capability  that  makes  other  modes  of  transportation  obsolete. 
That's  because  Jeep  vehicles  are  the  only  4x4s  with  over  60  years  of  off-road  leadership.  The  only  4x4s  routinely 
Rubicon  Trail-tested.  Little  wonder  no  one  has  ever  been  able  to  fill  our  shoes. 


Jeep 


THERE'S  ONLY  ONE 


Mmi 
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For  more  infd|||ation,  call  1-800-925-JEEP  or  visit  jeep.com.  Jeep  is  a  registered  trademark  of  DaimlerChrysier. 


Why  Not?  By  Ian  Ayres  and  Barry  Nalebuff 
> 

Price-Protect  Your  Home 


DN  JULY  30  DEBORAH  WOODS,  A  DENTAL  HYGIENIST  IN 
Syracuse,  N.Y.,  became  probably  the  first  person  in 
the  world  to  buy  protection  against  a  loss  in  her  home 
equity.  The  prices  were  certainly  appealing.  She  found 
a  four-bedroom  house  with  a  detached  garage,  a  nice 
lawn  and  a  corner  lot  on  a  quiet  street  in  a  good  neighborhood 
for  $80,000.  That's  what  nice  homes  go  for  in  that  city. 

At  that  price,  what  could  possibly  have  held  her  back?  She  was 
worried  about  losing  money.  This  was  a  reasonable  fear.  During 
the  1990s  prices  in  Syracuse  declined  by  20%.  A  decade  ago  hers 
could  have  been  a  $100,000  home.  What  if  her  $80,000  home 
should  become  a  $60,000 
home?  Her  down  payment 
would  be  wiped  out. 

Normally,  if  prices  fall, 
demand  goes  up.  But  with 
housing,  if  you  see  prices  fall, 
Vou  get  worried  that  you 
might  be  about  to  catch  a 
ifalling  knife.  So  a  decline  in 
jprice  can  lead  to  a  fall  in 
idemand  and  a  vicious  cycle  of 
further  price  declines. 

Most  FORBES  readers  have 
insurance  against  illness,  car 
accidents,  fire  and  theft.  But 
What  about  home  equity?  It's 
loften  your  single  largest  asset 
land  is  both  undiversified  and 
highly  leveraged.  When  you 

buy  stocks,  your  broker  won't  let  you  take  a  position  without 
lat  least  50%  down.  Thus  you  can't  have  more  than  2-to- 1  lever- 
age. But  to  buy  a  house,  you  can  put  10%  or  20%  down — so 
10-,to-l  leverage  is  quite  common. 

This  leverage  is  great  when  housing  prices 
rise.  You  can  make  lots  of  money  and  retire. 
But  if  prices  fall,  even  by  a  little  bit,  there  goes 
[all  of  your  equity  and  more.  Sometimes  peo- 
ple get  stuck  in  their  houses.  They  can't  move 
or  refinance. 

We  don't  want  to  scare  you,  but  the 
chance  of  losing  money  in  your  house  is 
greater  than  you  might  imagine.  Nationwide 
more  than  half  of  the  homeowners  who 
bought  in  the  early  1990s  lived  in  markets 


Yes,  you  can  lose 
money.  More  than 
half  the  home- 
owners who  bought 
in  the  early  1990s 
lived  in  markets 
that  declined  over 
the  subsequent 
five  years. 


that  declined  over  the  subse- 
quent five  years. 

The  solution  to  this  problem 
is  rather  simple:  insurance 
against  price  declines,  working 
rather  Like  index  put  options  you 
might  buy  to  protect  your  stock 
portfolio.  Working  with  col- 
leagues at  Yale,  NYU  and  Realliq- 
uidity.com,  a  home  equity  prod- 
ucts firm,  we  determined  that  a 
one-time  1 .5%  premium  would 
be  enough  to  cover  expected  losses  in  Syracuse.  After  three  years 
and  upon  sale  of  the  home,  the  policy  allows  the  owner  to  collect 
a  payment  equal  to  the  percentage  decline  in  a  local  home-price 
index  times  the  coverage  (typically  the  house  purchase  price). 

Will  people  with  equity  protection  just  stop  taking  care  of 
their  homes?  No.  The  protection  is  not  for  the  value  of  a  specific 
home,  but  rather  for  the  index  of  housing  prices  in  a  particular  zip 
code.  A  buyer  who  spruces  up  a  house  and  sells  it  at  a  profit  can 
still  collect  on  the  protection  if  the  neighborhood  index  is  down. 
For  now  the  protection  is  being  sold  by  a  local  affiliate  of 
Neighborhood  Reinvestment,  a  national  nonprofit,  which 
deserves  the  lion's  share  of  the  credit  for  taking  this  from  con- 
cept to  reality  in  less  than  a  year.  One  of  us  (Nalebuff)  is  on  the 
board  of  the  local  affiliate.  The  pilot  program  in  Syracuse  got  a 
boost  from  U.S.  Representative  James  Walsh  (R-N.Y),  seed  cap- 
ital from  the  Department  of  Housing  &  Urban  Development 
and  time  and  money  from  Freddie  Mac.  But  there's  no  reason 
this  kind  of  insurance  can't  stand  on  its  own,  especially  with 
national  diversification.  The  plan  is  to  roll  this  out  to  a  broad 
pool  of  cities  next  year.  Interested  in  being  part  of  this?  See  links 
at  forbes.com/whynot.  F 


From  the  Suggestion  Box 


Forbes 


Ian  Ayres  is  Townsend  Professor  at 
Yale  Law  School  and  Barry  Nalebuff 
is  Steinbach  Professor  at  Yale  School  of  Management.  For  more 
ideas  or  to  send  your  own,  visit  www.forbes.com/whynot. 


►  Renting  books— Raphael  Meyers.  Why  don't  public  libraries  (or  bookstores) 
rem  books?  You  can  be  the  first  to  read  the  new  Grisham  novel  if  you  pay 
half  the  cover  price.  Or,  acting  like  Blockbuster,  libraries  could  buy  extra 
copies  of  new  releases  and  resell  them  six  months  later. 

►  Checkout  item  limit— Tricia  Bee.  When  the  scanner  says  a  grocery  customer 
has  hit  the  express  lane  limit,  he  either  goes  to  the  back  of  the  line  to 
purchase  the  extra  items  or  pays  a  surcharge  on  each. 

►  Doctor's  office  waits— Duane  Russell.  Have  doctors  compensate  patients 
for  excess  waiting  time  as  patients  compensate  doctors  for  missed 
appointments. 

►  Videotaped  medical  procedures— Randy  Osborne.  For  a  fee  you  could  get  a  copy 
of  your  arthroscopic  surgery  or  bronchoscopy. 
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BE  PREPARED  FOR  MOTIVATED  EMPLOYEES.  Because  at  The  Principal®,  we  provide  growing 
businesses  with  benefit  packages  individually  customized  to  their  needs.  We  offer  everything 
from  key  executive  benefits  to  estate  planning.  Using  a  step-by-step  process,  we  analyze  your  company's 
current  situation  to  arrive  at  a  business  solution  that  will  keep  everyone  smiling.  And 
considering  we  have  over  120  years'  experience,  it's  no  wonder  more  companies  choose  us  for  their 
4()l(k)  plans.'^  Give  us  a  call  today  at  1-800-986-3343  (ext.  80080)  and  look 
forward  to  focused,  dedicated,  loyal  employees. 


\V  h    UNDERSTAND    WHAT    YOU'RE    WORKING    FOR 

www.principal.com 


Principal 


Financial 
Group 


1  Kinain.i;il  Services,  Inc.,  Des  Moines,  lA  50)92.  Insurance  issued  by  Principal  Lite  Insurance  Company.  Securities  ottered  through  Princor  Financial  Services  Corpora 
'  &;  SIPl  ),  Si'i)/247-412.?.  Principal  Lite  and  Princor  are  mcmlx-rs  of  the  Principal  Financial  Group*  (The  Principal'),  Ocs  Moines,  lA  5().?92.  "The  Principal  Financial  Group*" 

arc  rcgiMfi-.d  trademarks  of  Principal  I  inancial  Services,  Inc..  a  im-mlxT  of  the  Princip.il  Financial  Group.  'CVO  Miigti:i>ie,  April/May  2002,  based  upon  total  plans  served  in  2  | 
"'panics,  banks  and  investment  firms. 


ENTREPRENEURS 


THE  APP 


Y  QUENTIN  HARDY 

A  TOUGH  YEAR  IN  A  HARDSCRAB- 
ble  market  may  be  just  the  time 
to  expand.  Which  is  why 
William  Andrew  (Andy)  Beck- 
stoffer,  the  grand  old  man  of 
lapa  Valley  grape  growers,  is  spending  $25 
lillion — and  not  on  familiar  soil.  "We're 
lapa  people,  but  the  quality  here  is  just  so 


much  better,"  says  Beckstoffer,  striding  his 
red-dirt  and  obsidian  hillside  in  nearby 
Lake  County.  He  hopes  his  1,000-acre 
spread — 30  miles  and  several  income  lev- 
els from  the  Napa  border — ^wiU  be  the  cen- 
ter of  a  new  wine  appellation,  like 
Garner  js  in  Napa  or  Margaux  in  France. 
The  ':'xpansion  comes  at  a  time  of  soft- 
ening gr  !pe  prices  and  a  market  worried 


about  consumer  demand.  Beckstoffer,  62, 
calls  it  "the  riskiest  thing  I've  ever  done."  If 
it  works,  it  could  spark  a  boom  in  a  region 
of  pear  orchards  and  bulk  grapes — ^where 
the  land  goes  for  one-twentieth  the  price  of 
a  Napa  parcel  just  to  the  south.  It  will  also 
bootstrap  the  fortimes  of  Beckstoffer  Fam- 
ily Vineyards,  his  holding  company  (2001 
sales:  $26  milMon).  Now  Lake  is  "an  eco- 


FORBES"   September  16,  2002      103 


.£MXB££REll£imS. 


quality  at  a  reasonable  price." 


and  kept  him  on  as 
a  contract  farmer.  It 
took  him  five  years 
to  clear  the  debt. 
Thanks  to  a  boom 
in  demand  for 
quaHty  U.S.  wine, 
and  a  buy-and- 
hold  ethic  for  good 
land,  Beckstoffer 
now  owns  3,000 
acres,  worth  per- 
haps $200  million, 
in  Napa  and  Men- 
docino counties. 
His  grapes  go  into 

'This  is  one  of  the  LAST  AREAS  IN  tTe7rt"er!  m"^ 
CALIFORNIA  where  you  get  great  illp  Lbek  ^'^ ' 

His  secret  for 
the  Lake  project 
isn't  just  finding 
suitable  land  at  $10,000  an  acre,  compared 
with  Napa's  $200,000  acres.  Beckstoffer 
and  his  neighbors,  which  include  Beringer 
Blass  Wine  Estates  and  Kendall-Jackson, 
have  figured  out  that  a  certain  altitude  in 
the  right  part  of  Lake  County,  between 
about  2,000  and  2,400  feet,  has  a  daily 
heating  and  cooling  cycle  similar  to 
Napa's.  Find  the  right  hill  with  access  to 
water,  and  it's  a  winner.  Another  advan- 
tage in  Lake  County  is  the  absence  of  the 
glassy-winged  sharpshooter,  an  insect 
that's  plaguing  growers  in  Napa  and 
Sonoma  counties.  It  spreads  Pierce's  dis- 
ease, caused  by  a  bacterium  capable  of  ru- 
ining a  vineyard  in  one  season. 

Good  grapes  are  one  thing.  More  than 
ever  the  wine  business  is  about  marketing, 
and  now  that  starts  with  growers.  Beck- 
stoffer and  others  have  petitioned  the  Bu- 
reau of  Alcohol,  Tobacco  and  Firearms  to 
designate  their  patches  "the  Red  Hills  Dis- 
trict." The  appellation  sets  the  hills  apart 
from  low-quality  cabernet  grown  on 
nearby  flatland.  Chalone  Wine  Group,  a 
$43  million  (sales)  public  company  pro- 
ducing an  annual  600,000  cases  of  wine 
from  small  estates  charging  anywhere  from 
$9  to  $75  a  bottle,  uses  Red  Hills  grapes  for 
much  of  its  Dynamite  Vineyards  cabernet, 
which  costs  $15  to  $17  a  bottle.  Dynamite 
is  made  in  Sonoma  now,  but  Chalone  is  re- 


nomic  ghetto,"  the  grower  says.  (The 
county's  median  household  income  is 
61%  that  of  Napa's.)  "It  will  be  wine  coun- 
try .. .  fashionable." 

Hard  to  believe,  in  a  county  with  4 
wineries  to  Napa's  250  and  with  none  of 
Napa's  exclusive  restaurants  and  posh  inns. 
But  Beckstoffer  figures  that  even  if  the 
market  collapses  from  a  glut  or  a  sour 
economy,  he  can  still  supply  fi^uit  for  $  1 2 
bottles — up  to  500,000  cases  a  year  by 
2008  when  his  vines  are  fully  producing — 
and  still  make  a  profit. 

He  should  know.  Beckstoffer  came  to 
Napa  in  1969,  a  dicey  time,  with  an  M.B.A. 
from  Dartmouth's  Tuck  school.  He 
worked  in  vineyard  management  for 
Heublein — he  convinced  the  company  to 
get  into  winemaking — at  the  start  of  the 
region's  explosion  and  the  height  of  the 
grape  boycotts.  His  wine  cellar  boasts  an 
empty  Inglenook  bottle  signed  by  labor 
leader  Cesar  Chavez,  drunk  the  night  they 
settled  years  of  labor  dispute. 

His  first  independent  venture,  in  1 973, 
nearly  buried  him.  Taking  out  an  ad- 
justable $6  million  loan  that  started  at  7%, 
Beckstoffer  got  nailed  by  stagflation,  as 
cabernet  prices  fell  to  $400  a  ton  from 
$800  in  one  year,  and  interest  rates 
jumped,  peaking  at  15%.  Heublein,  which 
still  needed  grapes,  snatched  back  his  land 
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locating  the  winery  to  48  acres  it  purcha 
in  Lake.  "This  is  one  of  the  last  ai-eas  in  C 
ifornia  where  you  can  get  great  quality  < 
'  reasonable  price,"  says  Thomas  Selfi-id 
Chalone's  president.  "The  key  is  develop; 
consumer  acceptance." 

The  guys  who  have  land  in  Lake  n 
also  want  the  appellation  as  a  means 
limit  competition.  A  planting  rush  in  C 
ifornia's  Central  Coast  has  meant  an  ov 
supply  of  chardonnay  from  there.  Prii 
are  falling.  There's  still  some  land  availa' 
in  the  Red  Hills  area,  at  up  to  abc 
$15,000  an  acre.  But  few  parcels  seem  1 
enough,  or  have  sufficient  water,  fo 
large-scale  project. 

Beckstoffer  ties  the  price  of  his  grap 
to  the  retail  bottle's  price.  With  a  bigger  i 
centive  to  hit  the  $25-a-bottle  mark,  a  lot 
technology  goes  into  the  new  vineyard, 
of  it  geared  to  optimizing  handcrafted  wi 
with  the  tools  of  big  farming.  While  a  coi 
puter-equipped  minitractor  drives  betwe 
vine  rows,  a  global  positioning  system  ide 
tifies  scores  of  different  areas  in  the  vir 
yard,  in  case  winemakers  want  grapes  fro 
one  particular  part  of  the  hill.  Senso 
monitor  water  levels  at  45  points.  Areas  k 
on  water  get  extra  irrigation.  Another  se 
sor  on  the  side  of  the  tractor  spots  buddii 
weeds  and  zaps  them  with  a  minim 
amount  of  herbicide. 

The  tractor  crosses  dry  broom,  barl 
and  clover  grasses,  brought  in  to  aid  d 
velopment  of  the  grapevine's  roots,  forcii 
them  to  search  deep  in  the  ground  f( 
water  early  in  the  season.  (The  grasses  sui 
up  the  surface  water  in  the  early  sprin 
then  die  off  during  the  dry  summer.)  Vin 
are  also  stretched  on  wires  and  thinned 
leaves,  so  fruit  is  stressed  over  vegetatic 
growth.  Such  techniques  have  made  it  po 
sible  for  Napa  and  other  wine-growing  r 
gions  to  produce  an  increasing  number 
high-priced  wines. 

But  the  high  end  may  prove  a  victim 
its  own  success.  Between  the  bear  mark 
and  terrorism's  disastrous  effect  on  travt 
expensive  wines  are  feeling  squeezed.  "Tl 
$70  to  $100  bottle  has  definitely  slowe 
down,"  says  Chalone's  Selfridge.  Whic 
still  leaves  plenty  of  room  for  stuff  th 
goes  for  $  1 2  or  more  a  pop— and  pleni 
of  potential  new  business  for  growers  lil 
Beckstoffer.  I 
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[INTEGRITY] 


...is  still  alive 
and  well  in  sales! 
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ANTHONY 
PARINELLO 


Cloth,  $24.95/  ISBN:  1-891984-49-7 


This  book  tells  you  exactly  how  to 
get  into  the  CEO's  zone  and  make 
the  sale.  Available  at  all  fine  book- 
stores and  online  booksellers. 

For  more  information  about  Secrets 
of  VITO:  Think  and  Sell  Like  a  CEO, 
visit  www.secretsofvito.com. 
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GREEN  WOOD 

Master  woodworker  Doug  Green  knows  how  to  turn  out 
a  beautiful  desk.  Updating  a  19th-century  production 
process  is  proving  a  lot  harder.  by  Christopher  helm/ 


Joint  chief:  Green's  interlocking  channels  allow 

A  DESIGNER  AND  MAKER  OF  FURNI- 
ture,  Douglas  Green  has  wrestled 
with  the  same  problems  that  bedev- 
iled industrialists  a  hundred  years  ago:  how 
to  modernize  production.  Green  Design 
Furniture  Co.  of  Portland,  Me.  turns  black 
cherry  into  tables,  bookshelves  and  desks 
with  austere  lines  that  suggest  a  handmade 
look — but  with  high-tech  machinery.  "I 
know  too  many  woodworkers  struggling 
because  they're  working  with  19th-century 
tools  and  designs  but  want  21st-century 
wages,"  sighs  Green,  47.  Getting  past  that 
point  has  been  a  frustrating  struggle.  De- 
spite steep  prices  ($3,710  for  a  7-foot  din- 
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easy  assembly  without  glue,  nails  or  screws 

ing  table),  the  company  is  barely  profitabL 
His  quest  began  long  before  h 
foimded  his  own  business  nine  years  ago., 
onetime  schoolteacher  and  woodworkin 
hobbyist,  he  took  a  job  in  1979  as  a  cabinet 
maker  for  Thomas  Moser,  a  well-know 
furniture  maker  in  Auburn,  Me.  One  da; 
while  working  on  a  bed  with  hexagonal 
shaped  posts,  Green  became  exasperate' 
witli  how  long  it  took  to  hand-shape  piece' 
Over  the  weekend  he  built  a  jig  that  cut  th 
posts  as  easily  as  sharpening  a  pencil.  In 
spired,  he  left  Moser  for  the  Pratt  Institut 
to  study  industrial  design.  That's  where  h 
developed  the  interlocking  chaimels — es 
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Allen-Edmonds  Recrafting®.  We  use 
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sentially,  tapered  dovetail  joints  up  to  a  yard 
long — that  are  his  hallmark.  These  make 
possible  sturdy  furniture  without  a  single 
dowel,  nail  or  screw.  The  final  assembly 
(which  the  customer  does,  Ikea-style,  at 
home)  doesn't  require  even  a  drop  of  glue. 

Hoping  to  license 
his  designs — they  evoke 
Shaker  austerity,  with  a 
whiff  of  Frank  Lloyd 
Wright — Green  ap- 
proached giants  like 
Ethan  Allen  and  Masco. 
The  idea:  Mass-produce 
his  exacting  joints  with 
$200,000  computer- 
controlled  machine 
tools.  But  even  Masco's 
then-chief  doubted  he 
could  meet  the  specs. 

So  Green  decided 
to  go  it  alone.  In  1993 
he  opened  a  7,000- 
square-foot  wood  shop  in  an  old  match 
factory,  seeding  it  with  money  from  the  sale 
of  a  clothing  business  that  had  been  in  the 
family  since  1907.  So  far  he  has  poured  al- 
most $2  million  into  it.  The  first  year  he 
and  an  assistant  built  and  sold  40  pieces  for 
$100,000 — ripping  and  planing  boards, 
jointing  and  gluing  them  together.  They 
hand-cut  mortise  and  tenon  joints  (square- 
cut  slats  glued  into  matching  holes).  Green 
later  invested  in  a  $20,000  tenoner,  a  $9,000 
oscillating  mortiser  and  a  $13,000  inverted 
pin  router  to  cut  dovetails.  "The  industry 
said  I  was  a  fool — looking  at  wood  and 
thinking  I  could  machine  it  like  metal,"  he 
says.  "But  I  was  stubborn."  Stubborn  as  the 
Shakers,  who  invented  the  circular  saw  (as 
well  as  the  flat  broom  and  the  clothespin). 

All  of  which  worked  fine,  imtil  Green 
had  eight  employees  and  sales  of  $775,000. 
Organized  into  two  groups,  his  workers 
were  turning  out  comparatively  large  pro- 
duction runs  of,  say,  15  dining  tables  or  25 
chairs.  Green  was  setting  quotas  based  less 
on  orders  than  on  what  he  saw  as  efficient 
use  of  equipment.  After  getting  feedback 
at  a  company  Outward  Bound  retreat 
about  being  too  dictatorial  and  unrespon- 
sive to  work  conditions,  Green  let  his  staff 
rearrange  the  machines,  add  lighting, 
choose  music  and  settle  problems  as  they 
arose.  Production  jumped  from  $50  of 
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Hallmarked:  the  tapered  dovetail  joint. 


flirniture  made  per  worker-hour  to  $70. 
But  new  cracks  emerged.  There  we 
logjams.  With  no  set  schedules  dicta tii 
'the  order  of  jobs,  one  group  building  co 
fee  tables  had  to  stop  work  and  wait  as  tl 
other  team,  making  bookshelves,  used  tli 
router  tables  th^ 
needed.  Orders  we^ 
growing  too  quickl 
Green  mistakenly  fij 
ured  that  by  carryir 
extra  inventory  } 
could  ship  pieces  as  & 
as  catalog  orders,  repn 
senting  80%  of  sale 
came  in.  He  challenge 
the  shop  to  build  up  ii 
ventory  of  all  40  piece 
His  work  force  wj 
exhausted  and  qualil 
suffered,  as  outpi 
jumped  to  $92  p«i 
hour.  But  by  year-en' 
2000  inventory  ballooned  to  $240,00 
from  $10,000  a  year  earlier.  Green  w? 
warehousing  25  truss  dining  tables-^ 
enough  to  satisfy  over  six  months  of  order 
yet  other  pieces,  customers  were  told,  ni 
quired  a  seven-month  wait.  With  its  cas 
gone,  the  company  couldn't  keep  buildin|i 
Green  chipped  in  another  $50,000  ( 
working  capital  from  his  savings  an 
worked  the  finished-goods  inventory  dow. 
to  $75,000  by  sending  out  catalogs  featui 
ing  overstocks.  He  overhauled  productioi 
A  consultant  suggested  making  pieces  onl 
as  fast  as  orders  come  in,  almost  in  th 
manner  of  Dell  Computer.  Instead  of  tw 
four-man  groups  making  big  runs  of  eac 
item,  four  two-man  teams  do  small  run 
of  a  few  pieces.  Now  the  average  order  take 
six  weeks  to  fill  (instead  of  three  months 
and  work-in-progress  inventory  is  dowi 
from  $70,000  to  $23,000.  There  is  loss  h 
efficiency — it  now  takes  34  worker-hour 
to  make  a  dining  room  table,  up  from  25- 
but  Green  thinks  that  price  is  worth  payinj 
This  year  he  hopes  to  bring  in  $  1 .5  mil 
lion.  But  nearly  $500,000  will  pay  salaria 
rent  and  insurance,  $2 10,000  will  buy  woo 
and  maybe  $700,000  will  go  for  ads,  cata 
logs  and  machinery.  Green  will  be  lucky  ti 
clear  $100,000.  It's  almost  as  tough  a  way  t 
make  a  buck  as  being  a  19th-century  crafts 
man  with  a  hand-doweling  jig.  I 
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Shares  of  little  companies  have  fared  comparatively  well  in  this  bear 
market.  They  still  have  some  oomph  left  for  more  outperformance. 


BY  CHRISTOPHER  HELMAN  AND  JAMES  M.  CLASH 


STOCK  MARKET  HISTORY  SAYS  THAT  SMALL  COMPANIES  BEAT  LARGE  ONES  COMING 
out  of  recessions  and  stock  market  corrections.  If  history  is  destined  to  repeat,  now 
is  the  time  to  buy  into  little  companies,  since  we  have  had  a  recession  and  a  doozy 
of  a  correction.  For  some  perspective,  look  at  the  wicked  1973-74  bear  market.  You 
think  we  have  problems  now  with  al  Qaeda,  Enron,  the  dot-coms  and  Martha 
Stewart?  In  the  1970s  we  had  Watergate,  OPEC,  horrid  inflation  and  stagnating  pro- 
ductivity. Plus  the  implosion  of  the  Nifty  Fifty  large  cap  growth  stocks,  which  had 
ftjeled  a  speculative  market  much  as  Internet  stocks  did  in  the  1990s.  As  measured 
by  the  S&P  500,  the  early- 1970s  crash  was  easily  as  bad  (down  48%)  as  the  current 
one  was  at  its  depths  in  luly  (49%). 
Now  look  at  the  sequel:  From  1975  until  1983  stocks  of  companies  with  small  capitalizations 
returned  o  stunning  yearly  average  of  33%,  or  14  percentage  points  per  year  better  than  large  caps. 
Emerging  out  of  the  past  century's  six  major  bear  markets,  says  Ibbotson  Associates,  the  average  one-year 
rebound  for  small  caps  was  82%,  versus  just  52%  for  large  caps.  To  be  sure,  we  don't  know  that  we've  hit 


Glenn  Primack 
and  Richard  Lan 
avoided  tech 
bombs,  buying 
stocks  with  sol 
finances.         A 
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Growth  Guys 

THE  FMI  FOCUS  FUND  HAS  THE  BEST  FIVE-YEAR  RETURN 
of  any  small-cap  growth  fund— 20%  annualized.  And 
that's  despite  being  down  18%  this  year.  We'd  feature 
nearly  six-year-old  Focus  as  one  of  our  Best  Buys 
except  it  hasn't  been  around  long  enough  to  qualify 
(we  require  eight  years).  The  antithesis  of  the  1990s 
momentum  investors  that  once  dominated  the 
small-growth  sector,  Focus  follows  a  strict  research 
and  valuation  regimen.  Comanagers  Richard  Lane 
and  Glenn  Primack  won't  buy  a  stock  trading  at  more 
than  70%  of  their  estimated  intrinsic  value. 

Before  they  arrived  at  Focus,  they  honed  their 
analytical  skills  doing  research  for  Fidelity,  Janus 
)   and  other  clients  at  Milwaukee  M&A  boutique  Cleary 
Gull.  Lane,  46,  and  Primack,  38,  work  closely 
together,  often  calling  each  other  at  home  at 
midnight  or  on  the  weekends  to  strategize. 

They're  finding  promising  opportunities  in 
software  lately,  even  though  many  of  those  names 
still  are  getting  pummeled.  Like  Aspen  Technologies, 
which  at  $4  is  down  76%  in  the  last  year  Aspen  Tech 
makes  software  that  helps  makers  of  chemicals, 
drugs  and  even  soup.  Lane  admires  Aspen's  strong 
market  share  among  chemical  company  software 
suppliers.  Another  current  favorite  is  J.D.  Edwards, 
which  makes  enterprise  planning  software  for  mid- 
size to  large  companies.  Focus  picked  it  up  below  $9; 
Edwards  now  goes  for  $13. 

While  growth  shop  Focus  has  a  sizable  slug  of 
tech  (30%),  it  is  especially  canny  at  finding  good 
prospects  in  odd  corners,  such  as  retail.  Two  years 
ago  Lane  discovered  the  Joseph  A.  Banks  men's 
clothing  chain,  which  had  suffered  in  the  era  of 
business  casual.  Not  followed  by  Wall  Street 
analysts,  the  120-store  company  had  new  manage- 
ment who  wanted  to  expand  its  outlets  and  fill  the 
niche  occupied  by  frayed  Brooks  Brothers.  Focus 
started  buying  at  $4;  shares  now  trade  for  $19. 

Lane  and  Primack  avoided  the  flameouts  that 
many  of  their  peers  suffered  after  the  tech  collapse, 
thanks  to  their  refusal  to  invest  in  anything  without 
dependable  earnings  forecasts.  One  winner,  for 
instance,  was  Tollgrade  Communications,  which  does 
testing  for  telecoms.  It  ran  up  eightfold  to  $166  in 
2000;  they  sold  out  before  it  fell  back  to  its  current 
$11.  In  2000  and  2001  Focus  offset  tech  problems  by 
investing  in  energy,  particularly  in  takeover  targets 
such  as  Santa  Fe  Snyder,  bought  out  by  Devon  Energy. 
Another  hit,  Quest  Diagnostics,  has  quadrupled  since 
early  2000  to  $60.  -C.H. 
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bottom;  when  the  history  books  are  writ- 
ten, 2003  may  be  the  year  for  that.  But  if 
you  do  think  the  market  has  turned,  you 
ought  to  have  money  in  small  companies 
or  funds  that  buy  them.  Our  Best  Buy 
ranking  of  small-cap  funds  (p.  114)  lists 
those  that  beat  their  peers  in  cost  effi- 
ciency and  recent  performance. 

Post-slump,  small  has  outperformed 
large  for  a  couple  of  reasons.  Small  com- 
panies are  more  nimble,  meaning  they're 
better  able  to  cut  costs  or  veer  off  into 
new  lines  of  business  than  the  behe- 
moths. Also,  the  diminutive  players  have 
greater  room  to  grow:  Blue  chip  McDon- 
ald's, for  example  (worth  $31  billion, 
price/earnings  ratio  19),  will  be  lucky  to 
increase  sales  5%  this  year,  while  little- 
known  drive-in  restaurant  operator  Sonic 
Corp.  (worth  $1.1  billion,  P/E  25)  has 
increased  sales  24%  over  the  last  three 
quarters.  Thomson  First  Call  reports  that 
analysts  expect  earnings  of  the  small-cap 
S8fP  600  to  grow  34%  next  year,  versus 


19%  for  the  large-cap  S&P  500. 

One  thing  that  may  hold  back  small 
caps  during  the  n£xt  recovery:  In  this  bear 
market,  small  caps  (defined  as  issues  val- 
ued at  $2  billion  or  less)  already  have  done 
well.  The  S&P  600  index  of  small  compa- 
nies, from  the  downturn's  start  to  April 
2002,  rose  a  heady  17%;  this  summer's 
rout  pulled  the  small-cap  index  back  to 
even  with  March  2000,  but  that's  better 
than  the  S&P  SCO's  wretched  showing. 

Even  so,  there  should  be  mileage  left 
in  the  little  companies.  On  average,  a 
small-cap  cycle  lasts  five  years;  we  are 
barely  two  years  into  this  one.  The  short- 
est was  three  years  (1990-93);  the  longest, 
eight  years  (the  1975-83  one).  Because 
large  caps  were  last  ascendant  for  a  long 
time  (from  1994  through  1999),  says 
Satya  Pradhuman,  the  chief  small-stock 
strategist  at  Merrill  Lynch,  a  small-cap  era 
lasting  for  another  three  years  is  plausible. 

Also,  small  stocks  are  still  attractively 
cheap    by    historical    standards.    The 


Leuthold  Group  estimates  they  are  tr; 
ing  at  a  35%  discount  (in  price/eamin 
to  large  ones,  compared  with  a  histori 
average  discount  of  15%. 

Let's  make  a  further  refinement  in 
small-company  universe:  Divide  it  ii 
value  companies  and  growth  compan: 
Since  March  2000,  according  to  Lipp 
small-cap  value  funds  have  clocked 
annual  8%  gain  while  small-cap  grow 
enamored  of  tech,  lost  26%.  Other  th 
gold  funds,  the  best  equity  performi 
over  the  last  three  years  have  been  smj 
cap  value  fiinds.  That  doesn't  necessar 
mean  that  now  is  growth's  turn.  Val 
just  pays  better  over  long  periods:  15''/ 
year  over  the  past  two  decades,  amoi 
small  companies,  to  10%  for  growth. 

One  reason  to  prefer  the  small-val 
funds  over  small-grov\rth:  slower  turno\ 
of  their  portfolios  (72%  a  year  for  vah 
says  Morningstar,  to  131%  for  growtl 
So  if  you  are  going  to  own  both  a  sma 
growth  fund  and  a  small-value  fund,  p 


The  Value  Player 


ONE  OF  THE  BEST  VALUE  MANAGERS  IN  THE  SMALL-COMPANY  ARENA 
is  a  reformed  techie.  Preston  Athey  started  out  as  a  tech  analyst 
at  T.  Rowe  Price.  But  then,  he  says,  "I  began  to  lose  my  zest  for 
untried  companies."  So  in  1991  he  moved  down  the  hall  to  head 
the  fledgling  (founded  in  1988)  Small  Cap  Value  Fund.  While  he 
limped  along  in  the  Internet  era,  he  has  turned  in  an  admirable 
long-term  performance— with  a  10.5%  return  in  the  last  five 
years.  More  impressive  is  what  he  has  done  since  March  2000: 
an  annualized  14.7%  when  the  market  was  falling. 

At  53,  Athey  has  lived  a  colorful  life.  As  a  young  ensign  he 
was  an  aide  to  the  prickly  Admiral  Hyman  Rickover,  father  of  the 
nuclear  Navy.  Athey,  an  accomplished  a  cappella  singer,  has  cut 
a  CD  of  standards  and  contemporary  songs.  But  the  types  of 
stocks  he  prefers  are  far  from  glamorous. 

Athey's  largest  sector  holding,  which  constitutes  22%  of  the 
fund,  is  in  beaten-down  financials,  with  names  like  insurer  Brown 
&.  Brown  and  investment  provider  Allied  Capital.  In  fact,  Athey 
holds  few  tech  or  energy  stocks,  though  the  recent  decimation 
there  has  him  nibbling  on  some  low-fliers.  Tetra  Technologies 
(energ\/  equipment,  P/E  17)  and  C&D  Technologies  (electrical 
equipment,  P/E  20)  are  recent  buys.  Ever  searching  for  underval- 
ued companies,  Athey  also  scores  gain    /la  takeovers.  Up  to  7% 
of  his  fund  gets  tendered  for  annually  t  jniple:  Puerto  Rican  Ce- 
ment (building  materials),  taken  at  a  56/  prem  um  by  Cemex. 


5-year  annualized  return  for  T.  Rowe  Price 


Preston  Ath< 

one  of  the  ti 

small-grow 

manager 

once  was 


A  bonus  is  that  he  has  accomplished  all  this  fairly  cheaply. 
Expenses  run  just  85  cents  per  $100  of  assets.  The  bargain- 
minded  Athey  has  a  portfolio  averaging  17  times  trailing  earn- 
ings, less  than  two-thirds  the  S&P  500  multiple. 

The  fund  recently  closed  to  outside  investors,  although  it 
could  soon  reopen  if  the  market  plunges  again.  The  last  close 
was  March  1996  to  November  1998.  Bu 
if  you're  rolling  over  your  401  (k)  from  ar 
old  job,  you  can  get  in  now.         —J.M.I 
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Large  Cap  Equity  H  IT/LT  Fixed  Income 
Mid  Cap  Equity  B  ST/IT  Fixed  Income 
Small  Cap  Equity    ■  Cash 


MORGAN  STANLEY  FUNDS  PORTFOLIO  ARCHITECT.'"  OPTIMIZING 
YOUR  MIX  OF  MUTUAL  FUNDS.  In  a  financial  clinnate  this  unpredictable, 
you  need  a  new,  more  balanced  way  to  invest  in  mutual  funds.  Portfolio  Architect  is 
just  that.  Your  Morgan  Stanley  Financial  Advisor  uses  this  powerful  tool  to  select 
the  mix  of  Morgan  Stanley  Funds  that  is  right  for  you.  It  also  reviews  your  portfolio 
each  quarter  and  will  automatically  rebalance  if  you're  overextended  in  any 
category.  All  of  which  begs  the  question:  How  can  Portfolio  Architect  help  you? 

To  learn  more  or  to  obtain  a  prospectus,  call  your  Morgan  Stanley  Financial  Advisor 
or  call  1-866-M0RGAN8  or  visit  www.morganstanley.com. 


MorganStanley 

One  client  at  a  time. 


3  prospectus  contains  more  complete  infpritjatiqn,  including  risk  considerations,  fees,  sales  charges  and  ongoing  expenses, 
ase  read  it  carefully  before  you  invest  or  send  money. 
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Fund  Survey    Small  Caps  [ 


the  growth  fund  in  a  tax-sheltered 
account  where  the  capital  gain  dividends 
will  cause  no  pain. 

Small-company  growth  funds  are  fun 
for  speculators.  They  have  huge  spurts 
that  are  nice  to  be  around  for.  Over  the 
past  three  decades  the  category  has 
scored  50%-plus  years  five  times;  small- 
value  funds  accomplished  that  just  two 
times.  And,  as  with  most  investments,  the 
better  time  to  buy  small-growth  funds  is 
when  they're  down.  According  to  Ibbot- 
son  Associates,  a  33%  loss  in  1974  was 
followed  by  a  59%  gain  in  1975.  Down 
19%  in  1990,  they  exploded  54%  in  1991. 

Steven  DeSanctis,  the  small-cap 
strategist  at  Prudential  Securities,  points 
out  that  relative  to  historical  averages,  val- 


switching  gear  now  on  life  support,  and 
wireless  provider  Airgate  PCS,  down  from 
$60  to  $1  in  the  past  year.  LaRocco  was 
replaced  in  luly,  and  the  portfolio  is 
undergoing  a  major  housecleaning. 

Instead,  check  out  long-term  winners 
like  Meridian  Growth  Fund,  which  leads 
our  Best  Buys  list.  Since  1984  manager 
Richard  Aster,  61,  has  returned  14.5% 
annually,  placing  him  solidly  among  the 
most  skilled  veteran  stock  pickers  in  any 
asset  class.  No  surprise  that  Aster  side- 
stepped the  dot-coms  and  telecoms, 
which  in  1999  made  him  look  like  a 
washed-up  relic.  His  13%  return  that 
year  trailed  the  growth  portion  of  the 
Russell  2000  by  30  points;  investors  fled 
his  fund.  Then  in  2000  and  2001  his  28% 


equipment  rather  than  own  it. 

Another  good  growth  fund  is  Va 
guard  Explorer,  the  cheapest  of  our  Bi 
Buys  with  expenses  of  just  72  cents  p 
"  $100  of  assets.  That  fund  is  also  filled  wi 
earnings  growers  (averaging  14%  a  yea 
at  a  reasonable  price  (average  trailii 
price/earnings  ratio  is  26,  not  far  from  tj 
ratio  for  the  S&P  500).  Two  big  positior 
medical  supplier  Henry  Schein,  up  42 
this  year,  and  retaOer  Pier  1  Imports,  i 
4%.  After  beating  its  peers  early  in  tl 
1990s,  Explorer,  like  Meridian,  trailed 
the  top  of  the  market.  But  it's  making  i 
for  that  now  with  solid  bear  market  pe 
formance  and  a  compound  4.1%  annua 
ized  five-year  return. 

When  adding  small-company  func 
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Best  Small-Cap  Growth  Funds 


Meridian  Growth/446-6662 


9.2  % 


$310 


26 


$1.3 


$1.04 


$1,000 


Vanguard  Explorer  Fund-lnv/862-7447 


4.1 


4,384 


26 


0.8 


0.72 


3.000 


Brown  Capital  Small  Company  Fund/525-3863 


72 


400 


NA 


0.4 


1.24 


10,000 


Deutsche  Small  Cap-lnv/730-1313 


4.3 


263 


25 


1.1 


1.25  a 


2,000 


•A 


Henlopen  Fund/g22-0224 


3.4 


96 


NA 


0.5 


1.30 


2,000 


Best  Small-Cap  Value  Funds 


Pennsylvania  Mutual-lnv/221-4268 


8.1 


804 


27 


0.4 


0.99 


2,000 


•D       A+        Royce  Total  Return-lnv/221-4268 


8.7 


874 


24 


0.8 


1.24  a 


2,000 


D 


Shadow  Stock  Fund/422-2766 


7.0 


96 


22 


0.2 


1.03 


1,000 


Target  Small  Cap  Value/225-1852 


5.6 


183 


22 


1.0 


0.87 


25,000 


Royce  Low  Priced  Stock-lnv/221-4268 


12.6 


2,153 


25 


0.5 


1.49  a 


2,000 


Five-year  return  7/31/97  through  7/31/02.  •  Fund  rated  for  three  periods  only;  maximum  allowable  grade  A.  a:  Net  of  absorption  of  expenses  by  fund  sponsor.    NA:  Not  available. 
'Tax  grade  is  based  on  past  performance:  Ranl<ing  from  (,  best,  to  5,  worst.  Sources:  Forbes;  Upper;  Morningsrar. 


nations  on  the  growth  component  of  the 
Russell  2000  small-cap  index  are  much 
more  affordable  of  late.  Growth  stocks 
usually  trade  at  three  times  the 
price/book  ratio  of  value  stocks;  now  they 
trade  closer  to  two  times  that  ratio — a 
30%  discount. 

When  shopping  for  a  small-cap 
growth  fund,  what  do  you  look  for? 
Steady  performers  that  shun  those  specu- 
lative offerings  that  soared  in  the  tech 
bubble.  Berger  Small  Company  Growth 
Fund,  for  example,  had  a  nosebleed 
return  of  104%  in  1999,  only  to  lose  34% 
in  2001 — and  another  45%  so  far  this 
year,  as  its  tech-crazed  manager,  Paul 
LaRocco,  refused  to  admit  the  glory  days 
were  over.  He  held  on  to  stuff  like  UTStar- 
com,  a  maker  of  wireless  broadband 


and  15%  returns  beat  his  peer  group  by 
32  and  23  points.  He's  down  13%  this 
year  while  the  average  small-cap  growth 
fund  has  shed  more  than  double  that. 

Having  managed  money  since  1977, 
Aster  is  one  of  the  few  veterans  around 
long  enough  to  remember  the  last  two 
small-cap  cycles.  He  says  valuations  now 
are  the  best  since  1991,  and  he's  buying 
companies  in  industries  that  hold  up  in 
downturns  but  grow  as  times  improve. 
He's  maintaining  a  cash  stake  of  8%  in 
order  to  pick  up  bargains  when  they're 
available.  New  positions  include  Republic 
Services,  the  waste-hauler;  Symbol  Tech- 
nologies, which  makes  bar  codes  and 
scanners  for  retail,  shipping  and  security 
firms;  and  United  Rentals,  a  beneficiary 
of  the  trend  by  contractors  to  rent  heavy 


to  your  portfolio,  keep  in  mind  that  smaj 
stocks  make  up  just  8%  of  the  U.S.  equit 
market's  capitalization.  Bradley  Lawson 
small-cap  analyst  at  consultant  Franl 
Russell  Co.,  recommends  devoting  n( 
more  than  15%  to  small  stocks.  Withii 
that,  decide  what  weights  to  give  tc 
growth  versus  value. 

But  before  making  that  decision,  lis 
ten  to  Preston  Athey,  manager  of  th( 
excellent  T.  Rowe  Price  Small  Cap  Vaku' 
Fund  (see  box,  p.  112).  Now  rememboi 
he's  a  value  guy.  "Small  value  stocks  \\  1 1 
continue  to  do  better  than  large  caps, 
Athey  predicts,  "but  they  won't  lead  u; 
out  of  this  recession.  If  someone  were  tc 
put  me  on  the  stand,  I  would  probably  go 
60%  small  growth,  40%  small  value  now 
You  get  more  bang  for  your  buck."        W 
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funds  that  come  with 


a  financial  advisor 
and  an  architect. 


Morgan  Stanley  Funds 
Portfolio  Architect 


fT/LT  F«ed  Income 
ST/IT  Fixed  Income 
Cash 


MmM^tm 


MORGAN  STANLEY  FUNDS  PORTFOLIO  ARCI 
YOUR  MIX  OF  MUTUAL  FUNDS.  In  a  financial  climate  this  unpredictable, 
you  need  a  new,  more  balanced  way  to  invest  in  mutual  funds.  Portfolio  Architect  is 
just  that.  Your  Morgan  Stanley  Financial  Advisor  uses  this  powerful  tool  to  select 
the  mix  of  Morgan  Stanley  Funds  that  is  right  for  you.  It  also  reviews  your  portfolio 
each  quarter  and  will  automatically  rebalance  if  you're  overextended  in  any 
category.  All  of  which  begs  the  question:  How  can  Portfolio  Architect  help  you? 

To  learn  more  or  to  obtain  a  prospectus,  call  your  Morgan  Stanley  Financial  Advisor 
or  call  1-866-M0RGAN8  or  visit  www.morganstanley.com. 


MorganStanley 

One  client  at  a  time. 


ie  prospectus  contains  more  complete  information,  including  risk  considerations,  fees,  sales  charges  and  ongoing  expenses, 
ease  read  it  carefully  before  you  invest  or  send  money. 

e  above  chart  is  illustrative  and  does  not  represent  any  .actual  client  account.  Investments  and  securities  are  offered  througti  t\/lorgan  Stanley  DW,  Inc.,  member  SIPC.  Funds 
itributed  througti  Morgan  Stanley  Distributors  Inc.  Morgan  Stanley  and  One  Client  At  A  Time  are  service  marks  of  Morgan  Stanley  ©  2002  Morgan  Stanley.      751 5G02-ANS-7/02 
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The  Honor  Roll 


Standout  funds  with  the  mettle  to  succeed  over  the  long  haul — through  all  kinds  of  weather. 


BY  WILLIAM  HEUSLEIN 


CAPITAL  PRESERVATION,  NEVER  OUT  OF  STYLE,  IS 
an  especially  big  deal  when  the  market's  cruel 
arithmetic  is  so  relentlessly  diminishing  fund  val- 
ues. That's  why  you  should  align  yourself  with 
the  money  managers  who  can  handle  both  bull- 
ish and  bearish  episodes  with  aplomb. 

To  make  the  Forbes  Honor  Roll,  a  fund  must  pass  five  rigor- 
ous tests.  First  it  must  earn  a  B  grade  or  higher  in  down  markets, 
meaning  it  should  do  a  better  job  than  most  in  protecting  your 
assets  when  things  are  bleak.  Eight  of  the  ten  members  of  the 
2002  roster  score  either  an  A  or  an  A+  grade  for  bear  market 
performance. 

Then  a  fund  must  have  a  manager  with  a  minimum  of  six 
years'  tenure.  Portfolio  diversification  is  our  third  test.  This  culls 
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He 

Ifti 


1 


FPA 

Capital 
Fund 

Robert  Rodriguez 

800-982-4372 


2 


Mairs  &  Power 

Growth 

Fund 

Multiple  managers 

300-304-7404 


3 


Muhlenkamp 
Fund 


Ronald  Muhlenkamp 
800-  860-3863 


4 


Longleaf 

Partners 

Fund 

Multiple  managers 

800-  445-9469 


5 


Heartland 
Value 
Fund 

Multiple  managers 

800-  43^7856 


ANNUAL  TOTAL  RETURN' 


21% 


ANNUAL  TOTAL  RETURN' 


19% 


ANNUAL TOTAL  RETURN' 


17% 


ANNUAL  TOTAL  RETURN' 


19% 


ANNUAL  TOTAL  RETURN' 


18% 


MARKET  PERFORMANCE 

UPMARKET     DOWNMARKET 

A  ▼ 

A     A 


MARKET  PERFORMANCE 

UPMARKET     DOWNMARKET 

A  ▼ 

B     A 


MARKET  PERFORMANCE 
UPMARKET     DOWNMARKET 

A  T 

B     B 


MARKET  PERFORMANCE 
UPMARKET     DOWNMARKET 

A  T 

C    A+ 


MARKET  PERFORMANCE 
UPMARKET     DOWNMARKET 

A  T 

B     A 


RESULTS  ON 
$10,000  INVESTED  2 

$68,163 

MAXiWUMJALES  CHARGE 

ANNUAL  EXPENSFS  PER  $  •00 
$0,84 

YEARLY  PORTFOUOTURNOVtF' 

23% 


RESULTS  ON 
$10,000  INVESTED  2 

$64,607 

MAXIMUM  SALES  CHARGE 

NONE 

ANNUAL  EXPENSES  PER  $100 

$0.76 

YEARLY  PORTFOLIO  TURNOVER' 

8% 


RESULTS  ON 
$10,000  INVESTED^ 

$61,918 

MAXIMUM  SALES  CHARGE 

NONE 

ANNUAL  EXPENSES  PER  $100 

$1.21 

YEARLY  PORTFOLIO  TURNOVER ' 
11% 


RESULTS  ON 
$10,000  INVESTED^ 

$58,006 

MAXIMUM  SALES  CHARGE 

NONE 

ANNUAL  EXPENSES  PER  $100 

$0.94 

YEARLY  PORTFOLIO  TURNOVER ' 

18% 


RESULTS  ON 
$10,000  INVESTED  2 

$55,444 

MAXIMUM  SALES  CHARGE 

NONE 

ANNUAL  EXPENSES  PER  $100 

$1.29 

YEARLY  PORTFOUO  TURNOVER 

56% 


'ToMl  letum  (avernje  .in  u'.il)  foi  doir  :sHc  funds:  from  10/31/90  to  7/31/02  before  deducting  loads  and  taxes.  'Hypothetical  value  on  7/31/02  of  $10,000  invested  10/31/90,  after  load  and  taxes.  Assumptions:  Capital  gains  and  income 
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1 

)ut  sector  funds  like  the  top-notch  Vanguard  Health  Care  Fund, 

return  this  time.  As  for  the  three  no-shows  from  the  2001  group: 

vhich  otherwise  would  lead  this  year's  Honor  class.  Our  fourth 

Wasatch  Core  Growth  shut  its  doors  to  new  investor  money; 

prerequisite  is  accessibility,  which  disqualifies  funds  closed  to 

Smith  Barney  Aggressive  Growth  (run  by  Richard  Freeman)  and 

lew  investors.  This  dictum  shuts  out  steUar  performers  such  as  '    Legg  Mason  Value  Trust  (run  by  William  Miller  III)  both  had 

.Vasatch  Core  Growth  Fund  and  Sequoia  Fund. 

their  down  market  grades  lowered  from  B  to  C,  making  them 

The  fifth  criterion  is  performance  over  the  long  term,  judged 

ineligible  this  year. 

)y  aftertax  results  (for  an  upper-income  investor)  of  an  initial 

Dodge  &  Cox  Stock  Fund  returns  this  year  for  its  1 1th  show- 

»0,000 investment  from  Oct.  31, 1990  through  July  31, 2002.  At 

ing  over  the  past  15  annual  lists,  having  first  appeared  in  1988.  It 

he  very  least,  you  would  have  more  than  quadrupled  your 

is  notable  for  its  low  expense  ratio  and  low  turnover;  typical 

Tioney  with  any  of  these  ten  Honor  Roll  funds  over  our  12 -year 

holdings  are  blue  chips,  like  AT&T  and  Dow  Chemical.  Clipper 

neasurement  period. 

Fund  comes  back  after  its  recent  three-peat  of  appearances  from 

Sales  charges  are  a  big  handicap,  although  it's  possible  for 

1996  to  1998.  Third  Avenue  Value  Fund,  run  by  Martm  Whit- 

I load  fund  to  get  on  the  Honor  Roll.  FPA  Capital  Fund,  despite 

man,  77,  makes  the  list  for  the  first  time  ever  and  is  our  only 

ts  sales  charge  of  up  to  5.25%  of  assets,  takes  the  top  spot  on 

Honor  Roll  newcomer  this  year. 

he  hst  with  aftertax  investment  results  of  $68,163.  Managed  by 

Dodge  &  Cox  also  ranks  high  on  our  Best  Buy  list  of  U.S. 

Robert  Rodriguez,  FPA  Capital  is  the  only  Honor  enroUee  to 

equity  funds,  as  do  several  other  Honor  Roll  members  (see 

ichieve  an  A  grade  in  both  up  and  down  markets  this  year. 

p.  118).  The  Forbes  Best  Buys  reward  funds  with  relatively  high 

Consistency  counts.  These  steady  performers  are  generally 

risk-adjusted  returns  and  low  overhead  costs.  A  high  expense 

lot  the  types  that  shoot  out  the  lights  in  bullish  times.  But  they 

ratio  does  not  disqualify  a  fund  from  the  Honor  Roll,  but  you 

ire  unlikely  to  lose  you  buckets  of  money  during  bearish  mar- 

should keep  an  eye  on  overhead  nonetheless.  Unlike  portfolio 

kets.  And  that's  a  large  part  of  increasing  wealth. 

performance,  where  Lady  Luck  plays  a  large  role,  a  fund's 

There  are  familiar  faces.  Seven  members  fro 

C        "7 

m  last  year 

expense  bui 

•den  has  a  way  of  persisting 

Q 

l  from  year  to  year.        F 

D        / 

Scudder-                Clipper 

o 

Weitz 

Third 

Dodge  &  Cox 

Dreman  High              Fund 

Value 

Avenue 

Stock 

C7 

Return  Equity-A 

Fund 

Value  Fur 

id 

Fund 

David  Dreman 

Multiple  managers 

Wallace  Weitz 

Martin  Whitman 

Multiple  managers 

800-  621-1048 

800- 776-5033 

800-  232-4161 

800-  443-1021 

800-  621-3979 

ANNUAL  TOTAL  RETURN                      ANNUAL  TOTAL  RETURN ' 

18%     19% 

ANNUAL TOTAL  RETURN' 

16% 

ANNUAL  TOTAL  RETURN' 

16% 

ANNUAL  TOTAL  RETURN' 

16% 

MARKET  PERFORMANCE                     MARKET  PERFORMANCE 
UPMARKET     DOWNMARKET             UPMARKET     DOWNMARKET 

A              T                       A          ▼ 

MARKET  PERFORMANCE 
UPMARKET     DOWNMARKET 

A          ▼ 

MARKET  PERFORMANCE 
UPMARKET     DOWNMARKET 

A         T 

MARKET  PERFORMANCE 
UPMARKET     DOWNMARKET 

A         ▼ 

j 

B     A 

C  A+ 

C   A 

C    B 

C   A 

RESULTS  ON 
$10,000  INVESTED^ 

$55,198 

RESULTS  ON 

$10,000  INVESTED^ 

$55,170 

RESULTS  ON 
$10,000  INVESTED^ 

$47,241 

RESULTS  ON 
$10,000  INVESTED  2 

$46,692 

RESULTS  ON 
$10,000  INVESTED^ 

$45,868 

MAXIMUM  SALES  CHARGE 

MAXIMUM  SALES  CHARGE 

MAXIMUM  SALES  CHARGE 

MAXIMUM  SALES  CHARGE 

MAXIMUM  SALES  CHARGE 

: 

5.75% 

NONE                        NONE 

NONE 

NONE 

ANNUAL  EXPENSES  PER  $100 

$1.29 

ANNUAL  EXPENSES  PER  SlQO              ANNUAL  EXPENSES  PER  $100 

$1.08            1            $1.06 

ANNUAL  EXPENSES  PER  $100 

$1.07 

ANNUAL  EXPENSES  PER  $100 

$0.54 

YEARLY  PORTFOLIO  TURNOVER = 

YEARLY  PORTFOLIO  TURNOVER' 

YEARLY  PORTFOLIO  TURNOVERS 

YEARLY  PORTFOLIO  TURNOVERS 

YEARLY  PORTFOLIO  TURNOVERS 

29% 

23% 

13% 

16% 

10% 

dstribulions  are  taxed  at  the  highest  marginal  rate  in  effect  at  the  time.  Loadi  applied  at  7/31/02  rate.  'Usser  of  security  sales  or  purchases  divideti  by  average  net  assets. 
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INVESTMEN 

Stock  Funds                                                                                                                               | 

F 

A* 

T  Rowe  Price  Capitai  Appreciation/225-5132 

9.2% 

$1,831 

29    ^ 

$70 

5 

$0.86 

$2,500    B 

C 

A 

Dodge  &  Cox  Stocl<  Fund/621-3979 

77 

12,642 

28 

10.1 

5 

0.54 

2,500    1 

B 

A 

Mairs  &  Power  Growth  Fund/304-7404 

8.6 

838 

'25 

10.8 

2 

0.76 

2,500    M 

C 

A+ 

Longleaf  Partners  Fund/445-9469 

9.6 

4,813 

NA 

10.9 

5 

0.94 

10,000 

•A 

•C 

Fidelity  Mid-Cap  Stock/544-e666 

73 

5,778 

29 

2.7 

3 

0.87 

2,500 

•C 

B 

Parnassus  Equity  Income/999-3505 

9.8 

158 

24 

25.9 

4 

1.00 

2,000 

C 

A+ 

Clipper  Fund/776-5033 

12.6 

4,355 

20 

13.9 

5 

1.08 

5,000 

c 

A 

Weitz  Value  Fund/232-4161 

11.3 

3,785 

NA 

4.5 

4 

1.06 

25,000 

•  c 

B 

Jensen  Fund/221-4384 

8.0 

472 

24 

176 

1 

0.95 

1,000 

•B 

•A 

Meridian  Value  Fund/446-6662 

16.0 

1,297 

26 

2.4 

4 

1.10 

1,000 

•B 

B 

T  Rowe  Price  Mid-Cap  Growth/225-5132 

6.4 

6,263 

31 

3.5 

1 

0.89 

2,500 

D 

A 

Pennsylvania  Mutual-lnv/221-4268 

8.1 

804 

27 

0.4 

5 

0.99 

2,000 

•C 

A 

Weitz  Partners  Value/232-4161 

11.6 

2,651 

NA 

4.9 

3 

1.13 

25,000 

C 

A 

Meridian  Growth/446-6662 

9.2 

310 

26 

1.3 

5 

1.04 

1,000 

A 

C 

Vanguard  Primecap  Fund-lnv/662-7447 

4.6 

16,240 

31 

11.7 

2 

0.49 

25,000 

B 

C 

Vanguard  Explorer  Fund-lnv/662-7447 

4.1 

4,384 

26 

0.8 

4 

0.72 

3,000     P 

D 

B 

Matrix  Advisors  Value/366-6223 

6.8 

61 

28 

19.6 

1 

0.99 

1.000    I 

D 

A+ 

Ariel  Fund/292-7435 

10.7 

1,149 

27 

1.1 

5 

1.19 

1,000     1, 

•D 

A 

Target  Small  Cap  Value/225-1852 

5.6 

183 

22 

1.0 

4 

0.87 

25,000     1 

•B 

B 

Excelsior  Value  &  Restructuring/446-1012 

5.6 

2,118 

22 

75 

1 

0.94  a 

500     1 

Balanced  Funds                                                                                                                         |^ 

F 

A* 

Vanguard  Wellesley  lncome-lnv/662-7447 

7.5 

8,035 

24 

18.8 

0.33 

3,000 

C 

A 

Dodge  &  Cox  Balanced  Fund/621-397g 

79 

7337 

28 

10.2 

0.53 

2,500 

A+ 

F 

Fidelity  Convertible  Securities/544-6668 

8.3 

1,582 

32 

2.5 

0.76 

2,500 

A 

B 

Janus  Balanced  Fund/525-8g83 

8.2 

4,222 

28 

31.8 

0.85 

2,500 

C 

A 

Oakmark  Equity  &  income-l/625-6275 

11.0 

2,257 

27 

3.7 

0.98 

1,000 

C 

A 

Vanguard  Wellington  Fund-lnv/662-7447 

5.3 

24,415 

26 

21.0 

0.36 

3,000 

B 

B 

Fidelity  Balanced  Fund/544-6666 

5.6 

6.988 

27 

24.9 

0.67  a 

2,500 

C 

B 

Pax  Worid  Balanced  Fund/767-1729 

6.4 

1,093 

31 

9.5 

0.94 

250 

B 

B 

Vanguard  STAR  Fund/662-7447 

4.4 

7905 

NA 

NA 

0.37 

1,000 

A 

C 

Thompson  Plumb  Balanced  Fund/999-0887 

76 

121 

24 

22.1 

1.15 

2,500 

D 

A 

Eclipse  Balanced/^ 

5.4 

80 

23 

4.3 

0.94 

1,000 

C 

B 

Vanguard  Tax-Managed  Balanced/662-7447 

4.0 

423 

28 

32.0 

0.19 

10,000 

A 

D 

Transamerica  Premier  Balanced-l/892-7587 

70 

138 

30 

14.0 

1.21 

1,000 

A 

0 

Vanguard  Convertible  Securities/662-7447 

3.0 

281 

NA 

NA 

0.71 

3,000 

C 

Index  Funds 

C 

Vanguard  500  index-lnv/662-7447 

0.4 

76,998 

27 

44.8 

0.18 

3,000- 

B 

D 

Vanguard  Extended  Mkt  Index-lnv/662-7447 

-0.1 

4,422 

28 

1.5 

0.25 

3,000 

B 

C 

Vanguard  Balanced  Index-lnv/662-7447 

3.5 

4,319 

28 

28.3 

0.22 

3,000 

B 

c 

.^rd  Small-Cap  Index-lnv/662-7447 

0.8 

4,913 

23 

0.7 

0.27 

3,000 

•B 

c 

<u  Total  Stock  Mkt  Index-lnv/662-7447 

0.4 

24,321 

27 

277 

0.20 

3,000      , 

•B 

c 

SSgA  S&.P  500  Index/997-7327 

0.3 

1,828 

NA 

NA 

0.17  a 

10,000 

•A 

D 

tfaoguarrf  £ .  ,.y4h  Index-lnv/662-7447 

-0.1 

8,327 

31 

79.7 

0.22 

3,000 

C 

c 

Fidelia-  ■=;             00  Index/544-6666 

0.3 

7663 

27 

43.5 

0.19  a 

10,000         . 

Five-year  return  7/31/97  throu;                      ,;  u!  rated  for  three  periods  only;  maximum  allowable  grade  A.  a:  Net  of  absorption  of  expenses  by  fund  sponsor 
Tax  grade  IS  based  ot  ojst  pi-il,    ,,    ,       .(  „  ;i,igfioiii  1  best,  to  5.  worst  'For  prospectus  call  866-232-5477.  Sources:  Forbes:  Lippen  Morningstar. 

NA:  Not  available.                        1 
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DDRESS:    NOWHERE. 

SKILLS:  NONE. 

LYNN   BOWEN  TRAINED  PEOPLE  WHO 
DIDN*T  HAVE  A  TYPICAL  RESUME. 


1 


At  UPS,  diversity  is  about  more  than  race  or  gender. 
It's  about  understanding  other  people's  perspectives. 
That's  why  UPS  Training  and  Development  Manager 
Flynn  Bowen  was  sent  to  Manhattan's  Lower  East 
Side  for  30  days  as  part  of  the  UPS  Community 
Internship  Program.  Her  mission:  to  teach  job  skills 
to  teenagers,  the  homeless,  battered  women  and 
single  parents.  It  paid  off  Not  only  did  some  of  her 
trainees  gain  confidence,  and  jobs,  with  UPS  and 
other  companies,  they  also  gained  a  fresh  outlook 
on  their  future.  And  Flynn?  She  gained  a  new  appre- 
ciation for  the  things  you'll  never  find  on  a  resume. 


WHAT  CAN  BROWN  DO  FOR  YOU? 


1 


4m     ■%? 


M 


II 


r'^ 


community.ups.co 


>tir~^! 


Fund  Survey  international  Stock  Best  Buys 


MARKET 

PERFORMANCE 

UP      DOWN 


.  Fund/80d'PHONE 


5-YEAR 

MEDIAN 

ANNUAL 

ANNUALIZED 

ASSETS 

WEIGHTED 

MARKET 

EXPENSES 

MINIMUMI 

TOTAL 

6/30/02 

AVERAGE 

CAP 

TAX 

PER 

INITIAL 

RETURN 

($MIL) 

P/E 

($BIL) 

GRADE' 

$100 

INVESTMEN 

Global  Funds                                                                                                                            | 

D 

A 

Tweedy,  Browne  Global  Value/432-4789 

6.5% 

$4,695 

21   ■ 

$3.8 

4 

$1.38 

$2,500 

A 

D 

Credit  Suisse  Gl  Post-Venture  Cap-Com/927-2874 

5.1 

81 

23 

1.5 

2 

1.65  a 

2,500 

A* 

F 

Credit  Suisse  Global  Tech-Com/927-2874 

5.3 

87 

NA 

19.6 

2 

1.67  a 

2,500 

A 

C 

Atlas  Global  Growth/g33-2852 

6.0 

111 

NA 

9.2 

3 

1.40 

2,500 

D 

A 

Purisima  Total  Return/841-0199 

5.0 

188 

25 

50.0 

1 

1.50  a 

25,000 

B 

C 

Exeter  World  Opportunities  Series-A/466-3863 

2.9 

87 

20 

2.1 

5 

1.21 

2,000 

C 

A 

Vanguard  Global  Equity/682-7447 

3.4 

245 

23 

4.0 

4 

1.08 

3.000 

C 

A 

Capital  World  Growth  &  income-A/421-4120 

5.1 

11,026 

20 

13.0 

5 

0.78 

250 

D 

A 

Fidelity  Global  Balanced/544-6666 

3.1 

95 

25 

11.7 

2 

1.29  a 

2,500 

B 

C 

New  Perspective  Fund-A/421-4120 

4.1 

27060 

NA 

23.5 

4 

0.78 

250 

B 

D 

Citizens  Global  Equity-Standard/223-7010 

0.4 

148 

26 

32.9 

2 

1.82 

2,500 

B 

C 

Fidelity  Worldwide  Fund/544-6666 

-0.6 

752 

26 

176 

3 

1.14 

2,500 

B 

C 

T  Rowe  Price  Global  Stock/225-5132 

-1.0 

73 

26 

32.0 

2 

1.20  a 

2,500 

Foreign  Funds                                                                                                                       1 

•A 

•B 

Fidelity  Diversified  International/544-6666 

4.0 

7439 

22 

77 

2 

1.21 

2,500 

c 

B 

Fidelity  IntI  Growth  &  Income/544-6666 

1.6 

982 

NA 

8.2 

3 

1.12 

2,500 

F 

A 

Standish  International  Equity/^ 

1.1 

60 

16 

5.6 

4 

1.00 

100,000 

•B 

•A 

Oakmark  International  Fund-l/625-6275 

3.2 

1,583 

22 

1.3 

5 

1.30 

1,000 

•C 

•A 

Preferred  International  Value/662-4769 

2.3 

217 

17 

6.7 

5 

1.20 

1.000 

A 

A 

Harbor  International  Fund/422-1050 

-0.1 

3,955 

18 

16.7 

4 

0.91 

1,000 

•A 

•C 

American  Century  IntI  Growth-lnv/345-2021 

-0.1 

3,661 

22 

10.1 

4 

1.21 

2,500 

•B 

•B 

Wm  Blair  International  Growth-N/742-7272 

75 

651 

NA 

5.1 

5 

1.60 

5,000 

D 

B 

Vanguard  International  Value/662-7447 

-1.7 

1,063 

20 

10.1 

4 

0.64 

3,000 

•B 

•D 

Loomis  Sayles  IntI  Equity-Ret/633-3330 

-2.9 

59 

NA 

NA 

5 

1.25 

2,500 

•C 

•B 

Bernstein  Tax-Managed  IntI  Value/^ 

0.0 

2.972 

20 

8.5 

5 

1.25 

25.000 

A 

B 

EuroPacific  Growth  Fund-A/421-4120 

1.2 

27934 

21 

14.7 

4 

0.84 

250 

B 

C 

Vanguard  International  Growth-lnv/662-7447 

-3.9 

6,557 

21 

11.8 

3 

0.61 

3,000 

C 

C 

Fidelity  Overseas  Fund/544-6666 

-3.1 

3,509 

NA 

21.6 

3 

1.18  a 

2,500 

European  Funds                                                                                                                        | 

B 

C 

Fidelity  Europe  Fund/544-6666 

-2.1 

1,055 

NA 

2.5 

4 

1.06  a 

2,500 

B 

B 

Vanguard  European  Stock  lndex-lnv/662-7447 

-0.6 

5,210 

20 

30.9 

2 

0.30 

3,000 

•D 

B 

BBH  European  Equity/625-5759 

-0.8 

68 

18 

33.8 

5 

1.24 

100,000 

B 

B 

T  Rowe  Price  European  Stock/225-5132 

-0.9 

785 

20 

28.3 

4 

1.09 

2,500 

B 

C 

Pacific  Funds 

T  Rowe  Price  New  Asia/225-5132 

-71 

676 

18 

6.4 

2 

1.22 

2.500 

•F 

•D 

T  Rowe  Price  Japan/225-5132 

-76 

138 

28 

10.3 

1 

1.25 

2,500 

•C 

B 

Strong  Asia  Pacific-lnv/368-3863 

-5.8 

81 

NA 

NA 

5 

2.00 

2,500 

D 

A 

Var>i    ,r(i  Pacific  Stock  lndex-lnv/662-7447 

-9.1 

1,831 

28 

10.3 

3 

0.37 

3,000 

Five-year  relui  i 
'Tax  grade  is  ba 

7/31/97  tluout          i  ;       •  Fund  rated  for  three  periods  only;  maximum  allowable  grade  A.  a:  Net  of  absorption  of  expenses  by  fund  sponsor.  NA:  Not  available. 

ed  on  past  port !                  nuking  from  1,  best,  to  5.  worst. 'For  prospectus  call  888-782-6347.  'For  prospectus  call  212-756-4097  Sources:  Forbes:  Upper;  Mornlngstar. 
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Now  there's  an  easy  and  luxurious  way  to  earn  miles.  Introducing  airline  miles  from  Omni  Hotels.  Stay  at  one  of  our  40 
luxurious  locations  on  your  next  business  trip,  and  you  may  earn  500  miles  with  either  American  Airlines*  or  Delta  Air  Lines 
with  each  qualified  stay.  Just  give  us  your  travel  awards  program  number  when  you  make  your  reservation.  It's  that  easy! 
And  as  an  added  bonus,  we'll  double  your  miles  when  your  stay  occurs  between  September  1  and  October  3I,  2002  —  that's 
1,000  miles  per  qualified  stay. 

To  earn  miles  even  easier,  sign  up  to  become  an  Omni  Hotels  Select  Guest.  Just  provide  us  with  your  A»Advantage' 
or  Delta  SkyMiles  number  when  you  sign  up,  and  you'll  automatically  receive  miles  on  future  qualified  stays.  You'll  also 
enjoy  personalized  service  and  amenities  like  complimentary  morning  beverage  and  newspaper  of  your  choice,  room 
upgrades  and  late  check-out.  Now  that  makes  staying  with  Omni  Hotels  twice  as  rewarding. 


Call  your  professional  travel  consultant,  I-800-THE-OMNI 
or  visit  omnihotels.com  for  reservations  at  one  of  our  4.0  locations. 


OmniSI  Hotels 


An   ideal  world.   If  only  for  a  night. 

!  pay  a  <fualifying  rate  on  ai  leasi  one  night  of  K 


^  Omni  Hotels  2002  Cueiti  must  pay  a  <|ualifying  rate  on  at  lean  one  night  of  «lay.  and  will  receive  double  miles  when  arrival  is. between  Sept.  1,  S002 
.nd  Oct.  31.  2002.  Omni  Hotels  assumes  no  liability  for  changes  or  discontinuation  of  travel  rewards  programs  by  airline  partners,  bul  reserves  the  right 
.0  change  or  discontinue  the  program  at  any  time.  Please  allow  6-«  weeks  after  hotel  stay  for  mileage  postings  to  occur.  For  complete  rules,  please  visit 
omnihoiels.com.  American  .Airlines  reserves  the  right  to  change  the  .Advantage  program  at  any  time  without  notice.  American  Airlines  is  not  responsible 
for  products  or  services  offered  by  other  participating  companies.  For  complete  details  about  the  AAdvantage  program,  visit  www.aa.com. 
.\merican  Airlines  and  A.Advan.age  are  marks  of  Air-.e.  Kan  .Airlines.   !nc.  All  Delta  SkyMiles  program  rules  and  conditions  apply. 


A%dvantage 

ADelta 

SkyMiles 


=^ 


Fund  Survey  Boncl  Fuiids  Best  Buys 


MARKO 

PfRFORMANCE 

UP      DOWN 

\ 


Fund/800  PHONE 


5-YEAR 

ANNUALIZED 

TOTAL 

RETURN 


WEIGHTED 
AVERAGE 

MATURITY 
(YEARS) 


ANNUAL 

EXPENSES 

PER 

$100 


MINIMUM 

INITIAL 

INVESTMENf 


Taxable-U.S.  Treasury                                                                                                             IP 

c 

B 

Vanguard  Short-Term  Treasury-lnv/662-7447 

6.7% 

4.7% 

$3,0'47 

3.0 

$0.27 

$3,000 

A+ 

D 

Vanguard  Intermed-Term  Treasury-lnv/662-7447 

78 

5.6 

3,883 

8.1 

0.28 

3,000     1 

A* 

F 

Vanguard  Long-Term  Treasury-lnv/662-7447 

8.0 

5.4 

-    1,842 

19.9 

0.29 

3,000 

A 

D 

Galaxy  ll-US  Treasury  Index/345-6611 

71 

NA 

168 

9.6 

0.42 

2,500 

Taxable-Ginnie  Mae                                                                                                                 '| 

B 

B 

Vanguard  GNMA  Fund-lnv/662-7447 

73 

6.1 

23.286 

6.0 

0.27 

3,000     1 

C 

B 

American  Century  GNMA-lnv/345-2021 

6.8 

8.1 

1,888 

NA 

0.59 

2,500     ;|| 

C 

B 

Fidelity  Ginnie  Mae/544-6666 

6.8 

5.7 

4.810 

NA 

0.62  a 

2,500     ■ 

C 

B 

Federated  GNMA  Trust-IS/341-7400 

6.8 

6.0 

970 

NA 

0.62  a 

25,000     1 

Taxable-Junk                                                                                                                             | 

c 

A* 

Columbia  High  Yield/547-1707 

3.9 

70 

413 

4.9 

0.85 

1,000    1 

D 

A 

T  Rowe  Price  High  Yield/225-5132 

2.7 

9.8 

1,995 

79 

0.82 

2,500      1 

B 

B 

Northeast  Investors  Trusf/225-6704 

1.2 

13.0 

1,571 

5.9 

0.65 

1,000      1 

D 

A 

Vanguard  High  Yield  Corp-tav/662-7447 

1.9 

8.9 

6,772 

6.8 

0.27 

3,000      1 

Taxable-Short-Term                                                                                                                 | 

c 

B 

Vanguard  Short-Term  Bond  lndcx-lnv/662-7447 

6.5 

4.9 

2,559 

2.9 

0.21 

3,000      1 

c 

A 

Vanguard  Short-Term  Federal-lnv/662-7447 

6.9 

4.7 

2,697 

3.2 

0.28 

3,000      ft 

D 

A 

FFTW  Limited  Duration/762-4848 

6.3 

4.4 

133 

NA 

0.30  a 

100,000      1 

D 

A 

Payden  Short  Bond-R/572-9336 

6.5 

NA 

161 

1.9 

0.40 

5,000      1 

Taxable-AIedium-Term                                                                                                            | 

B 

A 

Federated  Mortgage-IS/341-7400 

8.2 

5.4 

271 

NA 

0.30  a 

100,000      k 

B 

C 

Vanguard  Total  Bond  Market  lndex-lnv/662-7447 

6.8 

5.9 

24,123 

8.5 

0.22 

3,000      1 

B 

C 

Dodge  &  Cox  Income  Fund/621-3979 

73 

NA 

2,196 

8.5 

0.45 

2.500      f 

A 

D 

Vanguard  Intermed-Term  Bond  lndex-lnv/662-7447 

70 

5.9 

2,674 

79 

0.21 

3,000       1 

Taxable-Long- Term 

A* 

F 

Vanguard  Long-Term  Bond  Index/662-7447 

74 

5.9 

627 

22.1 

0.21 

3,000 

A 

D 

Aon  Government  Securities/266-3637 

6.5 

3.7 

132 

NA 

0.22  a 

1,000 

B 

C 

Eclipse  Indexed  Bond/^ 

6.6 

4.7 

101 

13.1 

0.50 

1,000 

A* 

F 

Vanguard  Long-Term  Corp-lnv/662-7447 

6.4 

6.3 

4,078 

23.2 

0.30 

3,000      ,1 

Municipal-Short-Term                                                                                                             j 

D 

A* 

Vanguard  Umited  Term  Tax-Exera|it-lnv/862-7447 

4.9 

3.2 

4,603 

3.1 

0.19 

3.000      1 

F 

A+ 

USAA  Tax-Exempt-Short-Term/365-8722 

4.6 

NA 

1,190 

2.3 

0.38 

3,000      1 

D 

A* 

Fidelity  Spartan  Short-Intermediate  Muni/544-6666 

4.8 

2.6 

1,367 

NA 

0.49 

10,000     H 

D 

A 

Schwab  Short/Intermediate  Tax-Free/435-4000 

4.6 

2.8 

130 

NA 

0.49  a 

2,500       H 

Municipal-Medium-Term                                                                                                       | 

c 

A 

Vanguard  Intermediate-Term  Tax-Ex-lnv/662-7447 

5.5 

4.5 

11,255 

5.9 

0.19 

3,000       1 

c 

A 

Fidelity  Spartan  Intermed  Muni  Income/544-6666 

5.6 

3.5 

1.655 

NA 

0.46 

10,000       1 

c 

A 

USAATax-Exempt-lntennediate/365-8722 

5.4 

NA 

2,505 

8.0 

0.36 

3,000       1 

c 

B 

Dreyfus  Basic  Intermed  Muni  Bond/782-6620 

5.6 

3.6 

127 

8.4 

0.45 

10,000      1 

Municipal-Long-Term 

A 

D 

Vanguard  Insured  Long-Term  Tax-Ex-lnv/662-7447 

5.9 

4.0 

2,812 

10.4 

0.19 

3.000 

A^ 

0 

Vanguard  Long-Term  Tax-Exempt-lnv/662-7447 

5.8 

4.9 

2.028 

10.2 

0.19 

3.000 

B 

B 

Vanguard  High  Yield  Tax-Exempt-lnv/662-7447 

5.4 

5.3 

3,933 

11.1 

0.19 

3,000 

A* 

D 

Harris  Insight  Tax-Exempt  Bond-N/982-8782 

6.0 

NA 

110 

NA 

0.52  a 

1,000 

MirvcirJ-Onc  ^tate                                                                                                                         | 

c 

A 

Vanguard  Caltf  Interaediate  T-E-lnv/662-7447 

5.8 

3.5 

2,378 

6.7 

0.17 

3,000 

B 

C 

ndelity  Spart;i    Mass  Muni  Income/544-6666 

5.7 

4.0 

1,913 

NA 

0.42 

10,000 

A 

C 

Vanguard  NJ  L.  ng-Term  Tax-Ex-lnv/662-7447 

5.9 

4.0 

1,523 

9.4 

0.20 

3.000 

A 

D 

Vanguard  NY  Long-TennTax-Exempt-lnv/662-7447 

5.9 

4.0 

2,084 

9.3 

0.20 

3,000 

A 

C 

Vanguard  Penn  tone-Term  T-E-lnv/862-7447 

6.0 

4.1 

2,362 

9.6 

0.20 

3,000 

Five-year  return 
Sources:  Forbes 

7/31/97  through  7/31/02.  a:  N  ■   -f  absorption  of  expenses  by  fund  sponsor. 
;  Upper;  Morningslar. 

NA:  Not  available 

.  'For  prospectus  call  866-232-5477. 
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At  CDW,  we  know  that  every  day,  you're 
asked  to  do  the  impossible.  That's  why  we 
offer  you  so  many  ways  to  make  buying 
technology  simple.  From  personal  account 
managers  to  custom  configuration,  you 
can  count  on  us  for  brand  name  products, 
the  way  you  need  them,  when  you  need 
them.  To  learn  more,  call  or  visit  us  online. 


100%     NO     LOAD 


Mid-cap  potential. 
Value  approach. 


T.  Rowe  Price  Mid-Cap  Value  Fund  (TRMCX) 
targets  undervalued,  mid-size  companies 
believed  to  be  positioned  for  long-term 
capital  appreciation.  Because  these  stocks 
are  already  selling  at  relatively  low  prices, 
this  fund  may  help  reduce  downside  risk. 
These  stocks  may  also  be  less  volatile  than 
those  of  start-up  companies.  However, 
they  are  still  small  enough  to  adapt  quickly 
to  change  and  generally  offer  greater 
return  potential  than  large-caps. 

As  the  chart  shows,  this  fund  has  outper- 
formed its  peers  over  time. 

Past  performance  cannot  guarantee 
future  results.  Mid-size  company  stocks 
may  be  more  volatile  than  those  of  larger 
companies. 

Open  an  account  online  through  our 
paperless  enrollment  process,  or  call 
us  today. 


TR0WEPRICE.COM/MCV 


Great  for  your 
Rollover  IRA 


Performance  Versus 
Competitors 

Average  annual  total  returns  as 
of  6/30/02 

B  Mid-Cap  Value  Fund 

Lipper  Mid-Cap  Value  Funds  Average 


1-800-341-1214 


TRoweftice 


INVEST    WITH    CONFIDENCE 


Fund  inception  dale:  6/28/96.  For  more  inloonalion,  including  lees,  expenses,  and  (isks,  requesi  a  iund  ptoille  or  prospeclus: 
read  il  carelully  belote  invesling.  Foi  upd.iled  performance  inloimalion.  please  visit  our  Web  site  or  contact  a  I.  Rowe  Price 
representative.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  Investment 
return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  al  original  purchase.  (Source 
lor  Lipper  data:  Lipper  Inc.)  I.  Rowe  Price  Investment  Services.  Inc.,  Oistributor.  MCV06')937 
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Booby  Prizi 

The  fortunes  of  an  aggressive 
growth  fiind  in  a  bear  market,! 


BY  NATHAN  VARDI 


YOU  CAN  SAY  THIS  FOR  ROBERT  BEFl 
telson,  manager  of  Fidelity  Aggrea 
sive  Growth:  He  has  the  courage  c| 
his  convictions.  He  likes  technology.  H 
started  2002  by  boosting  that  sector's  shar 
of  his  portfolio  from  30%  to  40%,  just  ij| 
time  for  his  investors  to  get  clobbered  b 
the  next  installment  of  the  Nasdaq  collapse 
With  such  maneuvers  this  fund  has  man 
aged  a  -8.3%  compound  annual  returi 
over  the  past  five  years,  putting  it  in  the  bot 
tom  4%  of  all  stock  funds. 

But  this  fund  does  not  get  our  annua 
Booby  Prize  for  bad  money  manage 
ment.  That  honor  goes  instead  to  its  cus 
tomers,  whose  poor  timing  has  turnec 
merely  bad  performance  into  spectacu 
larly  bad  results.  After  the  fund  turned  ii 
a  103%  return  in  1999  with  the  help  o 
hot  stocks  like  Qualcomm,  fad-followinj 
investors  crowded  in  the  door,  hi  the  firs 
quarter  of  2000  assets  ballooned  fron 
$15  billion  to  $23  billion.  The  masses  an 
exiting  now.  In  July  a  net  $62  millior 
went  out  the  door.  The  fund  is  down  tc 
$4. 1  billion  today. 

One  more  demonstration  of  hov 
fund  customers,  investing  with  a  rear- 
view  mirror,  buy  high  and  sell  low.  The 
extent  of  their  folly  can  be  precisel) 
quantified.  The  five-year  performance 
quoted  above  (like  the  ones  in  the  tables 
beginning  on  page  136)  is  a  time- 
weighted  return,  measuring  results  for  a 
hypothetical  investor  who  put  in  a  sum 
at  the  beginning  and  stood  pat.  Contrast 
the  dollar-weighted  return,  which  takes 
into  account  not  only  the  percentage 
performance  in  each  month  but  also  the 
amount  of  dollars  the  manager  has  been 
given  to  work  with.  Fidelity  Aggressive 's 
dollar- weighted  return  is  -33.4%  a  year, 
meaning  the  average  customer  did  25 
points  worse  than  the  portfolio. 

Moral:  Don't  chase  after  one-year  hot 
performers,  like  the  Fidelity  Aggressive 
Growth  of  1999.  r 
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;^  Does  Your  Company 

!■■■  HH  MSK' 

Stand  Out  From  the  Crowd? 


Cutting  through  the  clutter  to  deliver  your  message 
has  never  been  more  important.  It  needs  to  be 
compelling  and  effective;  it  needs  to  be  available  24/7. 
Most  important,  it  needs  to  Stand  out  in  a  crowded, 
competitive  market. 

That's  why  top  financial  services  companies  look  to 
Biznews24  to  communicate  with  their  audience. 
Biznews  solutions  enable  industry  leaders  to  inform, 
educate  and  persuade  as  never  before-and  they  have 
the  results  to  prove  it. 

Visit  www.bn24.com  today  and  find  out  how  we  will 
revolutionize  your  business  communications 

without  taxing  your  IT  infrastructure  or  your  budget. 
In  fact,  you'll  be  amazed  at  just  how  little  it  costs. 


The  Biznews 
Closed  Loop  Solution^ 


•  Biznews  Emails 

Call  to  action  customized  emails 

•  Biznews  Events 

Compelling  interactive  webcasts 

•  Biznews  Reports 

Detailed  audience  ROl  analysis 

•  Biznews  Media  Room 

Rich  media  communications  portals 


biznewsy 

Targeted.  Measurable.  Results." 

Call:  1-866-244-2624  •  Visit:  www.bn24.coin 


Biznews24,  Biznews  Closed  Loop  Solution  and  Targeted.  Measured.  Results,  are  trademarks  of  Biznews24,  Inc.  ©  Copyright  2002.  All  rights  reserved. 
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Washington  watchdogs  Wendy  Gramm,  Alan  Simpson,  Lynne  Cheney  and  Nicholas  Brady  oversee  some  of  the  doggiest  funds  around. 


Mutual 
Back-Scratch  ing 

Corporate  boards  are  belatedly  standing  up  for  investors  and  taking  a  hard  line  against 
executive  greed.  Not  so  in  the  world  of  mutual  funds,  where  directors  enrich  themselves 
and  rubber-stamp  higher  expenses — even  as  their  shareholders  get  pillaged. 


BY  NEIL  WEINBERG  AND  DANIEL  KRUGER 


JOSEPH  DIMARTINO  HAS  A 
tough  balancing  act  to  perform 
in  his  job  at  Dreyflis  fund  group. 
He  is  a  director  of  195  Dreyfus 
funds.  By  law  he  is  supposed  to 
represent  the  interests  of  the  funds'  share- 
holders, which  means  he  should  be  hag- 
gling with  Dreyfus  over  its  management 
fees  and  threatening  to  can  Dreyfus  if  it 
delivers  poor  results.  But  as  a  practical 
matter  he  can't  get  carried  away  with  this 
assignment.  He  might  lose  his  job,  which 
pays  $810,000. 

Dreyfijs'  fund  investors  haven't  had  it 
so  good.  The  group's  stock  mutual  funds 
ranked  20th  among  the  25  tup  fund  fam- 
ilies over  the  past  ten  years,  says  Lipper.  In 
fixed  income  it  ranked  13th.  And  while 
Dreyfus'  mutual  fund  assets  doubled, 
suggesting  that  what  it  charges  for  each 


dollar  invested  should  go  down,  its  aver- 
age expense  ratio  for  equity  assets  went 
up  by  half  over  the  period,  to  $  1 .69  a  year 
per  $100  of  assets.  That's  roughly  in  line 
with  industry  averages  but  way  more 
than  superefficient  Vanguard  charges  for 
its  funds. 

How  about  it,  Mr.  DiMartino?  Why 
not  stick  up  for  fund  shareholders,  even  if 
it  means  biting  the  hand  that  feeds  you  so 
well?  He  declines  to  comment. 

Mutual  fund  governance  is  in  a  world 
apart  from  the  rest  of  corporate  America. 
At  a  time  when  many  a  board  is  showing 
a  little  spine — firing  the  chief  executive, 
the  chief  financial  officer  and/or  the  audi- 


tor when  financial  results  disappoint — 
fund  directors  remain  the  same  old  rub- 
ber-stamping patsies  they  have  always 
been.  We  can't  find  any  recent  instance  in 
which  fund  directors  voted  to  cancel  a 
management  contract  with  the  company 
that  operates  a  fund  or  forced  a  fee  cut 
over  the  objections  of  the  operator. 

In  the  past  two  years,  even  as  the  typ- 
ical investor  in  a  diversified  stock  fund 
lost  13%  of  his  investment,  fund  directors 
voted  themselves  a  26%  pay  hike  to  an 
average  of  $249,500,  according  to  Invest- 
ment News.  The  quid  pro  quo  is  that 
directors  obligingly  okay  fee  increases  for 
the  fund  operator.  This  back-scratching 


"Investors  put  up  all  the  capital  and  take  all  the 
risks,  yet  get  only  half  the  market's  return." 
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Though  it  may  be  one  who  tries.  In  1997  we  were 
the  first  in  our  industry  to  recognize  the  risks  of 
global  climate  change  and  set  a  target  to  reduce 
our  own  greenhouse  gas  emissions.  We  just 
reached  that  target,  8  years  ahead  of  schedule. 

It's  a  start. 


bp 
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beyond  petroleum 
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has  enabled  the  industry  to  throw 
economies  of  scale  out  the  window.  Fund 
assets  grew  fiftyfold  to  $7  trillion  in  the 
two  decades  through  1999.  Yet  fund 
directors  signed  off  on  hikes  in  expense 
ratios  averaging  26%  over  the  period,  says 
the  Securities  &  Exchange  Commission. 
To  be  sure,  part  of  the  increase  resulted 
from  adding  marketing  costs  that  had 
previously  been  covered  by  high  front- 
end  loads,  or  commissions. 

All  told,  investors  pay  the  mutual  fund 
industry  $100  billion  or  so  a  year  to  get 
their  money  managed.  They  have 
mediocre  results  to  show  for  it.  That  is  at 
least  in  part  because  hind  directors,  share- 
holders' supposed  watchdogs,  are  really 
lapdogs  in  disguise,  says  John  Bogle, 
founder  of  the  Vanguard  Group,  the  only 
fund  family  owned  by  its  own  mutual 
fund  investors.  Collectively,  the  return  on 
actively  managed  funds  lags  well  behind 
what  a  taxable  investor  would  earn  on  a 
passive  index  fund.  There  are  three  rea- 
sons for  the  shortfall:  Active  funds  create 
tax  burdens,  they  run  up  big  expenses  of 
the  sort  directors  are  supposed  to  monitor 


money,  but  it's  also  a  lot  of  respdnsibil- 
ity,"  says  Hill. 

Politicos  and  their  friends  feast  at  the 
fund  trough.  American  Express'  stock 
funds  were  the  worst  performers  among 
the  largest  25  fund  families,  says  Lipper. 
Yet  for  45  of  its  47  retaO  funds,  directcws 
still  signed  off  on  expense-ratio  increases 
last  year.  Guarding  fund  shareholders' 
interests  are  Lynne  Cheney,  senior  fellow 
at  the  American  Enterprise  Institute  and 
wife  of  Vice  President  Dick  Cheney,  and 
former  Senator  Alan  Simpson.  Each 
earned  $122,000  for  fund  stewardship 
last  year. 

At  Invesco,  whose  funds  are  mediocre 
performers,  ten  offerings  increased  fees 
over  the  last  five  years  even  as  assets  grew. 
Among  the  Invesco  funds'  directors  was 
Wendy  Gramm,  a  former  government 
economist  and  the  wife  of  Senator  Phil 
Gramm;  she  left  the  post  in  February. 
Gramm  earned  $81,350  as  an  Invesco 
fund  director  last  year,  while  also  serving 
as  a  director  of  Enron.  Former  Treasury 
Secretary  Nicholas  Brady  made  $134,500 
as  a  director  of  18  funds  at  Franklin  Tem- 


Fund  investors  have  lost  13%  of  their  capital  in  two 
years,  yet  directors  voted  themselves  a  26%  raise. 


and  they  incur  hidden  transaction  costs 
with  their  feverish  trading. 

As  a  promoter  of  low-cost  index 
funds.  Bogle  has  an  ax  to  grind.  But  he 
exaggerates  only  a  little  when  he  says, 
"Investors  put  up  all  the  capital  and  take 
all  the  risks,  yet  get  only  half  the  market's 
return.  Something  is  clearly  wrong  with 
this  system." 

A  cynic  might  wonder  if  fund  direc- 
tors are  paid  particularly  well  so  that  they 
won't  upset  the  $100  billion  applecart. 
Note  that  board  members  of  Dreyfus' 
parent,  Mellon  Bank,  earned  just  5%  as 
much  as  DiMartino,  or  $44,000,  for  over- 
seeing the  entire  company.  Merrill  Lynch 
fund  director  Stephen  Swensrud  earned 
$406,000  last  year,  seven  times  what  a 
Merrill  Lynch  corporate  director  earned. 
At  Putnam  hncstments,  fund  Chairman 
John  Hill  earned  $403,000  for  what  he 
says  was  about  60  days'  work.  Directors  at 
Putnam's  parent,  Marsli  &  McLennan, 
get  an  eighth  that  sum.  "It's  a  lot  of 


pleton,  whose  performance  Lipper  ranks 
15th  among  25  famOies. 

Mutual  funds,  or  open-end  invest- 
ment companies,  are  strange  beasts 
legally.  Since  their  inception,  funds  have 
been  corporations  or  trusts  that  have  no 
officers  or  employees  of  their  own. 
Instead,  they  rely  on  investment  advi- 
sory firms  such  as  Dreyfus,  Janus  and 
Fidelity  to  pick  the  stocks  and  peddle 
the  product  to  the  public.  Fund  direc- 
tors, who  sometimes  oversee  scores  of 
funds,  are  legally  obhged  to  look  out  for 
investors  in  each.  Yet  the  company  that 
set  up  a  fund  thrives  by  charging 
investors  as  much  as  it  can. 

Under  the  Investment  Company  Act 
of  1940,  as  recently  reinterpreted  by  the 
SEC,  at  least  50%  of  fund  directors  must 
be  independent  of  the  outfit  that  manages 
the  fund.  But  the  SEC  considers  a  fund 
company  executive  who  has  been  out  of 
the  firm  for  two  years  as  "independent," 
and  many  boards  are  packed  with  fund 


family  fi^iendlies.  An  Oppenheimer  boai 
overseeing  31  funds  claims  in  a  proxy  th; 
nine  of  ten  directors  are  independen 
Never  mind  that  the  investors'  boar 
chairman,  Leon  Levy,  is  also  the  forme 
chairman  of  the  fund  family,  or  that  tw 
other  independents  were  senior  Opper 
heimer  execs  until  a  few  years  ago. 

Last  year  this  board  certified  the 
another  independent,  Russell  Reynold 
did  not  have  a  conflict  of  interest  eve 
though  his  firm,  the  Directorship  Searc 
Group,  counts  Oppenheimer  parer 
Massachusetts  Mutual  Life  as  a  client.  Th 
other  eight  independent  directors,  incluc 
ing  the  three  former  Oppenheimer  off 
cers,  voted  unanimously  that  the  tie  W8 
immaterial.  Reynolds  abstained.  Perhap 
fiind  board  Chairman  Levy  should  havi 
too — he  also  is  an  adviser  to  Reynold; 
firm,  whose  ties  to  Oppenheimer  h 
voted  were  immaterial. 

Levy  and  Reynolds  got  $173,700  an' 
$71,800,  respectively,  for  their  Oppem 
heimer  board  duties  last  year,  but  Lev 
doesn't  own  a  single  share  in  the  3 1  fund' 
he  oversees,  despite  the  SEC's  exhortation 
that  directors  should  invest  in  the  fund, 
they  oversee.  According  to  public  disclo 
sures  Reynolds'  investment  is  betweei 
$50,000  and  $100,000. 

Pursuant  to  the  elaborate  ritual  set  h 
motion  by  the  Investment  Company  Ac 
fund  sponsors  spend  millions  of  dollar 
sending  out  proxies  to  fund  shareholder; 
as  if  board  elections  were  some  form  o 
corporate  democracy.  In  fact,  a  trul 
independent  candidate  for  a  board  seat- 
that  is,  a  candidate  opposed  by  the  fum 
operator — would  have  about  as  mucl 
chance  of  election  as  a  write-in  candidat 
for  president  of  Cuba. 

Hey,  why  not  end  the  farce  and  abol 
ish  fund  boards?  Shoppers  don't  get  ti 
vote  for  the  board  of  directors  of  a  gro 
eery  store.  Nor  do  they  need  to,  since  the 
can  vote  with  their  feet.  So  can  fimd  cus 
tomers.  In  the  end.  Vanguard's  contribu 
tion  to  the  investing  public  is  not  s< 
much  that  it  has  nominated  a  bunch  o 
saints  to  serve  on  its  fund  boards  as  tha 
its  fees  are  low.  If  you  agree  with  FORBE 
that  fees  matter  a  lot  in  investing,  star 
your  shopping  with  our  Best  Buys  lists  o 
low-cost  funds  with  decent  returns  (start 
ing  on  p.  118).  I 
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A  PERSPECTIVE  ON  VALUE  INVESTING 


ONCE  AGAIN, 

TUB  TORTOISE  BEATS 

THE  HARE. 


Slow  and  steady  wins  the  race.  For 
example,  take  a  close  look  at  the 
performance  of  our  Mutual 
[Discovery  Fund.  Although  its  recent 
performance  has  been  negative,  it 
generally  has  performed  well  over 
|the  long  term.  The  fund's  Class  A 
ishares  received  a  5-Star  Overall 
iMorningstar  Rating'"  by 
jMorningstar,  Inc.,  against  a  cate- 


Mutuai  Series'  activist  approach  has  provided 
winning  performance. 


through  market  upswings  and 
downturns?  Consistently  following 
our  time-tested,  value-driven 
approach  to  investing. 

First,  our  analysts  dig  deep  to 
find  undervalued  securities  others 
have  overlooked.  Next  they  put 
potential  investments  under  intense 
scrutiny  based  on  their  own  primary 
research.  Finally,  they  stand  ready  to 


Mutual  Discovery  Fund  |  Morningstar  Ratings'"  7/31/02' 


OVERALL 
•  •••• 


THREE  YEAR 
•  •••• 


FIVE  YEAR 
•  •••• 


N/A 


gory  of  242  and  167  world  stock  funds  for  the  3-  and  5- 
year  periods  respectively,  ended  7/31/02.'  Of  course, 
past  performance  does  not  guarantee  future  results. 
WlT,at's  the  secret  of  its  competitive  performance 


get  actively  involved  in  the  companies  they  invest  in. 

To  gain  further  perspective,  mail  in  the  postage-paid 
card,  call  us  at  1-800-FRANKLIN  Ext.  P551  or  visit  our 
website  at  franklintempleton.com. 


FRANKLIN  TEMP LETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PERSPECTIVE'"  > 

din  Templeton  Distributors,  Itic ,  One  Franklin  Parkway,  San  Mateo  CA  94403  Call  for  a  free  prospectus  containing  more  complete  fund  information,  including  sales  charges,  expenses  and  risks. 
36  read  it  carefully  before  you  invest  or  send  money. 

ting  in  companies  involved  in  mergers,  reorganizations  and  liquidations  involves  special  risks.  Foreign  investing  involves  special  risks  including  cun-ency  fluctuations  and  political  uncertainty, 
irce:  MmmilMKI  *  7/31/02.  Past  performance  does  not  guarantee  future  results.  For  each  fund  witfi  at  least  a  three-year  history,  Morningstar  calculates  a  Morningstar  Rating'"  based  on  a 
lingstar  Risk-Adjusted  Return  measure  that  accounts  for  variation  in  a  fund's  monttily  performance  (including  the  effects  of  sales  charges,  loads  and  redemption  fees),  placing  more  emphasis  on 
iward  variations  and  rewarding  consistent  perfonnance,  Ttie  top  1 0%  of  funds  in  each  category  receive  5  stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22,5%  receive 
rs  and  ttie  bottom  1 0%  receive  1  star  (Each  share  class  is  counted  as  a  fraction  of  one  fund  within  this  scale  and  rated  separately,  which  may  cause  slight  variations  in  the  distribution  percentages.) 
Overall  Morningstar  Rating  for  a  fund  is  denved  from  a  weighted-average  of  the  performance  figures  associated  with  its  three-,  five-  and  ten-year  (if  applicable)  Morningstar  Rating  metrics.  Morningstar 
g  is  for  Class  A  shares  only:  other  classes  may  have  different  perfonnance  characteristics.  ®2002  Morningstar,  Inc.  All  Rights  Reserved.  The  infomnation  contained  herein  is  proprietary  to  Morningstar 
X  its  content  providers;  may  not  be  copied  or  distributed;  and  is  not  warranted  to  be  accurate,  complete  or  timely  Neither  Morningstar  nor  its  content  providers  are  responsible  for  any  damages  or  loss- 
isipg  from  any  use  of  tfiis  information  For  more  cun-ent  performance  information,  please  call  Franklin  Templeton  Investments  at  1  -800-342-5236.  fob9/02 
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Flight 
Money 

Investors  bail  out  of  stock 
funds  when  the  market  dips. 
Then  they  miss  the  upside. 


BY  RICHARD  PHALON 


"I'm  offering  you  a  half  partnership  in  a 
two-hundred-and-twenty  room  Ramada, 
beachside,  but  you'd  rather  stick  the  cash  on 
that  insane  roulette  wheel  otherwise  known 
as  the  New  York  Stock  Exchange?" 

— From  Sick  Puppy  by  Carl  Hiaasen 

LITTLE  PHIL,  THE  FATHER 
quoted  above  in  Hiaasen's 
recent  comic  novel,  can't 
believe  that  his  son  wants  to 
stay  with  mutual  funds,  espe- 
cially since  the  Ramada  has  a  liquor 
license.  In  tough  times  like  now,  a  lot  of 
people  are  siding  with  Little  PhU. 

Equity  fund  assets,  which  peaked  at 
$4.6  trillion  in  2000,  have  since  melted  to 
$3  trillion,  largely  because  of  the  market 
decline  but  also,  recently,  from  redemp- 
tions. In  early  2000,  while  the  bull  market 
lunacy  was  still  under  way,  equity  funds 
were  taking  in  some  $40  billion  in  net  new 
money  per  month  (checks  coming  in 
minus  redemptions  and  dividend  checks 
going  out).  By  June  2002,  with  the  market 
down  37%,  they  were  going  the  other 
way — a  net  $18  billion  drained  out. 

This  is  not  the  first  instance  of  such 
folly.  In  the  go-go  era  of  the  late  1960s  the 
masses  were  piling  into  stock  funds,  thus 
helping  to  bid  up  the  grossly  overpriced 
Nifty  Fifty  favorites  (Polaroid  was  that  era's 
Cisco).  After  the  1973-74  crash,  they 
wanted  out.  For  the  next  nine  years — for 
100  almost  uninterrupted  months — stock 
funds  suffered  net  redemptions.  Yet  that 
was  a  terrific  time  to  be  buying.  At  the  end 
of  1979,  you  could  have  owned  General 
Electric  for  9  times  trailing  earnings  (ver- 
sus today's  21)  or  Citigroup  for  5  times 
earnings  (versus  today's  1 1 ).  That  year,  in- 
vestors yanked  a  net  $3.5  billion  out  of 
stock  funds. 

History  repeated  itself  in  1987.  In  the 


summer  trees  were  growing  to  the  sky,  the 
5&P  500  was  heading  for  a  peak  and  the 
money  poured  in.  After  the  the  market  feU 
20%  on  Oct.  19,  people  wanted  out  of 
stock  funds.  There  were  net  redemptions 
svery  month  from  October  1987  through 
March  1989.  The  market  went  on  to  leap 
15.9%  in  1988  and  19%  in  1989.  The  pat- 
tern repeated  itself  in  the  1990  recession 
ind  in  blah  1994,  when  stocks  suffered 
from  a  Federal  Reserve  interest-rate  tight- 


ening; strong  rebounds  followed  in  1991 
market  up  30.2%)  and  1995  (up  37.2%). 

None  of  this  is  to  say,  of  course,  that 
hanging  on  to  your  fund  guarantees  a 
jnear-term  reward.  Nor  does  it  say  you 
[shouldn't  desert  a  dog  fund  for  another 
fund  in  the  same  category.  But  you 
shouldn't  be  pouring  money  into  S&P  500 
stocks  when  the  index  is  at  1500  and  then 
withdrawing  at  950. 

To  James  Riepe,  vice  chairman  of  the 
T  Rowe  Price  fund  family,  today  is  eerily 
reminiscent  of  the  1973-74  bear  market, 
any  of  the  forces  that  shoved  stocks  into 


M; 


the  pit  are  the  same:  hyped  earnings  a 
accounting  firaud  (back  then,  the  Equi 
Funding  scandal);  a  tech  bubble  deflat( 
(amp  and  Texas  Instruments).  WhatevJ 
-happens,  it's  clear  that  other  harbors  loc 
a  lot  safer  lately.  Lots  of  equity  fligl 
money  has  gone  into  real  estate.  On 
some  of  it  is  being  recycled  into  bon 
funds:  In  July  bond  funds  added  half  i 
what  equity  funds  lost.  Oddly,  says  Lipp 
senior  analyst  Donald  Cassidy,  "a  lot  i 
people  don't  feel  comfortable  with  bon 
funds  because  they've  been  told  stocks  ai 
the  place  to  be,  long  term."  Money  mark 
funds  were  big  last  year.  Flight  money  j 
also  going  into  bank  CDs. 

Conservative  value  funds,  as  a  grou 
are  still  taking  in  money.  Nonetheles: 
they  had  better  not  get  too  daring.  Thl 
Vanguard  Windsor  Fund  sufferel 
redemptions  for  the  first  time  in  receri 
memory  after  buying  ailing  Tyco  on  th| 
cheap — a  ploy  that  may  yet  work  out 

Other  fund  sponsors  (Alliance  Capit; 
Capital  Management)  hold  tainted  teleco: 
names,  and  have  been  duly  punished.  /| 
whipsaw  turns  in  the  market,  logic  co; 
lapses.  Take  growth  and  income  funds, 
conservative  category  whose  penchant  ft 
dividend  payers  tempers  its  riskiness  (n 
turns  down  14%  thus  far  this  year,  says  Lip 
per).  Amid  the  mid- July  market  chac 
these  suffered  more  redemptions  than  the: 
hotshot  growth  stablemates  (down  a  mor 
painful  21%).  Why?  Best  explanation:  Bei 
havioral  psychologists  contend  that  mutu; 
fund  investors  are  "loss  averse" — mo: 
likely  to  sell  profitable  stocks  and  hang  o 
to  losses,  rather  than  admit  a  mistake. 


■I 


>'S 


When  the  Going  Gets  Tough ... 

Fund  investors  depart.  When  stocks  go  up— and  get  costlier— they're  back. 


:» 
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pendability  is  something  to  celebrate! 


>e  your  Imagistlcs! 

orate  America  has  relied  on  Imagistics  for  office  document 
onfe  for  more  than  25  years.  Imagistics  (formerly  Pitney  Bowes 
3  Systems)  delivers  dependable  digital  copier/pnnters,  faxes 
nultifunction  document  equipment,  with  impressive  uptime  and 
ralleled  direct  service  from  over  1000  technicians  nationwide, 
ment  solutions  from  Imagistics  help  lower  costs  and  improve 
jctivity.  For  dependable  document  technologies... 
/our  Imagistics! 

7  imagistics 


'^-  -: 


www.imagistics.com 
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Fund  Survey  |  Sector  Funds  | 


The  Narrow  View 

Specialty  funds  that  overcome 
the  niche  player's  curse. 


BY  TRICIA  MCGINNIS 


SECTOR  FUNDS  ARE  ALL  ABOUT  SMART  MARKET 
timing — a  daunting  task  at  which  even  professional 
investors  rarely  succeed  over  the  long  term.  Only  three 
of  the  eight  sector  styles  tracked  by  Lipper  outper- 
formed the  S&P  500  during  the  past  five  years. 
Bdow  are  the  few  sector  fluids  worthy  of  a  Best  Buy  label.  These 
funds  are  so  noted  because  they  outperformed  many  of  their  peers 
over  the  past  five  years  and  have  relatively  low  overhead  charges,  as 
measured  by  the  sum  of  annual  expenses  and  a  fifth  of  any  sales  load. 

REAL  ESTATE  This  is  the  top-performing  sector  so  far  this  year, 
with  the  average  fund  showing  a  12.5%  return  versus  -19.9%  for 
the  S&P  500.  One  Best  Buy  standout  is  the  Stratton  Monthly  Div- 
idend REIT,  which  has  a  dividend  yield  of  6.8%  and  has  outper- 
formed its  peers  over  the  past  five  years  as  well  as  in  the  year  to 
date.  Annual  expenses  are  an  affordable  $1.09  per  $100  in  assets. 

FINANCIAL  SERVICES  The  bear  market  has  been  raging  since 
2000,  but  this  could  be  the  worst  year  yet  for  funds  that  focus  on 
banks,  thrifts,  insurance  companies,  investment  banks  and  bro- 
kerage houses.  After  declining  only  3.3%  in  2001,  the  typical 


? 


f 


These  Best  Buys  sector  funds  are 
relatively  efficient  and  beat  their  peers. 


ENERGY  Energy  fund  performance  closely  mirrors  the  price  <] 
oil.  Through  July  petroleum  prices  were  down  13%;  the  typi 
energy  fiand  lost  1 5%,  although  a  recent  oil  price  uptick  me 
soon  help.  Indeed,  the  past  five  years  haven't  been  kind  to  the* 
funds,  which  on  average  have  a  -0.1%  annualized  return. 

For  those  still  interested  in  betting  on  this  sector,  Van 
guard's  Energy  Fund  is  a  good  place  to  start.  The  $1.5  billio 
(assets)  fund  invests  primarily  in  both  domestic  and  foreig 
large-cap  oil  companies  like  ExxonMobil  and  BP.  The  lew 
cost  (41-cent  expense  ratio)  fund  has  handily  outperforme 
the  sector  averages.  I 


financial  fund  is  down  12.2%  so  far  in  2002. 

Steep  declines  in  top  holdings  like  J.P.  Morgan  Chase,  Merrill 
Lynch  and  Citigroup  have  been  particularly  burdensome  for 
$374  million  (assets)  Fidelity  Select  Brokerage  &  Investment. 
Despite  a  -32.5%  return  through  the  first  seven  months  of  this 
year,  this  Best  Buy  fund's  five-year  annualized  return  of  8.2% 
beats  the  sector  average  of  5.6%.  And  its  expense  figure  of  $1.11 
is  below  the  $1.77  average  of  its  peer  group.  Another  plus: 
Fidelity  Select  Brokerage  has  better-than-average  FORBES  per- 
formance grades  in  both  up  and  down  markets. 

HEALTH/BIOTECH  In  the  year  to  date,  the  average  fund  in  this  sec- 
tor is  off  42%,  following  a  dismal  12.7%  decline  in  2001. 

Still,  Best  Buy  Vanguard  Health  Care  has  bettered  its  rivals — 
this  year,  with  a  loss  of  only  16%,  and  over  the  past  five  years 
with  a  IS.y^'/b  compound  annual  return  versus  a  sector  average  of 
6.5%.  This  fund's  top  holdings  are  clustered  around  pharma- 
ceutical companies  like  Pharmacia  and  Schering-Plough,  but 
hospitals,  pharmacic.>  and  insurers  are  also  included  its  portfolio. 
Vanguard  Health  Care  boasts  expenses  of  only  34  cents  per  $100 
and  a  low  13"/()  annual  turnover. 


Real  Estate 


5-YEAR 
ANNUALIZED 
TOTAL  RETURN 


ANNUAL 
EXPENSES 
PER  $100 


Fidelity  Real  Estate  Investment 


6.6% 


$0.84  a 


Stratton  Monthly  Dividend  REIT 


7.8 


1.09 


Russell  Real  Estate  Securitles-S 


6.5 


1.18 


Financial  Services 


Fidelity  Select-Brokerage  &  Investment 


8.2 


1.11a 


Fidelity  Select-Financial  Services 


5.8 


Century  Shares  Trust 


5.0 


1.09  a 


1.05 


Health/Buitecli 


Vanguard  Health  Care-Investor 


15.7 


0.34 


Pimco  RCM  Global  Healthcare-D 


14.5 


1.50  a 


Fidelity  Select-Biotechnology 


8.1 


1.01a 


Fidelity  Select-Health  Care 


6.0 


0.98  a 


I  iKTi: 


Vanguard  Energy  Fund-Investor 


4.4 


0.41 


Fidelity  Select- Energy  Service 


0.6 


1.07  a 


American  Gas  Index 


3.7 


0.85 


T  Rowe  Price  New  Era 


2.1 


0.72 


Five-year  return  7/31/97  through  7/31/02.  a:  Net  of  absorption  of  expenses  by  fund  spoil 
Sources:  Forbes:  Upper:  Montingslar 
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529        COLLEGE        SAVINGS        PLAN 


It's  never  too  early  to  start  saving  for  college. 
It's  never  too  late,  either. 


FREE    GUIDE 

written  by  Joe  Hurley,  recognized 
expert  on  529  College  Savings  Plans 


There's  nothing  wrong  with  dreaming 
of  athletic  scholarships.  But  it  might 
be  smart  to  have  a  529  College 
Savings  Plan  from  TD  Waterhouse, 
just  in  case. 

Why?  Because  every  dollar  you 
put  in  grows  federal  tax-deferred.  And 
every  dollar  you  withdraw  for  college 
comes  out  free  of  federal  income  tax. 
So  when  you  pay  your  kids'  college 
bills,  there's  no  bill  from  Uncle  Sam 
to  go  along  with  it. 

And  anyone  can  contribute  to  a 
529  plan.  Parents,  grandparents,  even 


the  kids  can  put  in  some  of  that 
summer  job  money.  (Good  luck  with 
that.)  There's  no  annual  minimum 
and  you  can  make  total  contributions 
of  up  to  $250,000. 

So  make  home  videos  of  those 
first  soccer  games.  Encourage  them  to 
become  champions.  But  somewhere 
in  between,  do  a  little  homework  and 
find  out  how  TD  Waterhouse  can  help 
get  your  kids  to  college.  It's  never  too 
early.  And  it's  never  too  late. 

|[^  Waterhouse 

You're  in  Control. 


©2002  TD  Watertiouse  Investor  Services.  Inc.  Member  NYSE/SIPC  Accounts  In  the  TD  Waterhouse  College  Savings  Plan  represent  a  separate  series  of  accounts  in  the  College  Savhgs  Plan  of  Nebraska  that  are  distributed  by  TD  Waterhouse  Investor  Services,  Inc. 
Tlie  College  Savings  Plan  ot  Nebrasl<a  Is  a  separate  series  of  the  Nebraska  Educational  Savings  Plan  Trust  The  Trust  is  designed  to  qualBy  as  a  tax-advantaged  savings  plan  under  the  provisions  of  Secbon  529  of  the  Internal  Revenue  Code  and  the  plan  is 
sponsored  by  the  State  of  Nebraska  and  administered  by  the  Nebraska  State  Treasurer,  as  Tnjstee  Union  Bank  &  Tnist  Company  of  Nebraska  acts  as  Program  Manager  for  the  College  Savings  Plan  of  Nebraska  and  the  TO  Waterhouse  College  Savings  Plan  Accounts 
established  under  the  College  Savings  Plan  of  Nebraska  and  their  earnings  are  neither  insured  n*guarameed  by  the  State  of  Nebraska,  the  Nebraska  State  Treasurer.  Union  Bank  8.  Trust  Co,  or  TDWaterhouse.Accounts  established  under  the  Plan  are  domici 
at  Union  Bank  and  Tnjst  and  not  at  TD  Waterhouse  If  you  are  not  a  Nebraska  resident,  you  may  want  to  investigate  whether  your  slate  offers  a  plan  with  allernatiue  tax  advantages  for  its  residents,  as  state  tax  treatment  varies.  The  tax  bill  exempting  eamings 
on  qualified  withdravi-als  from  federal  income  tax  expires  on  1 2/31/10.  unless  legislatioT  changes.  For  more  information  please  consult  your  own  tax  or  professional  advisor.  Before  investing  in  the  TD  Waterhouse  College  Savings  Plan,  carefully  read  the 
Enrollment  Handbook,  Participation  Agreement  and  any  prospectuses  on  the  undedying  funds  Not  FDIC  Insured/No  Bank  Guarantee/IVlay  Lose  Value. 

C0DE:M529FB  TDW2975  08/02 


Fund  Survey    Best  &  Worst 


Extreme  Cases 

Who  has  the  bragging  rights 
(or  the  opposite)  among  funds. 


BY  FEI  MEI  CHAN 


BIG  ASSET  SHIFTS  For  the  second  year  in 
a  row  the  Vanguard  500  Index  is  the 
largest  mutual  firnd,  but  the  Fidelity  Mag- 
ellan remains  a  close  runner-up.  How- 
ever, Magellan  again  bears  the  distinction 
of  having  the  highest  dollar  shrinkage  in 
assets.  MageDan's  assets  now  total  $66  bO- 
lion,  versus  $86  billion  a  year  ago.  At  the 
height  of  the  bull  market  Magellan  was  a 
$100  billion  fund. 

The  Pimco  Total  Return  hand  shows 
the  largest  gain  in  assets  over  the  past  12 
months.  This  bond  fund  (total  return  of 
7%)  gained  $15  bQlion  in  assets  over  this 
period.  With  $59  billion  in  total  assets 


Pimco  is  now  the  third-largest  fund. 
EXPENSES:  GOOD  AND  BAD  When  it  comes 
to  overhead,  the  Vanguard  Group  is 
tops  at  conserving  every  penny  of 
shareholders'  money.  Excluding  index 
funds — which  by  their  nature  should 
have  low  expenses — the  five  stingiest 
funds  are  all  in  the  Vanguard  stable. 

The  Gintel  fund's  expense  burden  is  a 
backbreaking  $2.30  per  $100  in  assets. 
Such  ghastly  overhead  did  nothing  for 
investors:  The  fund's  12-month  return  is 
-39%.  Cash  now  amounts  to  77%  of  its 
portfolio.  With  such  a  strategy,  a  low- 
expense  money  market  fund  seems  like  a 
better  investment. 


THESE  GUYS  HAVE  SEEN  IT  ALL  This  bea 
market  is  far  from  the  first  for  the  man 
agers  of  the  five  funds  below.  Each  o 
these  folks  claims  at  least  three  decades 
experience  running  the  same  fund. 

CASH  ON  THE  BARREL  Prudent  fund  mani 
agers  keep  cash  around  to  cover  redempj 
tions  and  to  take  advantage  of  buyinf 
opportunities.  But  stock  fund  investor' 
don't  benefit  if  too  much  cash  is  sittinf 
on  the  sidelines.  For  funds  such  as  GabeU 
Mathers,  a  big  cash  stash  is  collateral  t( 
cover  short  sales. 

■| 
STARTING  SMALL  If  you  want  to  to  open  J 
non-IRA  account  in  the  Vanguard  Wind' 
sor  fund  and  get  the  low  expense  Admira 
class  shares,  you'll  need  at  least  $250,000 
For  most  funds,  the  minimum  range;; 
from  $500  to  $3,000.  The  funds  listec' 
below  say  that  they  will  admit  you  wit! 
any  initial  amount. 


Largest  Gain  in  Assets 


FUND 


TOTAL  RETURN 

LATEST  ASSETS 

12  MOS  (SMIL) 


GAIN 

SINCE  2001 

(SMIL) 


Greatest  Decline  in  Assets 


FUND 


TOTAL  RETURN 

LOSS 

UTEST 

ASSETS 

SINCE  2001 

12  MOS 

(SMIL) 

(SMIL) 

Pimco  Total  Return-A 


7.4%      $58,594      $14,703 


Fidelity  Magellan  Fund 


-24.7%     $65,861   -$20,147 


Fidelity  Low-Priced  Stock 


4.8 


17651 


7931 


Vanguard  500  Index-lnv 


-23.7 


76,998      -14,485 


Vanguard  GNMA  Fund-lnv 


8.3 


23.286 


7,445 


Janus  Fund 


-31.9 


19,705     -13,465 


American  Balanced  Fund-A 


-71 


14,309 


6,886 


Putnam  Voyager  Fund-A 


-28.2 


20,251 


-9,814 


Vanguard  Total  Bond  Market  Index-lnv   5.4 


24,123 


5,706 


Janus  Worldwide  Fund 


-25.9 


17,016 


-9,562 


Low  Expense' 

FUND 


TOTAL  RETURN  ANNUAL 

UTEST  EXPENSES 

12  MOS  PER  $100 


High  Expense' 

FUND 


TOTAL  RETURN         ANNUAL 
UTEST  EXPENSES 

12  MOS  PERSlOO 


Vanguard  Windsor  ll-lnv 


-18.5% 


$0.39 


Gintel  Fund 


-39.4%       $2.30         I 


Vanguard  Morgan  Growth-lnv 


-26.2 


0.43 


Schwartz  Value  Fund 


-9.2 


2.04  a 


Vanguard  Growth  &.  Income-lnv 


-21.5 


0.44 


Quant  Small  Cap-0 


-27.1 


1.97 


Vanguard  Windsor  Fund-lnv 


-21.0 


0.45 


Federated  Kauf  mann-A 


-177 


1.95  a 


Vanguard  Equity  Income-lnv 


-14.2 


0.47 


Legg  Mason  American  Leading  Cos 


-20.6 


1.93 


Longest  Manager  Tenure 

FUND/MANAGER 


TENURE 
(YEARS) 


TOTAL  RETURN 
UTEST 
12  MOS 


Highest  %  of  Assets  in  Cash 


FUND 


TOTAL  RETURN 

UTEST  % 

12  MOS  CASH 


Investment  Co  of  America-A/Jon  Lovelace  Jr        45 


-16.7% 


Gabelli  Mathers  Fund 


-11.2% 


97% 


Franklin  Growth  Fund-A/Jerry  Palmieri 


37 


-24.3 


Gabelli  ABC  Fund 


1.5 


92 


Nicholas  Fund/Albert  Nicholas 


Liberty  Acorn  Fund-A/Ralph  Wanger 


33 


-19.1 


Gintel  Fund 


-39.4 


77 


32 


-16.1 


Caldwell  &  Orkin  Market  Oppor 


2.4 


47 


Sequoia  Fund/William  Ruane 


32 


1.0 


Franklin  DynaTech  Fund-A 


-19.7 


44 


Low  Minimum  Initial  Investment 

FUND 


TOTAL  RETURN 
UTEST 
12  MOS 


MINIMUM 

INITIAL 

INVESTMENT 


Lowest  Turnover 

FUND 


TOTAL  RETURN 
UTEST 
12  MOS 


TURNOVER 


Alger  Fund-Balanced-A 

Alger  Fund-Capital  Appreciation-A 


-16.5% 


none 


ING  Corporate  Leaders  Trust-A 


-8.2% 


0% 


-31.4 


Rydex  Ursa-lnv 


28.6 


Alger  Fund-LargeCap  Growth-A 
Alger  Fund-Small  Capitalizatioiv  A 
New  Century  Balanced 


-31.5 


EquiTrust-Blue  Chip 


-21.8 


-30.1 


SB  Aggressive  Growth-A 


-36.9 


-14.8 


MS  Dividend  Growth-A 


-18.5 


Latest  12-month  return  7/31/01  through  7/31/02.  a:  Net  of  absorption  of  expenses  by  fund  sponsor.  'Actively  managed  equity  funds  only.  Sources:  Forbes:  Upper:  Momingstar. 
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VIRGIN  MEGASTORE 
IS  PLAYING  TO  WIN. 


Winning  on  the  sales  floor:  Virgin  Megastore  is  one  of  tine  world's  most  innovative  retailers.  And  now,  Virgin 
Megastore  shoppers  in  North  America  can  preview  over  250,000  CDs  and  11,000  DVDs  on  demand  using 
Web-based  kiosks  in  stores.  IBM  and  IBM  Business  Partners  (in  this  case,  Retail  Store  Systems)  are 
working  with  thousands  of  companies  to  build  innovative  solutions  like  this  one.  Winning  in  e-business 
means  improving  service -wherever  your  customers  are.  Get  in  the  game  at  ibm.com/e-business 


Fund  Survey 

Stock 

'MARKET 
PERFORMANCE 
UP      DOWN 

Fund 

5- YEAR 

ANNUALIZED 

TOTAL 

RETURN 

ANNUAL 

EXPENSES 

PER 

$100 

MARKET 

PERFORMANCE 

UP      DOWN 

▲     T 

Fund 

5- YEAR 

ANNUALIZED 

TOTAL 

RETURN 

ANNUAL 

EXPENSES 

PER 

$100 

c 

c 

AAL  Capital  Growth  Fund-A 

2.6% 

$0.91  a 

•F 

A 

Calamos  Market  Neutral-A 

9.6% 

$1.52 

•c 

c 

AAL  Mid  Cap  Stock-A 

1.4 

1.17  a 

D 

A 

Capital  income  Builder-A 

6.3 

0.66   *! 

•B 

c 

ABN  Amro/Chicago  Capital  Growttt-N^ 

4.4 

1.09 

C 

C 

CDC  Nvest  Targeted  Equity-A" 

-0.1 

1.38 

A+ 

D 

AIM  Aggressive  Growth  Fund-A 

-1.7 

1.17 

C 

A* 

Clipper  Fund 

12.6 

1.08   |!J 

C 

D 

AIM  Blue  Chip-A 

-2.0 

1.28 

•F 

A* 

Cohen  &'Steers  Realty  Shares 

5.8 

1.09  a 

B 

D 

AIM  Charter  Fund-A 

-1.4 

1.16  a 

•B 

C 

Columbia  Common  Stock 

-0.9 

0-80    ;,, 

A 

D 

AIM  Constellation  Fund-A 

-2.9 

1.14  a 

B 

D 

Columbia  Growth  Fund 

-3.6 

0.72     !" 

C 

B 

AIM  Mid  Cap  Core  Equity-A 

8.3 

1.39 

•F 

•A 

Columbia  Real  Estate  Equity 

6.0 

0.95   1 

B 

D 

AIM  Premier  Equity  Fund-A^ 

-1.5 

1.08  a 

A 

D 

Columbia  Special  Fund 

2.7 

1,08    iir 

B 

D 

AIM  Select  Equity  Fund-A 

-1.2 

1.24 

B 

D 

Credit  Suisse  Capital  Apprec-Com^ 

-0.4 

0.99  a| 

B 

D 

AIM  Summit  Fund 

-3.4 

0.89 

A 

D 

Credit  Suisse  Emerging  Growth-Corn^ 

-5.8 

1-28      Ik 

B 

D 

AIM  Weingarten  Fund-A 

-7.6 

1.21a 

•B 

B 

Davis  Rnanciai  Fund-A 

3.7 

1.08   1 

•A 

D 

Alger  Fund-Capital  Appreciation-A 

-0.8 

1.40 

B 

C 

Davis  New  York  Venture-A 

2.5 

0.89  J 

A 

D 

Alger  Fund-LargeCap  Growth-A 

0.2 

1.26 

D 

B 

Delaware  Decatur  Equity  Income-A 

-0.2 

1.07  1 

•A 

C 

Alger  Fund-MldCap  Growth-A 

6.4 

1.31 

D 

B 

Delaware  Growth  &  Income-A 

-2.7 

1.30 

C 

B 

Alliance  Growth  &  Income-A 

3.3 

1.09 

A 

D 

Delaware  Growth  Opportunities-A 

3.5 

1.43  1)1 

A 

D 

Alliance  Growth  Fund-A 

-5.0 

1.28 

•A 

•D 

Delaware  Select  Growth-A 

3.1 

1.37 

B 

D 

Alliance  Mid-Cap  Growth-A^ 

-8.4 

1.22 

A+ 

D 

Delaware  Trend  Fund-A 

5.3 

1.34  lu 

•A 

D 

Alliance  Premier  Growth-A 

-3.7 

1.53 

•B 

C 

Deutsche  Equity  500  Index-lnv 

0.2 

0.25  a  . 

A* 

F 

Alliance  Technology  Fund-A 

-3.4 

1.58 

C 

A 

Dodge  &  Cox  Stock  Fund 

77 

0.54    I 

C 

B 

Amcap  Fund-A 

73 

0.67 

•B 

C 

Domini  Social  Equity 

0.3 

0.94  a  1 ' 

•B 

C 

American  Century  Equity  Growth-inv 

0.4 

0.68 

C 

B 

Dreyfus  Appreciation  Fund 

2.4 

0.91    ': 

A+ 

F 

American  Century  Giftrust 

-8.1 

1.00 

•B 

C 

Dreyfus  Basic  S&P  500 

0.2 

0.20       il 

B 

D 

American  Century  Growth-lnv 

-0.8 

1.00 

B 

C 

Dreyfus  Disciplined  Stock 

-0.4 

1.00  i 

B 

C 

American  Century  Heritage-lnv 

1.9 

1.00 

A* 

D 

Dreyfus  Founders  Discovery-A 

3.7 

1.19       1, 

•B 

C 

American  Century  Income  &  Growth-lnv 

1.4 

0.68 

A 

D 

-6.8 

1.21  1 

C 

c 

American  Century  Select-lnv 

-0.1 

1.00 

D 

C 

Dreyfus  Fund 

-3.2 

0.73 

A 

D 

American  Century  Uitra-lnv 

0.1 

0.98 

•D 

C 

Dreyfus  Growth  &  income 

-1.7 

0.98    1 

•D 

A 

American  Century  Value  Fund-lnv 

5.4 

1.00 

•C 

B 

Dreyfus  MidCap  Index 

76 

0.50 

A 

D 

American  Century  Vista-lnv 

0.9 

1.00 

B 

B 

Dreyfus  New  Leaders 

4.1 

1.16] 

D 

A 

American  Mutual  Fund-A 

4.8 

0.59 

D 

B 

Dreyfus  Premier  Core  Value-A 

1.3 

1.15 

D 

B 

AmSouth  Value  Fund-A 

-0.3 

1.34 

B 

D 

Dreyfus  Premier  Third  Century-A 

-3.5 

1.19  1  „ 

D 

A+ 

Ariel  Appreciation  Fund 

11.1 

1.26 

C 

C 

Dreyfus  S&P  500  Index 

-0.1 

0.50 

0 

A* 

Ariel  Fund 

10.7 

1.19 

•B 

C 

Eclipse  Indexed  Equity 

0.4 

0-30  i 

•B 

C 

Armada  Equity  Growth-A 

-0.8 

1.18 

B 

C 

Enterprise  Growth-A 

0.7 

1.49       ^ 

C 

C 

AXP  Blue  Chip  Advantage-A 

-2.9 

0.89 

•D 

B 

Enterprise  Small  Company  Value-A 

6.0 

157  4^ 

D 

B 

AXP  Diversified  Equity  Income-A 

1.3 

0.95 

C 

C 

Evergreen  Blue  Chip-A 

-1.1 

1.22       til 

B 

C 

AXP  Equity  Select-A 

3.1 

1.16 

•C 

B 

Evergreen  Capital  Growth-A 

3.4 

1.47  1 

D 

B 

AXP  Equity  Value-A 

-1.5 

0.95 

A 

D 

Evergreen  Emerging  Growth-A' 

-4.7 

1.05 

A 

D 

AXP  Growth  Fund-A 

-73 

0.99 

D 

B 

Evergreen  Equity  Income-A 

2.2 

1.34    ] 

B 

C 

AXP  New  Dimensions-A 

1.3 

1.00 

C 

D 

Evergreen  Fund-A 

-5.8 

1.51 

C 

C 

AXP  Stock  Fund-A 

-0.8 

0.87 

C 

C 

Evergreen  Growth  &  Income-A 

-2.3 

1.511^ 

A 

F 

AXP  Strategy  Aggressive-A 

-4.0 

1.10 

A 

D 

Evergreen  Omega  Fund-A 

1.6 

1.31 

0 

C 

AXP  Utilities  Fund-A 

2.0 

1.03 

B 

C 

Evergreen  Stock  Selector-A 

-2.4 

0.96*1 

B 

C 

F 

Baron  Asset 
Berger  Growl 

Fund 

1.1 

1.37 

B 

C 

Excelsior  Blended  Equity 

0.8 

0.99  a 

A 

th  Fund-lnv 

-8.3 

1.26 

•B 

B 

Excelsior  Value  &  Restructuring 

5.6 

0.94  4 

0 

A 

Berger  Small  Cap  Value-lnv 

11.4 

1.08  a 

D 

A* 

FAM  Value  Fund 

8.6 

1.21a 

•3 

C 

BlackRock  Index  Equity-lnv  A 

-0.3 

0.79  a 

C 

B 

Federated  American  Leaders-A 

1.2 

1.12  1 

•0 

B 

BlackRock  Large  Cap  Value  Equity-lnv  A 

-2.9 

1.27  a 

B 

C 

Federated  Capital  Appreciation-A 

6.5 

1.23  a 

I,* 

c 

Brandywine  Fund 

0.0 

1.06 

C 

C 

Federated  Equity  Income-A 

-2.6 

1.10  1 

A 

C 

Calamos  Growth-A 

18.4 

1.50 

A 

D 

Federated  Growth  Strategies-A 

-1.0 

1.27  a 

FivB-yo) 
formof 
Saufcos 

1'  rr.iii-  • 

y  AIM  ' 

V  c 

'/0I/97  through  7/31/02   •  Fund  rated  for  ihno  puiiods  only: 
■line,  formerly  Alliance  Fund.  *?^ormeily  CDC  Nvc^t  Growth. 
i-'n.T-V,  Mnrningstar. 

maximum  allowable  grade  A.  a:  N 
^Formerly  CSWP  Capital  Apprvcia 

et  of  absorption  of  expenses  by  fund  sponsor,  'Formerly  Alleghany/Chicago  Trust  Growth  &  Income.                1 
ton.  ^Formerly  CSWP  Emerging  Growth,   'Formerly  Evergreen  Small  Company  Grovirth.                                       1 
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A   _ 

American  Determination 


^uch  has  changed  recently.  Yet,  from  our  vantage 
)oint,  so  much  more  has  not.  The  same  principles 
jid  beliefs  that  have  long  guided  our  company 
ia\'e  not  moved.  Not  even  budged. 

It's  simple.  As  investment  managers,  we're 
iptimistic  about  the 
uture.  How  can  we  look 
it  all  of  the  people  who 
urround  us  each  day- 
ind  their  achievements 
and  not  be  confident? 

So,  while  we  are  completely  aware  of,  and  ever 
igilant  to,  the  forces  currently  at  work  in  the 
narketplace,  we  are  determined  to  remain  true  to 
he  way  we  work.  And  think.  And  believe. 

"We  know,  from  our  experience,  the  market  has 
ewarded  a  long-term,  diligent  approach. 


So,  for  more  than  four  decades,  we've  adhered 
to  time-tested  investment  processes  on  all  of 
the  funds  we  manage.  These  practices  will  remain 
unchanged,  regardless  of  market  conditions. 
We  will  continue  to  seek  the  most  promising 
companies,  and  hand- 
select  them  one  by  one. 
We  will  continue  to 


subject  these  companies 
to  our  disciplined,  but 
independent,  judgment. 
We  will  continue  to  adhere  to  our  investment 
philosophy,  constantly  applying  all  we've  learned. 

And,  by  working  together,  we  will  continue 
to  believe  that  our  determination,  our  hard  work 
and  our  confidence  can  ultimately  lead  us  to  an 
even  more  promising  future. 


American 
Century. 

Investment  Managers 


■or  a  prospectus  with  more  complete  information,  including  charges,  expenses  and  minimums,  please  call  1-877-44-AMCEN.  Be  sure  to  read 
carefully  before  you  invest  or  send  money.  American  Century  Investment  Services,  Inc.  ©2001  American  Century  Services  Corporation. 


www.americancentury.com 


Fund  Survey 

Stock 

MARKET 
PERFORMANCE 

5- YEAR         ANNUAL 
ANNUALIZED     EXPENSES 

MARKET 
PERFORMANCE 

5- YEAR         ANNUAL 
ANNUALIZED    EXPENSES 

UP      DOWN 


TOTAL  PER 

RETURN  $100 


UP      DOWN 

A     T      Fund 


A 
C 

C      Federated  Kaufmann-A 

4.6% 

$1.95  a 

A 

A 

FPA  Capital  Fund 

72% 

$0.84     1 

C      Federated  Max-Cap  index-IS 

0.0 

0.34 

D 

A* 

Franklin  Balance  Sheet  Invest-A 

72 

0.96  m 

C 

B      Federated  Stock  Trust 

2.9 

0.99  a 

B 

D 

Franklin  Capital  Growth-A" 

0.3 

0.90      1 

F 

C      Federated  Utility-A 

-4.7 

1.27 

C 

C 

Franklin  DynaTech  Fund-A 

0.5 

0.95     1 

•B 

D      Fidelity  Adv  Equity  Growth-T 

0.1 

1.29  a 

D 

A 

Franklin  Equity  Income-A 

3.7 

0.99       1 

•0 

B      Fidelity  Adv  Equity  Income-T 

2.3 

1.22  a 

•A 

D 

Franklin  Flex  Cap  Growth-A^^ 

4.2 

0.88 

B 

C      Fidelity  Adv  Growth  Oppors-T 

-5.8 

0.90 

D 

B 

Franklin  Growth  Fund-A 

0.7 

0.91 

D 

B      Fidelity  Adv  Value  Strategies-T 

3.5 

1.34 

D 

A 

Franklin  Mutual-Beacon-A 

6.1 

1.13  a ;  . 

•A 

F      Fidelity  Aggressive  Grovi/th  Fund 

-8.3 

0.92 

D 

A 

Franklin  Mutual-Qualified-A 

5.5 

1.14  a 

•D 

C      Fidelity  Asset  Manager-Growth 

0.9 

0.81 

D 

A 

Franklin  Mutual-Shares-A 

5.8 

1.12  a 

B 

C      Fidelity  Blue  Chip  Grovttth 

-0.5 

0.89  3 

•F 

A+ 

Franklin  Real  Estate  Secs-A 

5.5 

1.04 

B 

C      Fidelity  Capital  Appreciation 

0.8 

1.06 

D 

A 

Franklin  Rising  Dividends-A 

6.1 

1.45    . 

B 

C      Fidelity  Contrafund 

4.7 

0.91 

•A 

D 

Franklin  Small-Mid  Cap  Growth-A^^ 

0.2 

0.86 

B 

C      Fidelity  Destiny  Portfolio  1 

-5.7 

0.40 

F 

A 

Franklin  Utilities  Fund-A 

4.2 

0.79    i 

B 

C      Fidelity  Destiny  Portfolio  II 

1.7 

0.60 

•A 

•C 

Fremont  US  Micro-Cap 

8.0 

1.60 

B 

C      Fidelity  Disciplined  Equity 

1.8 

0.95 

C 

B 

Fundamental  Investors-A 

3.1 

0.65 

•B 

B      Fidelity  Dividend  Growth 

5.1 

0.97  a 

C 

B 

Gabelli  Asset  Fund 

6.0 

1.36 

C 

B      Fidelity  Equity-Income 

1.9 

0.69  a 

B 

0 

Gabelli  Growth  Fund 

-1.9 

1.40 

C 

B      Fidelity  Equity-Income  11 

2.0 

0.62 

C 

B 

Gabelli  Value  Fund 

77 

1.40 

•B 

B      Fidelity  Fifty  Fund 

6.2 

1.17 

•B 

C 

Galaxy  Equity  Growth-A 

0.1 

1.31 

C 

C       Fidelity  Fund 

1.3 

0.56 

•C 

B 

Galaxy  Growth  &  Income-A 

0.0 

1.34  a 

B 

B      Fidelity  Growth  &  Income 

2.0 

0.68  a 

•D 

A 

Galaxy  Small  Cap  Value-A 

77 

1.42  a 

A 

D      Fidelity  Growth  Company 

1.2 

1.03 

C 

C 

Galaxy  ll-Large  Company  Index 

0.2 

0.49  a 

A 

0      Fidelity  Independence 

4.2 

0.94 

0 

B 

Gartmore  Total  Return  Fund-A 

0.1 

1.15 

B 

A+     Fidelity  Low-Priced  Stock 

10.7 

1.02 

F 

B 

Gateway  Fund 

4.5 

0.97 

B 

C      Fidelity  Magellan  Fund 

1.1 

0.89  a 

B 

C 

Goldman  Sachs  Capital  Growth-A 

1.1 

1.44  a 

•A 

•  C      Fidelity  Mid-Cap  Stock 

73 

0.87 

•B 

C 

Goldman  Sachs  Core  US  Equity-A 

-0.6 

1.14  a 

•A 

D      Fidelity  New  Millennium 

10.0 

0.98 

•F 

A+ 

Goldman  Sachs  Small  Cap  Value-A 

6.0 

1.50  a 

A 

D      Fidelity  OTC  Portfolio 

-1.1 

1.08 

B 

C 

Growth  Fund  of  America-A 

79 

0.71 

D 

A+    Fidelity  Real  Estate  Investment 

6.6 

0.84  a 

B 

D 

Guardian  Park  Avenue-A 

-3.0 

0.83 

A 

D      Fidelity  Select-Biotechnology 

8.1 

1.01a 

•C 

C 

Hancock  Core  Equity-A 

-0.1 

1.47 

A* 

F      Fidelity  Select-Computers 

-3.0 

0.96  a 

B 

C 

Hancock  Large  Cap  Equity-A^' 

0.7 

1.23 

A+ 

F      Fidelity  Select-Electronics 

1.6 

0.88  a 

•D 

A* 

Hancock  Regional  Bank-A 

5.4 

1.28 

C 

B      Fidelity  Select-Energy  Service 

0.6 

1.07  a 

•A 

D 

Hancock  Small  Cap  Equity-A^^ 

3.6 

1.35  a 

B 

B      Fidelity  Select-Health  Care 

6.0 

0.98  a 

•A 

D 

Hancock  Small  Cap  Growth-A 

-2.6 

1.41 

A+ 

D      Fidelity  Select-Software/Comp  Svc 

5.4 

1.00  a 

D 

B 

Hancock  Sovereign  Investors-A 

0.7 

1.10 

A+ 

F      Fidelity  Select-Technology 

-0.2 

0.95  a 

A 

D 

Harbor  Capital  Appreciation 

0.0 

0.67 

•D 

B      Fidelity  Small  Cap  Independence 

1.0 

0.86  a 

A 

D 

Hartford  Growth  Opportunities-L^^ 

0.2 

1.04 

C 

C      Fidelity  Spartan  500  Index 

0.3 

0.19  a 

B 

A 

Heartland  Value  Fund 

5.7 

1.29 

B 

0      Fidelity  Stock  Selector 

-1.2 

0.81 

A 

D 

lOEX  Janus  Growth-A 

-2.8 

1.49  at 

B 

C      Fidelity  Trend  Fund 

-2.6 

0.74 

D 

B 

Invesco  Core  Equity-lnv^' 

0.3 

0.96 
1.00 

C 

D      Fidelity  Utilities  Fund 

-3.1 

0.94 

A 

D 

Invesco  Dynamics-lnv 

-1.4 

D 

A      Fidelity  Value  Fund 

3.6 

0.93 

A 

B 

Invesco  Financial  Services-lnv 

4.6 

1.27 

♦B 

C      Fifth  Third  Equity  lndex-A° 

-0.1 

0.65 

B 

F 

Invesco  Growth-inv^^ 

-13.4 

1.16' 

•B 

C      Fifth  Third  Quality  Growrth-A 

-0.5 

1.28  a 

B 

B 

Invesco  Health  Sciences-lnv 

4.4 

1.31 

•C 
•0 

C      Fifth  Third  Small  Cap  Growth-A^ 

-1.5 

1.18 

A 

B 

Invesco  Leisure-lnv 

13.5 

1.40 

B      First  American  Equity  Income-A 

3.0 

1.00 

•A 

D 

Invesco  Small  Co  Growth-lnv 

0.6 

1.29 

♦3 

C      First  American  Equity  Index-A 

-0.1 

0.60  a 

A* 

F 

invesco  Technology-lnv 

-6.9 

1.37 

a 

B      First  American  Large  Cap  Value-A 

-2.2 

1.05  a 

D 

B 

Invesco  Total  Return-lnv 

-0.1 

1.27 

c 

B      F  irst  American  Mid  Cap  Core-A^° 

1.6 

1.20  a 

C 

B 

Investment  Co  of  America-A 

4.7 

0.57 

•A 

O      Fiisthand  Technology  Value 

-8.7 

1.84  a 

•A 

F 

Janus  Enterprise  Fund 

-0.2 

0.92 

Rvoyajr  reiun-  7/31/97  throush  7/31/02    •  Fund  ralod  tor  Ihroo  periods  only;  maximum  allowable  grade  A    a:  N 
Omwh.  "Foniifrly  Firstar  MIdCap  Coro  Equity   "Formerly  Franklin  Growth  &  Income.  "Formerly  Franklin  Califo 
John  Hani  ucl'  Sntall  Can  \in\ilv    '*Fornicrlv  Forlii  Growtti  Fund,   "Fonncrly  Invcsco  Eqully  Income.   '"Formerly  In 

Qt  of  absorption  of  expenses  by  fund  sponsor.  ^Formerly  Kent  Index  Equity.  ^Formerly  Kent  Small  Company        Ijj 
nia  Growth-  '^Formerly  Franklin  Small  Cap  Growth  1.  '^Formerly  John  Hancock  Urge  Cap  Value.  '^Formerly        H 
vesco  Blue  Chip  Growth    Sources  Forbes  Upper:  Morningstar                                                                                   H 
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Are  you  giving  your  employees  the  tools 
for  retirement  that  you  would  want  for  yourself? 

At  CIGNA,  we  provide  retirement  benefits  that  satisfy  both  the  ennployee  and  the  benefits  manager 
I  in  you.  With  CIGNA's  Workplace  Financial  Solutions^  every  retirement  service  we  offer  is  customized  for  your 
particular  needs.  As  an  employee,  you'll  find  online  investment  guidance  that  allows  you  to  tailor  your 
retirement  savings  goals  to  your  individual  life-stage.  Arid  a  roster  of  high-quality  investment 
options  as  well.  As  a  benefits  manager,  you'll  find  that  CIGlSlA's  hassle-free  plan  administration  Ml  f# 

will  help  you  to  manage  your  company's  retirement  plan  rhbre  effectively  Because  when  things         4^*»^? 
are  working  better  for  your  employees,  you  feel  a  lot  better,  too.  A 

For  more  on  the  retirement,  health,  life  arid  disability  benefits  that  work  for  you  CiGNA 


and  your  employees,  visit  us  at  www.cigna.com. 


Cigna 

A  Business  of  Caring. 


Health 


Life     and 


B  M  PLOYEE     BENEFITS 


Fund  Survey  |  Stock 

■ 

MARKET 

PERFORMANCE 

UP      DOWN 

Fund 

5- YEAR 

ANNUALIZED 

TOTAL 

RETURN 

ANNUAL 

EXPENSES 

PER 

$100 

MARKET 

PERFORMANCE 

UP      DOWN 

A     T 

Fund 

5- YEAR 

ANNUAUZED 

TOTAL 

RETURN 

ANNUAL     IH 
EXPENSES   ■ 

B 

D      Janus  Fund 

-0.4% 

$0.84 

c 

B 

NB  Guardian  Fund-lnv 

-4.2% 

$0.84    Vi 

•A 

C      Janus  Growth  &  Income 

4.9 

0.87 

c 

B 

NB  Partners  Ftend-lnv 

-1.9 

0.84    lA 

•A 

D      Janus  Mercury  Fund 

2.9 

0.89 

B 

D 

New  Economy  Fund-A 

0.8 

0.82     1 

A 

D      Janus  Twenty  Fund 

0.6 

0.84 

c 

C 

Nicholas  Fund 

-1.9 

0.73     IL 

A 

D      Janus  Venture  Fund 

2.3 

0.87 

•B 

•c 

Northern  Growth  Equity 

0.7 

1.00  a  II 

C 

C      JP  Morgan  Growth  &  Income-A 

-1.4 

1.30 

•D 

A+ 

Oakmark  Fund-I 

2.9 

1.15     1  VJ 

•D 

A      Lazard  Small  Cap-Open 

0.6 

1.13 

C 

C 

One  Group  Diversified  Equity-A 

0.3 

1.20        \ 

B 

B      Legg  Mason  Special  Invest-P 

6.4 

1.79 

•C 

B 

One  Group  Diversified  Mid-Cap-A 

3.9 

1.18  a: 

B 

C      Legg  Mason  Value  Trust-P 

3.8 

1.69 

D 

B 

One  Group  Equity  Income-A 

0.5 

1.23        > 

B 

B      Liberty  Acorn  Fund-A 

8.3 

1.42 

•B 

C 

One  Group  Equity  Index-A 

-0.1 

0.60     W^ 

•C 

B      Liberty  Growth  &  Inc-A 

5.0 

1.32 

•B 

•D 

One  Group  Large  Cap  Growth-A 

-3.5 

118     11 

c 

A      Liberty  Select  Vaiue-A 

8.2 

1.22 

•D 

B 

One  Group  Large  Cap  Value-A 

-1.0 

121  y 

D 

C      Liberty  Utilities-A 

1.0 

1.19 

•A 

C 

One  Group  Mid  Cap  Growth-A 

6.2 

1.24     1 

•A 

•  C      Liberty  Young  Investor-Z^^ 

-2.2 

1.46 

•D 

A 

One  Group  Mid  Cap  Value-A 

77 

1.21 

C 

A+     Longleaf  Partners  Fund 

9.6 

0.94 

B 

C 

Oppenheimer  Capital  Apprec-A^° 

2.7 

1.03 

0 

A+    Longleaf  Partners  Small-Cap 

9.4 

0.96 

A 

D 

Oppenheimer  Discovery  Fund-A 

-2.9 

1.25     , 

D 

B      Lord  Abbett  Affiliated  Fund-A 

3.2 

0.80 

B 

D 

Oppenheimer  Grovirth  Fund-A 

-3.1 

1.06 

A 

D      Lord  Abbett  Developing  Growth-A 

-2.1 

1.11 

A 

C 

Oppenheimer  Main  St  Grow  &  Inc-A 

0.9 

0.86 

D 

A+     Lord  Abbett  Mid-Cap  Value-A 

11.0 

1.22 

D 

B 

Oppenheimer  Quest  Value-A 

0.0 

1.57 

C 

C      Lutheran  Brotherhood  Fund-A 

-2.7 

0.96 

C 

C 

Oppenheimer  Total  Return-A 

0.9 

0.90 

A 

D      MainStay  Capital  Appreciation-A 

-2.7 

1.10 

A+ 

F 

PBHG  Growth  Fund 

-6.9 

1.25 

•B 

C      MainStay  Equity  Index  Fund-A 

-0.3 

0.97 

D 

A 

Pennsylvania  Mutual-lnv 

8.1 

0.99 

D 

B      MainStay  Value  Fund-A 

-0.8 

1.20 

C 

D 

Phoenix-Engemann  Capital  Grow-A 

-73 

1.17 

B 

A      Mairs  &  Power  Growth  Fund 

8.6 

0.76 

B 

D 

Pimco  Growth  Fund-A 

-1.5 

1.15 

A 

C      Managers  Special  Equity 

3.1 

1.30  a 

C 

A 

Pimco  Renaissance  Fund-A 

11.1 

1.25 

F 

A      Merger  Fund 

6.7 

1.34 

•A 

D 

Pimco  Target  Fund-A 

3.3 

1.20 

•B 

•  A      Meridian  Value  Fund 

16.0 

1.10 

D 

A 

Pioneer  Equity  Income-A 

3.3 

1.08 

D 

B      Merrill  Lynch  Balanced  Capital-D 

0.6 

0.84 

C 

B 

Pioneer  Fund-A 

3.1 

1.14 

C 

B      Merrill  Lynch  Basic  Value-D 

1.5 

0.81 

B 

D 

Pioneer  Growth  Shares-A 

-5.7 

1.18 

•A 

D      Merrill  Lynch  Fundamental  Growth-D 

0.6 

1.04 

B 

D 

Pioneer  Mid  Cap  Growth-A^^ 

-2.8 

0.87 

C 

B      Merrill  Lynch  Healthcare-D 

11.5 

1.52 

C 

A 

Pioneer  Mid  Cap  Value-A 

3.5 

1.24 

B 

A      Merrill  Lynch  Small  Cap  Value-D 

8.0 

1.25 

D 

B 

Pioneer  Value-A 

-2.8 

1.01 

B 

D      MFS  Capital  Opportunities-A 

0.4 

1.18  a 

•B 

C 

T  Rowe  Price  Blue  Chip  Growth 

0.5 

0.96 

k* 

D      MFS  Emerging  Growth-A 

-7.1 

1.18 

F 

A* 

T  Rowe  Price  Capital  Appreciation 

9.2 

0.86 

B 

D      MFS  Growth  Opportunities-A 

-3.8 

0.90 

•D 

B 

T  Rowe  Price  Dividend  Growth 

1.4 

0.82 

A 

D      MFS  Mass  Invest  Growth  Stock-A 

1.9 

0.94 

D 

A 

T  Rowe  Price  Equity  Income 

4.0 

0.80 

C 

C      MFS  Mass  Investors  Trust-A 

-1.7 

0.91 

C 

C 

T  Rowe  Price  Equity  Index  500 

0.2 

0.35  a 

•A 

D      MFS  Mid  Cap  Growth-A 

0.8 

1.26 

D 

B 

T  Rowe  Price  Growth  &  Income 

-0.4 

0.81 

B 

D      MFS  Research  Fund-A 

-2.5 

0.99 

B 

C 

T  Rowe  Price  Growth  Stock 

2.5 

0.77 

•C 

D      MFS  Utilities  Fund-A 

0.0 

1.05  a 

•B 

B 

T  Rowe  Price  Mid-Cap  Growth 

6.4 

0.89 

B 

D      MS  American  Opportunities-A 

2.1 

0.81 

B 

0 

T  Rowe  Price  New  America  Growth 

-45 

0.99 

D 

B      MS  Dividend  Growth-A 

0.2 

0.73 

F 

A 

T  Rowe  Price  New  Era 

2.1 

0.72 

•B 

D      MS  Growth-A 

-1.2 

1.11 

A 

D 

T  Rowe  Price  New  Horizons 

-0.1 

0.91  . 

•B 

B      MS  Health  Sciences-A 

10.6 

1.35 

k* 

F 

T  Rowe  Price  Science  &  Technology 

-10.1 

1.00 

D 

B      MS  Strategist-A 

2.2 

0.85 

C 

B 

T  Rowe  Price  Small-Cap  Stock 

5.3 

0.98 

F 

C      MS  Utilities-A 

1.3 

0.90 

D 

A* 

T  Rowe  Price  Small-Cap  Value 

6.8 

0.89 

1  c 

B      MS  Value-Added  Marl<et-Equity-A 

3.6 

0.84 

C 

C 

T  Rowe  Price  Spectrum  Growth 

0.7 

0.87 

B 

B      Muhlenkamp  Fund 

6.0 

1.21 

C 

B 

Prudential  Equity  Fund-A 

-1.6 

0:93  a 

•B 

C      Munder  Index  500-A 

-0.1 

0.51a 

D 

B 

Prudential  Small  Company-A 

-2.6 

1.31a 

k   D 

B     Nations  Value-lnv  A 

-0.5 

1.19 

D 

B 

Prudential  Utility  Fund-A 

0.6 

0.80  a 

B 

C      NB  Focus  Fund-lnv 

-1.5 

0.83 

0 

B 

Prudential  Value-A 

0.9 

1.08  a 

C 

A      NB  Genesis  Fund-lnv 

79 

1.11 

•D 

•B 

Putnam  Asset  Allocation  Growth-A 

0.4 

1.25 

Five-ye»rfelum  7/31/97  l^  -  r'  7  31  02    •  Fund  rated  for  three  periods  only; 
Oppcnheimcf  Regency  prioi           ,  -■  1991  merger    Turrnerly  Pioneer  Mib-Cap 

maximum  allowable  grade  A.  a  N 
Sources  Forbes:  Upper.  Mornin 

er  of  absorptron  of 

e)q)enses  by  fund  sponsor  '^Formerly  SteinRoe  Young  Investo 

_.„.„.  , 
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BMW  demands  that  their  cars 
move  with  precision. 

Even  when  they're  on  the  back  of  a  tFtidc« 
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BV 


Cognos— the  business  intelligence  inside  the  world's 
most  intelligent  businesses. 


Fund  Survey  !  Stock 


MARKET 

PERFORMANCE 

UP      DOWN 


•  B       C      Putnam  Capital  Appreciation-A 


5- YEAR  ANNUAL 

ANNUALIZED  EXPENSES 

TOTAL  PER 

RETURN  $100 


-3.7%      $1.00 


MARKa 

5- YEAR 

ANNUAL     1 

PERFORMANCE 

ANNUALIZED 

EXPENSES  ■ 

UP     DOWN 

TOTAL 

PER    n 

▲      T      Fund 

RETURN 

$iao    ■ 

•B 


SPDRs 


0.2%      $0.12 


D       A      Putnam  Equity  Income-A 


3.0 


0.97 


•B       C      SSgA  S&P  500  Index 


0.3 


0.17  a 


B      Putnam  Fund  for  Growth  &  Inc-A 


-0.2 


0.82 


State  St  Research  Investment-A 


-1.9 


1.11a 


B      Putnam  Health  Sciences-A 


3.2 


0.96 


D       A      State  St  Research  Mid  Cap  Value-A 


6.7 


1.27  a 


B 


Putnam  Investors  Fund-A 


-2.7 


0.89 


C      STI  Classic  Capital  Appreciation-lnv 


1.2 


A+     F      Putnam  New  Opportunities-A^^ 


-4.1 


0.89 


B      STI  Classic  Growth  &  income-lnv 


1.4 


1.86  a 


1.18  a 


A*      F      Putnam  OTC  &  Emerging  Growth-A 


-14.1 


1.04 


STI  Classic  Value  Income  Stock-lnv 


0.7 


1.28 


Putnam  Utilities  Growth  &  Inc-A 


-2.0 


1.05 


B       C      Strong  Advisor  Common  Stock-Z 


3.1 


1.30 


Putnam  Vista  Fund-A 


-2.6 


0.89 


•A       D      Strong  Growth-lnv 


0.2 


1.20 


A      D      Putnam  Voyager  Fund-A 


0.2 


0.88 


B       D      Strong  Large  Cap  Growth-lnv 


-1.4 


1.10 


Putnam  Voyager  ll-A 


-4.0 


1.10 


B       B      Strong  Opportunity-lnv 


4.3 


1.30 


•B     'C      Rainier  Core  Equity 


1.7 


1.11 


B      Third  Avenue  Value 


5.1 


1.07 


•C       A      Royce  Low  Priced  Stock-lnv 


12.6 


1.49  a 


•B       B      TorrayFund 


4.9 


1.07 


•D       A      Royce  Premier  Fund-lnv 


6.7 


1.19 


A      Tweedy,  Browne  American  Value 


4.3 


1.36 


•D       A+     Royce  Total  Return-lnv 


8.7 


1.24  a 


USAA  Mutual-Aggressive  Growth 


-2.4 


A+     F      RS  Emerging  Growth 


4.5 


1.37 


USAA  Mutual-Growth 


-10.0 


C      Russell  Diversified  Equity-S 


-1.6 


0.99 


B      USAA  Mutual-Growth  &  Income 


-0.7 


0.89 


C       C      Russell  Quantitative  Equity-S 


0.7 


0.98 


B      USAA  Mutual-Income  Stock 


2.2 


0.67 


A+     Russell  Real  Estate  Secs-S 


6.5 


1.18 


A      Vanguard  Energy  Fund-lnv 


4.4 


0.41 


B       B      Russell  Special  Growth-S 


2.7 


1.27 


A      Vanguard  Equity  Income-lnv 


4.0 


•A     'D      RydexOTC-lnv 


-3.9 


1.16 


B       C      Vanguard  Explorer  Fund-lnv 


4.1 


0.47 


0.72 


C       C      Safeco  Equity  Fund 


-3.3 


0.94 


B       D      Vanguard  Extended  Mkt  Index-inv'* 


-0.1 


B       C      Safeco  Growth  Opportunities 


0.0 


1.03 


C       C      Vanguard  500  Index-lnv^'' 


0.4 


0.18 


B       B      Salomon  Brothers  Capital-A 


7.7 


1.07 


B       C      Vanguard  Growth  &  income-lnv 


1.3 


0.44 


B  '    Salomon  Brothers  Investors  Value-A 


2.9 


1.03 


•A       D      Vanguard  Growth  Equity 


-2.5 


0.77 


C      Schwab  Small  Cap  Index-Select 


0.6 


0.38  a 


•A       D      Vanguard  Growth  Index-lnv^^ 


-0.1 


0.22 


C       C      Scudder  Blue  Chip-A 


-2.2 


1.22 


B       A      Vanguard  Health  Care-inv 


15.7 


0.34 


B       D      Scudder  Capital  Growth  Fund-A 


-2.5 


1.16 


B       D      Vanguard  Morgan  Growth-lnv 


0.0 


B       A      Scudder-Dreman  High  Return  Equity-A 


4.3 


1.29 


C      Vanguard  Primecap  Fund-lnv 


4.6 


0.49 


•D       A      Scudder-Dreman  Small  Cap  Value-A^^ 


-1.4 


1.49 


B       C      Vanguard  Small-Cap  Index-lnv^" 


0.8 


0.27 


Scudder  Growth  &  Income-A 


-4.4 


1.02 


•B       C      Vanguard  Total  Stock  Mkt  Index-lnv^" 


0.4 


0.20 


B 


Scudder  Growth-A 


-7.1 


1.02 


B       D      Vanguard  US  Growth-lnv 


-8.8 


0.53 


•B       D      Scudder  Large  Company  Growth-A 


-3.6 


1.32 


B      Vanguard  Utilities  Income 


1.6 


0.37 


C       B      Scudder  Large  Company  Value-A 


0.3 


1.12 


•C       B      Vanguard  Value  Index-lnv^* 


0.1 


0.22 


A+ 


Scudder  Technology-A 


-3.8 


1.03 


B      Vanguard  Windsor  Fund-lnv 


1.3 


C       C      Security  Equity  Fund-A 


-2.7 


1.02 


A      Vanguard  Windsor  ll-lnv 


2.5 


0.45 


0.39 


B       C      Selected  American  Shares 


3.4 


0.94 


A      VanKampen  Comstock  Fund-A 


6.4 


0.87 


A       D      Seligman  Capital  Fund-A 


3.4 


1.08 


H*     0      VanKampen  Emerging  Growth-A 


3.9 


A+     D      Seligman  Communications  &  Info-A 


-2.5 


1.44 


B       D      VanKampen  Enterprise  Fund-A 


-4.4 


0.93 


1.05 


B       D      Seligman  Growth  Fund-A 


-4.7 


1.24 


C       B      VanKampen  Growth  &  Income-A 


5.4 


0.84 


B      Sentinel  Common  Stock-A 


0.4 


1.06 


C      VanKampen  Pace  Fund-A 


-4.3 


C       A      Sequoia  Fund 


9.3 


1.00  a 


B      Victory  Diversified  Stock-A 


4.4 


0.87 


1.09 


B       A+     Skyline  Fund-Special  Equities 


3.2 


1.49  a 


B      Waddell/Reed  Accumulative-A 


5.8 


A       C      SB  Aggressive  Growth-A 


9.7 


1.17 


C      Waddell/Reed  Core  Investment-A 


0.9 


B       SB  Appreciation  Fund-A 


3.4 


0.92 


A       D      Waddell/Reed  New  Concepts-A 


3.9 


B      SB  Fundamental  Value-A 


4.8 


1.02 


A+     D      Waddell/Reed  Science  &  Tech-A 


12.8 


SB  Growth  &  Income-A 


-2.5 


1.17 


B       D      Waddell/Reed  Vanguard-A 


3.0 


B       0      SB  Large  Cap  Corc-A 


0.4 


1.34 


A*    Wasatch  Core  Growth 


14.5 


SB  Large  Cap  Value-A 


-1.2 


0.89 


B       A      Wasatch  Small  Cap  Growth 


11.6 


SB  Premium  Total  Return-A 
Sound  Shore  Fund 


0.2 


1.08 


A      Washington  Mutual  Investors-A 


4.4 


1.9 


0.98 


Weitz  Partners  Value 


11.6 


Flve-ye«r  return  7/31/97  through  7/31/02 
1992  merger.  "Formerly  Scudder  Small  C 


1.04 


0.98 


1.36 


1-32  j 


1.11 


1.32 


1.36 


0.65 


1.13 


vnd  for  three  periods  only;  maximum  allowable  grade  A.  a:  Net  of  absorption  of  expenses  by  fund  sponsor.  Reflects  performance  of  Information  Sciences  prior  to  March 

Mdv  impose  annual  $10  account  maintcnvince  fee.   Sources:  Forbes;  Upper.  Morningstar 
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Mutual  fund  investing  involves  risks,  including  the  possible  loss  of  principal. 


MARSICO 

FUNDS' 

pmg  you  appreciate  life 


-.Wig^fOI^^J.',, 


_..,.._,,,_  _.       Cirsico  Funds  feel  tfie  same  v/ay  you  do  about  investing.  For  you 

and  for  us,  investing  is  not  an  end  in  itself  but  an  important  means  of  achieving  the  things 
that  matter  in  life.  That's  \^Uy  v/e  invest  in  the  Marsico  Funds  alongside  our  shareholders. 
Because  all  of  us  have  hopes  and  dreams  that  are  worth  achieving.  For  more  complete 
information  regarding  Marsico  Funds,  including  fees  and  expenses,  call  888-860-8686 
or  visit  marsicofunds.com  for  a  prospectus.  Please  read  it  carefully  before  investing. 


©2002  Marsico  Capital  Management,  LLC.     UMB  Distribution  Services,  LLC,  Distributor 


ADVERTISEMENT 

This  PGA  TOUR  Feature  Is  Brought  to  You  by  the  People  of  PricewaterhouseCoopers 


! 


A  SPORT  OF  INTEGRITY 


AS  THE  PGA  TOUR  FALL  FINISH  BEGINS,  AMERICA 
CAN  TUNE  IN  FOR  SOME  LESSONS  IN  ETHICS 


It  was  the  third  round  of  the  Western  Open  back  in  1998,  and  every  stroke  was 
crucial.  PGA  TOUR  member  Joe  Durant  took  one  last  look  at  the  hole  as  he 
lined  up  a  birdie  putt  on  Cog  Hill's  par-3  sixth  hole.  Yet  when  he  glanced  down 
at  the  ball  again,  Durant  noticed  a  subtle  change:  The  logo,  which  had  been 
facing  toward  the  hole,  had  rolled  a  tiny  distance  and  was  now  facing  down- 
ward toward  the  green.  It  was  an  incident  witnessed  only  by  his  own  conscience 
—  yet  it  was  enough  for  him  to  call  a  one-stroke  penalty  on  himself. 
Fortunately,  Durant  managed  to  hold      inside  a   conference   room.    But  aside 


on  to  both  honesty  and  victory,  as  he 
went  on  to  win  his  first  TOUR  title  the 
next  day.  More  than  just  an  isolated  act 
of  personal  ethics,  however,  Durant's 
action  exemplifies  the  integrity  at  the 
heart  of  professional  golf.  As  the  1 2-tour- 
nament  PGA  TOUR  Fall  Finish,  present- 
ed by  PricewaterhouseCoopers  (PwC), 
begins,  integrity  is  one  aspect  of  this 
sport  of  nuances  that  compels  millions 
of  fans  to  follow  along. 

For  decades,  golf  and  business  have 
been  partners.  Across  the  world,  execu- 
tives are  as  comfortable  conducting 
business  on  a  rolling  fairway  as  they  are 


from  providing  a  pleasant  venue  for 
sport,  relaxation  and  business  chat,  golf 
offers  a  model  of  behavior  that  all  of 
America  can  appreciate. 

For  one  thing,  professional  golfers  com- 
pete with  an  unsurpassed  combination  of 
honor,  sportsmanship  and  tenacity.  In  golf, 
there  are  no  umpires  second-guessing 
the  players'  calls,  nor  are  there  whistle- 
blowing  referees  itching  to  give  them  a 
time-out  in  the  penalty  box.  Instead,  golf  is 
the  very  essence  of  self-regulation,  a  game 
in  which  the  rules  are  upheld  by  each 
player's  individual  commitment  to  them. 
Grueling  as  their  challenges   may  have 


By  Curtis  R 

been,  victors  traditionally  tip  their  hatjj 
their  opponents  at  the  end  of  the  final  hf 

Highlighting  this  spirit  of  fair  competil 
and  professionalism  over  the  remain 
of  the  season  is  the  PGA  TOUR 
Finish,  which  offers  a  $1  million  bor 
pool  to  the  top  three  performers  from ' 
season's  final  12  tournaments.  The  act 
begins  with  the  Air  Canada  Champions 
in  Surrey,  British  Columbia,  from  Aug^ 
29  to  September  1,  and  concludes  v\ 
the  TOUR  Championship  presented: 
Dynegy  at  the  East  Lake  Golf  Club 
Atlanta  from  October  30  to  November 
Previous  Fall  Finish  winners  include  E 
Estes  in  2001  and  Tiger  Woods  in  20C 

While  the  PGA  TOUR  relies  on  pla 
dedication  and  fan  loyalty  for  a  succesf 
Fall  Finish,  it  also  counts  on  the  powef 
support  of  PwC,  which  is  celebrating 
third  year  as  the  official  sponsor, 
addition,  the  company  has  had  a  < 
year  marketing  relationship  with  1 
TOUR  as  its  "Official  Professio 
Services  Firm."  PwC  also  is  a  proud  s^ 
porter  of  the  World  Golf  Foundatio 
First  Tee  Program,  which  brings  golf 
kids  who  previously  haven't  had  ex| 
sure  to  the  game  and  its  positive  valu 

It  is  more  than  a  shared  love  of  golf  t 
has  cemented  the  long-term  partners 
between  the  PGA  TOUR  and  PwC.  "( 
association  with  PricewaterhouseCoop 
aligns  two  organizations  with  sim 
values  of  integrity,  fair  play,,  qua! 
leadership,  and  commitment  to  charit 
says  Tom  Wade,  PGA  TOUR  senior  v 
president  and  chief  marketing  officer. 

Now   that's  something  you   can 
your  hat  to. 


THE   SOFTEST 
PILLOW    IS 
A    CLEAR 
CONSCIENCE. 

V 


"RULES,    REGULATIONS,    LAWS, 
PROCESSES,    EVEN    THE    HOST 
PROGRESSIVE    TECHNOLOGY 
ARE    NOT    ENOUGH.    WITHOUT 
PERSONAL    INTEGRITY    AS    THE 
FOUNDATION    FOR    REPORTED 
INFORMATION,    THERE    CAN   "BE 
NO    PUBLIC    TRUST." 


> 


Investor  trust  has  been  shaken  to  its  very  core, 
and  it  is  dangerously  close  to  crumbling.  Intelligent 
and  sweeping  changes  must  be  made.  Now.  How  do 
executives,  boards,  CEOs,  auditors  and  accountants 
get  shareholders  and  the  investing  public  to 
believe  or.  better  yet.  trust  that  the  information 
they  get  in  corporate  financial  statements  has 
been  reported  with  accuracy  and  honesty? 
By  creating  a  new.  global  model  of  corporate 
reporting.  By  making  financial  information  far  easier 
to  understand  and  accessible  to  every  investor  As 
conversations  about  investor  reform  multiply,  it's 
time  for  everyone  in  the  corporate  reporting  supply 
chain  to  stand  up  and  be  accountable  for  change.  Let 
the  book  Building  Public  Trust  The  Future 
of  Corporate  Reporting  stand  for  our  commitment 
to  reform. 


PricewaTerhouseQopers  § 


BUILDING  PUBL'IC  TRUST 


Available  at  booksellers  everywhere  and  Amazon.com 
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TOTAL 

RETURN 
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c 

A 

Weitz  Value  Fund 

11.3% 

$1.06 

B       D 

Delaware  Balanced  Fund-A 

-2.6% 

$1.30  r 

■ 
B 

A 

Wells  Fargo  SIFE  Special  Finl-A^^ 

3.8 

1.35 

A«      D 

Deutsche  Flag  Value  Builder-A 

2.3 

1-11  .it 

•A 

D 

While  Oak  Growth  Stock 

-4.9 

0.95  a 

C       A 

Dodge  &  Cox  Balanced  Fund 

79 

0.53    1 

C 

B 

WM  Growth  &  Income-A 

1.7 

0.92 

D       B 

Dreyfus  Lifetime  Growth  &  inc-lnv 

1.8 

1.13    ! 

B 

B 

WM  West  Coast  Equity-A« 

10.4 

1.01 

C       C 

Dreyfus  Premier  Balanced-A 

-0.2 

1.25    1 

Balanced  Funds 

B       C 

Eclipse  Asset  Manager 

3.4 

0.83    j 

C       C 

Evergreen  Balanced-A 

1.5 

0.97    i 

B 

C 

ABN  Amro/Chicago  Capital  Balanced-N^ 

5.3 

1.07 

C       D 

Evergreen  Foundation  Fund-A 

0.2 

1.34 

A 

D 

AIM  Balanced  Fund-A 

-0.3 

1.01 

D        B 

Federated  Stock  &  Bond-A 

2.4 

1.31  at 

A 

D 

Alger  Fund-Balanced-A 

5.5 

1.20 

C       D 

Fidelity  Adv  Balanced-T 

0.3 

1.20  a{ 

B 

B 

Alliance  Balanced  Shares-A 

5.5 

1.17 

B       C 

Fidelity  Asset  Manager 

3.7 

0.73  a  1 

D 

B 

American  AAdvantage  Balanced-PA 

2.8 

0.84 

B       B 

Fidelity  Balanced  Fund 

5.6 

0.67  a\ 

D 

A 

American  Balanced  Fund-A 

6.4 

0.68 

A+      F 

Fidelity  Convertible  Securities 

8.3 

0.76    !; 

C 

C 

American  Century  Balanced  Fund-lnv 

1.6 

0.90 

D       A 

Fidelity  Freedom  2000 

5.7 

0.07  a' 

A 

D 

American  Century  Strat  Alloc-Agg-lnv 

3.7 

1.20 

B       B 

Fidelity  Freedom  2010 

4.8 

0.07  a 

A 

D 

ARK  Balanced-A 

4.1 

1.02 

A       0 

Fidelity  Freedom  2020 

3.1 

0.07  a  1 

B 

D 

AXP  Managed  Allocation-A 

-0.8 

0.97 

A*      F 

Fidelity  Freedom  2030 

1.9 

0.07  ai' 

C 

D 

AXP  Mutual  Fund-A 

-4.5 

0.87 

F       A+ 

Fidelity  Freedom  Income 

5.4 

0.07  all 

A 

B 

Calamos  Convertible  Fund-A 

8.2 

1.20  a 

C       B 

Fidelity  Puritan  Fund 

3.6 

0.64  a)  1 

A* 

B 

Calamos  Convertible  Growth  &  Income-A 

12.8 

1.40 

A       D 

Fifth  Third  Balanced  Fund-A 

1.5 

1.26  a 

B 

D 

Calvert  Social  Inv-Balanced-A 

0.8 

1.20 

B       D 

First  American  Balanced-A^ 

1.4 

1.22  a,, 

B 

D 

CGM  Mutual  Fund 

-2.0 

1.10 

D       A 

Franklin  Income  Fund-A 

4.1 

0.73    ]' 

B 

C 

Columbia  Balanced  Fund 

2.3 

0.67 

C       C 

Galaxy  Asset  Allocation-A 

0.5 

1.33     1^ 

«             *»••••*                           ««**^*«             *•#««•                     «                                 *•«••• 

*                                    •         «      » 

i           :     : 

Our  composite  index  reflects  an  impressive  variety  of  companies.  And  has  successfully  demonst  isi 
from  global  leaders  to  niche  players  finds  a  near-ideal  environment  for  their  one  commor  i, 
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PER 
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1      c 

Hartford  Advisers  Fund-A 

2.9% 

$1.22  a 

c 

B 

Pax  World  Balanced  Fund 

6.4% 

S0.94 

B 

IDEX  Janus  Balanced-A 

7.6 

1.64 

B 

0 

Phoenix-Oakhurst  Balanced  Fund-A 

3.3 

1.00 

A 

Income  Fund  of  America-A 

4.9 

0.62 

D 

B 

Phoenix-Oal<hurst  Income  &  Growth-A 

2.0 

1.26 

D 

Invesco  Balanced  Fund-lnv 

0.8 

1.07 

A* 

F 

Pimco  StocksPtus-A 

0.1 

1.05 

B 

Janus  Balanced  Fund 

8.2 

0.85 

c 

c 

T  Rowe  Price  Balanced  Fund 

3.1 

0.83 

D 

Liberty  Fund-A 

-0.1 

1.13 

C 

B 

T  Rowe  Price  Personal  Strategy  Bal 

3.5 

1.02 

B 

MainStay  Convertible-A 

4.8 

1.29 

B 

c 

Pt  udential  Active  Balanced-A 

1.9 

1.21a 

D 

Mainstay  Total  Return  Fund-A 

0.8 

1.21 

A 

D 

Putnam  Asset  Allocation  Balanced-A 

1.3 

1.11 

•       A 

MFS  Total  Return-A 

5.6 

0.88 

D 

A 

Putnam  Asset  Allocation  Conserv-A 

2.6 

1.29 

C 

Nations  Asset  Aliocation-lnv  A 

1.9 

1.23  a 

A* 

F 

Putnam  Balanced-A 

1.3 

1.21 

f       B 

Nations  Convertible  Secs-lnv  A 

5.1 

1.24  a 

D 

A 

Putnam  Balanced  Retirement-A 

4.4 

1.08 

A 

Oaltmarlt  Equity  &  Income-I 

11.0 

0.98 

B 

D 

Putnam  Convertible  Income-Growth-A 

-1.4 

1.01 

C 

One  Group  Balanced  Fund-A 

2.8 

1.14 

D 

B 

George  Putnam  Fund  of  Boston-A 

2.7 

0.92 

B 

One  Group  investor  Balanced-A 

3.4 

0.45 

C 

C 

Schwab  MarketTrack  Balanced 

2.3 

0.50  a 

A* 

One  Group  Inv  Conservative  Growth-A 

4.0 

0.45 

B 

D 

Scudder  Balanced-S 

2.3 

0.77 

D 

Oppenlieimer  Capital  Income-A 

0.8 

0.91 

B 

0 

Scudder  Total  Return-A 

0.8 

0.99 

D 

Oppenheimer  Convertible  Secs-A 

1.8 

0.95 

D 

B 

SB  Allocation  Balanced-A 

2.1 

0.67 

,       0 

Oppenheimer  Multiple  Strategies-A 

2.7 

1.01 

B 

0 

SB  Balanced-A 

1.4 

1.02 

[     c 

Oppenheimer  Quest  Balanced  Value-A 

6.1 

1.47 

B 

c 

State  St  Research  Asset  Allocation-A^ 

3.9 

1.41 

,     c 

Oppenheimer  Quest  Oppor  Value-A 

1.4 

1.51 

C 

B 

STi  Classic  Balanced  Fund-lnv 

3.6 

1.32  a 

nerty  SIFE  Trust,  ^onnerly  WM  Growth  Fund  of  NorthMest. 

■year  return  7/31/97  through  7/31/02    a:  Nat  of  absorption  of  expenses  by  fund  sponsor  Tormerly  Alleghany/Chicago  Trust  Balanced.  ^Formerly  Firstar  Balanced  Growth. 

■erty  State  Street  Research  Strategic  Growth  A.  tnc    Sources.  Forbes.  Upper.  Morningstar 
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MARKET 

PERFORMANCE 

UP      DOWN 

▲     T      Fund 


5-YUR  ANNUAL 

ANNUAUZED  EXPENSES 

TOTAL  PER 

RETURN  $100 


A 

D 

SunAmerica  Balanced  Assets-A 

0.8% 

$1.44 

D 

A+ 

First  Eagte  SoGen  Global-A 

77% 

$1.39 

A* 

F 

UBS  Tactical  Allocation-A" 

1.0 

0.84 

F 

A* 

First  Eagle  SoGen  Gold-A 

4.8 

2.70' 

A 

C 

USAA  Invest-Balanced  Strategy 

4.4 

1.23 

B 

c 

First  Investors  Global  Fund-A 

-3.0 

1.77 

B 

c 

Vanguard  Asset  Allocation-inv 

3.4 

0.44 

B 

D 

Franklin  Global  Communications-A 

-11.5 

1.01  ^ 

B 

c 

Vanguard  Balanced  Index-lnv^ 

3.5 

0.22 

C 

c 

Franklin -Global  Health  Care-A 

-1.3 

1.17 

A 

D 

Vanguard  Convertible  Securities 

3.0 

0.71 

C 

B 

Franklin  Gold  &  Precious  Metals-A 

-0.8 

1.32^ 

D 

A 

Vanguard  LIfeStrategy  Conservative  Gr 

4.4 

0.28 

D 

A+ 

Franklin  Mutual-Discovery-A 

6.3 

1.37  i 

B 

C 

Vanguard  Lif  eStrategy  Moderate  Growtti 

3.0 

0.28 

D 

B 

Fremont  Global  Fund 

-1.3 

0.93  i 

B 

B 

Vanguard  STAR  Fund 

4.4 

0.37 

A 

D 

Gabelli  Global  Growth 

1.9 

1.75 

C 

B 

Vanguard  Tax-Managed  Balanced 

4.0 

0.19 

B 

D 

Gabelli  Global  Telecommunications 

0.1 

1.52^ 

F 

A+ 

Vanguard  Wellesley  Income-lnv 

7.5 

0.33 

C 

D 

Hancock  Global  Fund-A 

-11.7 

2.14 

C 

A 

Vanguard  Wellington  Fund-inv 

5.3 

0.36 

B 

D 

IDEX  Janus  Global-A 

-0.5 

1.63 

B 

B 

VanKampen  Equity  &  Income-A 

7.0 

0.82 

D 

B 

ING  Precious  Metals-A 

-1.2 

1.96  , 

A* 

D 

VanKampen  Harbor  Fund-A 

3.6 

0.99 

A 

D 

iNG  Worldwide  Growth-A' 

0.9 

1.85, 

C 

B 

Victory  Balanced  Fund-A 

3.1 

1.25  a 

C 

A 

Invesco  Adv  Global  Health  Sciences-A 

3.2 

1.55 

D 

A 

Waddell/Reed  Asset  Strategy-A 

7.8 

1.42 

F 

B 

Invesco  Gold  Fund-lnv 

-10.2 

2.10 

C 

C 

Waddell/Reed  Continental  Income-A 

2.3 

1.16 

A+ 

F 

Invesco  Telecommunications-lnv 

-9.8 

1.70  1 

A* 

F 

Waddell/Reed  Retirement-A 

0.2 

1.11 

B 

0 

Janus  Worldwide  Fund 

0.2 

0-8M 

A 

D 

Wells  Fargo  Asset  Allocation-A 

3.5 

0.99  a 

B 

C 

Liberty  Newport  Global  Equity-A 

-3.2 

1.39  1 

B 

B 

WM  Equity  Income-A 

4.6 

0.97 

C 

0 

Lord  Abbett  Global  Equity-A 

-4.2 

2.01] 

A 

C 

WM  Strategic-Balanced-A 

5.2 

1.02 

B 

D 

Mercury  Global  Holdings-A 

-6.3 

1.45  ' 

Global  Stock  Funds 

0 

A 

Merrill  Lynch  Global  Allocation-D 

4.8 

1.19* 

A 

C 

Merrill  Lynch  Global  SmallCap-D 

9.4 

1.54 

A 

D 

AIM  Global  Aggressive  Growth-A 

-4.0 

1.87 

C 

c 

Merrill  Lynch  Global  Value-O 

-1.3 

1.20. 

B 

C 

AIM  Global  Financial  Services-A 

72 

1.85 

C 

B 

Merrill  Lynch  Natural  Resources  Trust-D 

1.0 

1.37 

B 

D' 

AIM  Global  Growth-A 

-3.8 

1.68 

D 

A 

Merrill  Lynch  Utilities  &  Telecom-D 

1.9 

1.11 

D 

A+ 

AIM  Global  Health  Care-A 

12.0 

1.75 

D 

A 

MFS  Global  Asset  Allocation-A 

0.2 

1.45 

A* 

F 

AIM  Global  Science  &  Technology-A^ 

-177 

1.98 

C 

B 

MFS  Global  Equity-A 

0.5 

1.59  ' 

B 

B 

AIM  Global  Trends-A^ 

6.3 

2.00  a 

A 

D 

MFS  Global  Growth-A 

0.0 

1.52  c 

C 

C 

AIM  Global  Utilities  Fund-A 

-2.7 

1.12 

D 

A 

MFS  Global  Total  Retum-A 

3.7 

1.47 

B 

D 

Alliance  Global  Small  Cap-A 

-71 

2.14 

F 

D 

Midas  Fund 

-19.3 

2.83 

D 

B 

American  Century  Global  Gold-lnv 

-3.5 

0.68 

A+ 

F 

Montgomery  Gl  Tech,  Tel  &  Media-R^ 

-6.4 

1.69 

A 

C 

Atlas  Global  Grovtrth 

6.0 

1.40 

D 

B 

MS  Global  Dividend  Growth  Secs-A 

0.0 

1.16 

D 

B 

AXP  Global  Balanced-A 

-1.3 

1.45 

C 

B 

MS  Global  Utiltties-A 

3.7 

1.00 

B 

D 

AXP  Global  Growth-A 

-4.6 

1.18 

B 

C 

New  Perspective  Fund-A 

4.1 

0.78 

C 

C 

AXP  Precious  Metals-A 

-4.7 

1.83 

A 

C 

Oppenheimer  Global  Fund-A 

5.6 

1.12 

c 

A 

Capital  World  Growth  &  Income-A 

5.1 

0.78 

A 

D 

Oppenheimer  Global  Growth  &  Inc-A 

5.7 

1.22 

c 

C 

CDC  Nvest  Star  Worldwide-A 

-1.3 

2.12 

C 

C 

Oppenheimer  Gold  &  Special  Mins-A 

-0.8 

1.34 

B 

D 

Citizens  Global  Equity-Standard 

0.4 

1.82 

0 

A 

Oppenheimer  Quest  Global  Value-A 

-0.2 

1.71 

A 

D 

Credit  Suisse  Gl  Post-Venture  Cap-Corn^ 

5.1 

1.65  a 

B 

C 

Phoenix-Aberdeen  WW  Oppors-A 

0.9 

1.54 

A+ 

F 

Credit  Suisse  Global  Tech-Com" 

5.3 

1.67  a 

A 

B 

Pimco  RCM  Global  Healthcare-D^ 

14.5 

1.50  c 

B 

C 

Dreyfus  Premier  WW  Growth-A 

0.3 

1.19 

B 

C 

T  Rowe  Price  Global  Stock 

-1.0 

1.20  « 

A 

D 

Eaton  Vance  Information  Age-A 

3.5 

1.99  a 

B 

D 

Prudential  Global  Growth-A 

-2.8 

1.37  c 

B 

A 

Eaton  Vance  WW  Health  Sciences-A 

13.1 

1.71a 

B 

C 

Prudential  Natural  Resources-A 

4.7 

1.571 

C 

B 

Evergreen  Global  Leaders-A 

-1.2 

1.76 

D 

A 

Purisima  Total  Return 

5.0 

1.50  £  le 

A 

D 

Evergreen  Global  Opportunities-A 

2.0 

1.77 

A 

D 

Putnam  Global  Growth-A 

-5.1 

1.14 

D 

B 

Evergreen  Precious  Metals-A 

-0.9 

1.92 

C 

B 

Putnam  Global  Growth  &  Income-A 

-0.2 

1.50 

B 

C 

Exete'  World  Opportunities  Series-A 

2.9 

1.21 

F 

B 

RS  Contrarian 

-6.2 

2.22^  6 

C 

B 

Fidelity  Adv  Natural  Resources-T 

0.8 

1.41 

A 

0 

Scudder  Global  Discovery-S 

2.8 

1.51 

D 

A 

Fidelity  Global  Baki  irt  ti 

3.1 

1.29  a 

C 

c 

Scudder  Global  Fund-A 

-1.6 

•1.89|  ^ 

C 

C 

Fidelity  Select-Gold 

-1.6 

1.47 

D 

A 

Scudder  Gold  &  Precious  Metals-A 

-2.0 

1.87     , 

B 

C 

Fidelity  Worldwide  Fund 

-0.6 

1.14 

B 

C 

Security  Global  Fund-A 

4.1 

1.94 

*Formeriy  Bfinson  Tactical  Allocation,  'May  impusc  annua;    i-    ,i    uio!  maintenance  fee. 
Fivro-year  return  7/31/97  through  7/31/02,  a:  Nft  ol  absorpiion  ,    '    ,  .i,.i-s  by  (und  sponsor.  'Formerly  AIM  Glot 
merger  'Formerly  CSWP  Global  Posi-Venturo  Ciiiital    'Forn,.-r,\     :.' f^  Global  Tolecommunli;allons,  'Formerly 
HcHlihCiue  Sources  Forties  Lipprr,  Mornin^sr.c 

"r 

>al  Tolccom  &,  Technology.  'Rcdects  performance  of  AIM  Global  Consumer  Products  prior  10  August  2001        1 
'tigrim  Worldwide  Growth.  ^Formerly  Montgomery  Global  Communications,  'Formerly  Dresdner  RCM  Global   1 
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Talk  about  easy.  Our  company  now 
has  wireless  access  to  our  inventory. 
Real-time  information.  From  anywhere^ 


In  our  day,  if  you  wanted  to  know 
what  was  in  the  warehouse,  yjou 
had  to  walk  there  yourself.    | 


ANCEV1C  MANUFACTURING,  INC. 


Through  the  snow. 


tel  Wireless  Business  Solutions.  Now  you'll  never  have  to  say  "Imagine  what  I  could  have 
;  If..."  because  you'll  be  busy  doing  it.  And  it's  not  just  having  the  Internet  on  your  phone; 
eal-time  access  to  customer  data,  pricing,  inventory.  Whatever  drives  your  business, 
ime.  Anywhere.  On  a  variety  of  devices.  And  it's  all  possible  because  only  Nextel  has  a 
)nal  wireless  network  designed  specifically  to'carry  both  voice  and  data.  Call  toll  free 
Z-NEXTELC,  or  visit  nextel.com/WBS  to  see  how  we  can  help  you  outmaneuver  your  competition. 


52002  Nextel  Communications,  Inc.  All  rights  reserved.  Nextel  and  the  Nextel  logo  are  trademarks  and/or  service  marks  of  Nextel  Communications,  Inc. 

All  other  product  names  and  services  are  the  property  of  their  respective  owners. 
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MARKET 
PERFORMANCE 
■     UP      DOWN 

Fund 

5- YEAR 

ANNUALIZED 

TOTAL 

RETURN 

ANNUAL 

EXPENSES 

PER 

$100 

MARKET 

PERFORMANCE 

UP      DOWN 

A     ▼ 

Fund 

5- YEAR 

ANNUALIZED 

TOTAL 

RETURN 

ANNUAL 

EXPENSES 

PER 

$100 

B 

D 

Seljgman  Global  Growth-A 

-5.0% 

$1.79 

B 

A 

Rdelity  Pacific  Basin 

-1.7% 

$1.56 

C 

D 

Sellgman  Global  Smaller  Cos-A 

-6.5 

1.81 

•B 

B 

Fidelity  Southeast  Asia 

-6.1 

1.49    J 

A+ 

F 

Seligman  Global  Technology-A 

-2.1 

1.67 

•C 

•  c 

Galaxy  International  Equity-A 

-4.8 

1.34  a 

A 

D 

Smallcap  World  Fund-A 

-1.4 

1.09 

A* 

c 

GAM  international  Fund-A 

-10.1 

2.01 

C 

C 

State  St  Research  Global  Resources-A 

-1.9 

1.63  a 

A 

A 

Harbor  International  Fund 

-0.1 

0.91     . 

C 

B 

Templeton  Capital  Accumulator 

1.1 

1.05 

B 

F 

Invesco  European-lnv 

-6.9 

1.54     ' 

C 

C 

Templeton  Global  Opportunities-A 

-2.4 

1.41 

B 

C 

Ivy  International  Fund-A 

-78 

1.60 

D 

B 

Templeton  Global  Smaller  Cos-A 

-4.0 

1.46 

D 

D 

Japan  Fund-A 

-0.9 

1.40    ( 

D 

A 

Templeton  Growth  Fund-A 

3.8 

1.15 

•D 

•B 

Lazard  International  Equity-Open 

-3.4 

1.19 

C 

B 

Templeton  World  Fund-A 

1.4 

1.09 

B 

D 

Legg  Mason  Europe  Fund-P 

-5.6 

2.60  a; 

D 

A 

Tweedy,  Browne  Global  Value 

6.5 

1.38 

•B 

•C 

Liberty  Acorn  International  Fund-A 

1.4 

1.65 

F 

A+ 

UBS  Global  Balanced-A^ 

2.5 

1.30 

•B 

•D 

Loomis  Sayles  intl  Equity-Ret 

-2.9 

1.25    J 

D 

B 

UBS  Global  Equity-A^ 

-1.1 

1.26 

•C 

A 

Mercury  HW  International  Value-A 

0.7 

1.31 

D 

C 

US  Global  World  Precious  Minerals'° 

-12.9 

2.86 

C 

C 

Merrill  Lynch  Developing  Cap  Mkts-D 

-10.8 

1.90  i 

D 

A 

USAA  invest-Comerstone  Strategy 

0.1 

1.07 

B 

D 

Merrill  Lynch  Dragon-D 

-13.6 

1.91     i 

c 

B 

USAA  invest-Gold  Fund 

3.4 

1.68 

B 

A 

Merrill  Lynch  EuroFund-D 

4.5 

1.31   ■? 

B 

C 

USAA  Invest-World  Growth 

-3.4 

1.14 

A 

D 

Merrill  Lynch  Latin  America-D 

-10.7 

1.98 

D 

B 

Van  Eck  inti  Investors  Gold-A 

-4.5 

2.17  a 

D 

A* 

Merrill  Lynch  Pacific-0 

-2.9 

1.14    ^i 

C 

A 

Vanguard  Global  Equity 

3.4 

1.08 

C 

C 

Montgomery  Emerging  Markets-R 

-13.8 

1.98  a 

C 

B 

Vanguard  Precious  Metals 

1.6 

0.65 

A+ 

B 

MS  European  Growth-A 

1.4 

1.27  j 

D 

B 

VanKampen  Global  Eq  Allocation-A 

-1.1 

1.65 

C 

C 

MS  Pacific  Growth-A 

-12.4 

1.74     1 

Foreign  Stock  Funds 

•D 

•B 

Nations  International  Equity-inv  A 

-2.5 

1.40  4 

•B 

•A 

Oakmark  International  Fund-I 

3.2 

1.30    : 

•D 

B 

AIM  Developing  Markets-A 

-12.8 

1.76  a 

C 

D 

Phoenix-Aberdeen  International-A 

-3.1 

1.81 

D 

F 

AIM  Euroland  Growth-A 

-6.9 

1.89 

•A 

•C 

Pioneer  Europe  Fund-A 

-2.9 

1.76 

•B 

•C 

AIM  International  Growth-A^ 

-3.4 

1.57  a 

•C 

•A 

Preferred  International  Value 

2.3 

1.20    [ 

D 

D 

Alliance  International  Fund-A 

-6.9 

1.89  a 

B 

B 

T  Rowe  Price  European  Stock 

-0.9 

1.09 

A 

C 

Alliance  New  Europe-A 

-1.3 

1.79 

B 

C 

T  Rowe  Price  international  Discovery 

5.2 

1.38  ; 

•A 

•C 

American  Century  Intl  Growth-lnv 

-0.1 

1.21 

C 

C 

T  Rowe  Price  International  Stock 

-5.0 

0.90 

D 

D 

AXP  International  Fund-A 

-7.2 

1.28 

•F 

•D 

T  Rowe  Price  Japan 

-76 

1.25 

•D 

B 

BBH  European  Equity^ 

-0.8 

1.24 

•A 

C 

T  Rowe  Price  Latin  America 

-8.8 

1.49 

•C 

•B 

Bernstein  Tax-Managed  Intl  Value^ 

0.0 

1.25 

B 

C 

T  Rowe  Price  New  Asia 

-71 

1.22 

•D 

•C 

BlackRock  International  Equity-lnv  A 

-4.8 

1.54  a 

B 

B 

Principal  International  Fund-A 

-4.9 

1.42 

•B 

•B 

Wm  Blair  International  Growth-N 

7.5 

1.60 

C 

C 

Putnam  Asia  Pacific  Growth-A 

-8.9 

1.58   j 

•C 

•C 

Columbia  International  Stock 

-1.2 

1.56 

A 

B 

Putnam  Europe  Growth-A 

-1.0 

1.23 

•D 

•A 

Delaware  International  Value  Equity-A 

-1.8 

1.99 

•A 

B 

Putnam  international  Growth-A 

2.7 

1.13^ 

•A 

•C 

Deutsche  International  Equity-lnv 

-4.4 

1.50  a 

•D 

B 

Russell  Emerging  Markets-S 

-11.8 

2.09 

•B 

D 

Eaton  Vance  Greater  China  Grow-A 

-14.4 

2.20  a 

D 

C 

Russell  Intl  Securities-S 

-3.8 

1.42 

C 

D 

Enterprise  International  Growth-A 

-6.2 

1.85  a 

C 

c 

Scudder  international  Fund-A 

-2.2 

1.33 

A 

B 

EuroPaclfic  Growth  Fund-A 

1.2 

0.84 

•B 

B 

Scudder  L.atin  America-A 

-9.5 

2.18    1 

D 

A 

Evergreen  International  Growth-A 

-0.1 

1.17 

A 

C 

Scudder  New  Europe-A 

3.5 

1.38 

C 

D 

Excelsior  International  Fund 

-5.0 

1.41a 

•C 

D 

Scudder  Pacific  Opportunities-A 

-12.2 

1.79 

C 

D 

Federated  International  Equity-A 

-1.7 

1.60 

•B 

•F 

Sit  International  Growth 

-10.0 

1.50  a 

C 

0 

C 

Fidelity  Adv  Overseas-T 

-3.6 

1.62  a 

C 

D 

SB  international  All  Cap  Growth-A 

-8.6 

1.24 

A* 
•B 

Fidelity  Canada  Fund 

1.8 

1.41 

•C 

•C 

SSgA  Emerging  Markets 

-70 

1.25-a 

"A 

Tidelity  Diversified  International 

4.0 

1.21 

F 

A 

Standish  international  Equity 

1.1 

1.00 

0 

C 

Fidelity  Emerging  Markets 

-13.5 

1.42 

•C 

B 

Strong  Asia  Pacific-lnv 

-5.8 

2.00 

-_  B 

C 

•D 

Fidotity  Europe  Fund 

-2.1 

1.06  a 

•c 

•D 

Strong  international  Stock-lnv 

-10.3 

2.00 

:  Idelity  Intl  Growth  &  Income 

1.6 

1.12 

c 

A 

Templeton  Developing  Markets-A 

-10.3 

2.21 

Fidelity  vlapan  Fund 

-2.6 

1.61 

c 

A+ 

Templeton  Foreign  Fund-A 

1.0 

1.18' 

•A 

F 

Fidelity  !.r>lin  America 

-13.5 

1.45 

•D 

•A 

Templeton  Foreign  Smaller  Cos-A 

0.2 

1.67 

C 

C 

Fidelity  Overseas  Fund 

-3.1 

1.18  a 

F 

A 

US  Global  Gold  Shares  Fund' 

-16.1 

5.79    i 

"Formerly  Ori.-iiiw  Global  "Foimwly  Bm-    i  Global  Equity.  "Account  closing  foe  ol  $10, 

Five-yoar  reiuin  7/31 '97  il.rot.gh  7/31/On    '^'iLrt  rated  tor  throe  periods  only;  maximum  allowable  rade  A   a:  Ne 

•Formotly  59  Wall  Sli.ict  Eunipoan.  'Mn,-  mui    e  annual  SlOCI  mainlen.ince  too,  "Account  closing  loe  ol  SlO.  S 

t  of  absorption  of  expenses  by  fund  sponsor   'Formerly  AIM  Internailonal  Equity 
ources-  Forbos;  Upper,  Morningstar. 
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THE  NEW  401(k)  ROLLOVER  ADVANTAGE 


Congratulations, 


/^ 


(sign  here) 


You  just  rolled  over  your  old  401  (k)  in  one  step. 


With  the  newT.  Rowe  Price  Rollover  Advantage  service,  rolling  over  your  401  (k)  to  an  IRA  is  as 
easy  as  signing  your  name.  Just  call  one  of  our  Rollover  Specialists,  and  they'll  take  care  of  the 
rest,  including  working  with  your  former  employer  to  coordinate  the  rollover  process.  Choose 
from  over  1,000  no-load  mutual  funds  including  60T.  Rowe  Price  funds  with  no  sales  charges  or 
commissions.  Now  you  no  longer  have  an  excuse  to  neglect  your  old  401(k). 

To  open  your  account  and  receive  a  prospectus,  call  us  or  visit  our  Web  site. 


TROWEPRICE.COM/ROLLOVER 


1-800-541-5760 


TRoweR-ice 


INVEST    WITH    CONFIDENCE 


For  moie  informalion,  including  risks,  fees,  and  expenses,  read  !he  fund  profile  or  prospeclus  carefully  before  investing,  T,  Rowe  Price  Investment  Services,  Inc,  Distributor,    ROA06'1936 


Fund  Survey  i  Foreign  Stock/Taxable  Bond 


..   MARKET 
PEflFORMANCE 
UP      DOWN 


5- YEAR  ANNUAL 

ANNUALIZED  EXPENSES 

TOTAL  PER 

RETURN  $100 


MARKET 
PERFORMANCE 
UP      DOWN 
A     T      Fund 


5- YEAR 

ANNUAL 

DUALIZED 

EXPENSES 

TOTAL 

PER 

RETURN 

$100 

c 

B 

USAA  Invest-lnternational 

-3.1% 

$1.14 

C 

c 

Janus  Flexible  Income 

5.9% 

$0.79 

B 

B 

Vanguard  European  Stock  Index-lnv^ 

-0.6 

0.30 

D 

B 

JP  Morgan  Short  Term  Bond  li-A 

5.5 

0.75  a 

B 

C 

Vanguard  International  Growth-lnv 

-3.9 

0.61 

D 

C 

Liberty  Strategic  Income-A 

2.4 

1.21 

D 

B 

Vanguard  international  Value 

-1.7 

0.64 

D 

C 

Loomis  Sayles  Bond-Ret 

3.6 

1.00  a 

D 

A 

Vanguard  Pacific  Stock  Index-inv^ 

-9.1 

0.37 

A 

D 

Lord  Abbett  US  Government-A 

6.7 

1.10 

•C 

D 

VanKampen  Asian  Equity-A^ 

-14.2 

2.02  a 

B 

D 

Merrill  Lynch  Bond-Core  Bond-D 

5.6 

0.86 

D 

D 

Victory  International-A'' 

-5.0 

1.82  a 

F 

A+ 

Merrill  Lynch  Senior  Floating  Rate^ 

2,8 

1.36 

A 

D 

Waddell/Reed  IntI  Growth-A 

-1.6 

1.44 

C 

B 

Merrill  Lynch  US  Government  Mtge-D 

6.7 

1.00 

•C 

•D 

W&R  International  Growth-A 

2.5 

1.72 

D 

B 

Metropolitan  West  Total  Ret-M 

5.7 

0.65  a 

D 

C 

Wright  IntI  Blue  Chip  Equities-S 

-5.5 

1.56 

C 

D 

MFS  Bond  Fund-A 

4.5 

0.93 

Taxable  Bond  Funds 

A 

D 

MFS  Government  Securities-A 

6.6 

0.96  a 

F 

A* 

MS  Prime  Income^ 

3.4 

1.20 

D 

D 

Alliance  Bond-Corp  Bond-A 

1.1 

1.09 

B 

C 

MS  US  Government  Secs-A 

6.7 

0.73 

A 

0 

Alliance  Bond-US  Government-A 

6.4 

1.13 

C 

C 

Nations  Bond-lnv  A 

5.6 

0.92 

c 

B 

American  Century  GNMA-lnv 

6.8 

0.59 

A 

C 

One  Group  Bond  Fund-A 

72 

0.85 

D 

A^ 

Asset  Management-Adj  Rate  Mtge 

5.4 

0.49  a 

A 

D 

One  Group  Government  Bond-A 

6.9 

0.87 

D 

C 

AXP  Bond  Fund-A 

4.5 

0.94 

D 

C 

One  Group  Income  Bond-A 

2.1 

0.89  a 

D 

B 

AXP  Federal  Income-A 

5.5 

0.98 

B 

B 

One  Group  intermediate  Bond-A 

6.7 

0.83 

C 

C 

AXP  Selective  Fund-A 

4.9 

0.97 

D 

A 

One  Group  Ultra  Short-Term  Bond-A 

5.6 

0.65 

C 

C 

Bernstein  Intermediate  Duration^ 

5.5 

0.61 

D 

B 

Oppenheimer  Limited  Term  Govt-A 

6.0 

0.85 

B 

D 

BlackRock  Core  Bond  Total  Return-lnv  A 

6.5 

1.02  a 

F 

B 

Oppenheimer  Strategic  Income-A 

2.9 

0.93 

B 

0 

BlackRock  Managed  income-lnv  A 

6.4 

1.13 

B 

C 

Oppenheimer  US  Govemment-A 

6.5 

0.91 

D 

B 

Bond  Fund  of  America-A 

4.5 

0.71 

D 

B 

Pimco  Low  Duration-A 

6.0 

0.90 

C 

A 

Calvert  Income-A 

8.4 

1.10 

B 

A 

Pimco  Real  Return  Fund-A 

8.4 

0.90 

B 

C 

Dodge  &  Cox  Income  Fund 

7.3 

0.45 

D 

A+ 

Pimco  Short-Term-A 

4.9 

0.85 

C 

B 

Dreyfus  GNMA  Fund 

6.5 

0.90 

A 

C 

Pimco  Total  Return-A 

7.3 

0.90 

D 

B 

Dreyfus  Premier  Core  Bond-A 

5.6 

0.99 

B 

C 

T  Rowe  Price  GNMA  Fund 

6.9 

0.70 

D 

A 

Dreyfus  Short  Term  Income 

6.1 

0.84 

B 

D 

T  Rowe  Price  New  Income 

5.7 

0.73 

F 

A+ 

Eaton  Vance  Prime  Rate  Reserves 

4.4 

1.25 

D 

B 

T  Rowe  Price  Spectrum  income 

4.9 

0.80 

F 

A+ 

EV  Classic  Senior  Floating-Rate 

4.3 

1.39 

A 

D 

Prudential  Government  Income-A 

6.7 

0.98  a 

D 

D 

Federated  Bond  Fund-A 

3.8 

1.06  a 

B 

D 

Putnam  American  Govt  Inc-A 

6.3 

0.99 

C 

B 

Federated  Fund  for  US  Govt  Secs-A 

6.6 

0.94  a 

F 

0 

Putnam  Diversified  Income  Trust-A 

1.4 

0.95 

C 

B 

Federated  GNMA  Trust-IS 

6.8 

0.62  a 

C 

D 

Putnam  Income  Fund-A 

4.7 

0.95 

A 

0 

Federated  Govt  Income  Secs-A 

6.7 

0.98  a 

C 

B 

Putnam  US  Govt  Income-A 

6.5 

0.86 

D 

A+ 

Federated  Ultrashort  Bond-IS 

5.6 

0.80 

B 

D 

Schwab  Total  Bond  Market" 

6.6 

0.35  a 

C 

B 

Fidelity  Adv  intermed  Bond-T 

6.1 

0.97  a 

C 

B 

Scudder  GNMA  Fund-AARP 

6.6 

0.71 

C 

B 

Fidelity  Ginnie  Mae 

6.8 

0.62  a 

C 

C 

Scudder  Income  Fund-A 

5.1 

1.08 

A 

D 

Fidelity  Government  Income 

6.9 

0.61 

D 

B 

Scudder  Short  Term  Bond-A 

4.9 

1.03 

C 

B 

Fidelity  Intermediate  Bond 

6.6 

0.64  a 

B 

B 

Scudder  US  Government  Secs-A 

6.7 

0.81 

B 

C 

Fidelity  Investment  Grade  Bond 

6.5 

0.65  a 

D 

A 

SB  Adjustable  Rate  Govt  inc-A 

4.9 

1.54 

D 

A 

Fidelity  Short-Term  Bond 

5.9 

0.59  a 

D 

C 

SB  Diversified  Strategic  Income-A 

2.6 

1.00 

B 

C 

Fidelity  Spartan  Invest  Grade  Bond 

6.9 

0.50  a 

C 

C 

Standish  Fixed  Income 

5.8 

0.38 

B 

D 

First  American  Fixed-lncome-A 

6.2 

0.95  a 

D 

D 

Strong  Corporate  Bond-lnv 

3.4 

0.90 

C 

B 

First  American  Intermed  Term  Bond-A^ 

6.4 

0.85 

A 

C 

Strong  Government  Secs-lnv 

7.2 

0.90 

C 

A 

FPA  New  Income 

71 

0.58 

F 

A 

Strong  Short-Term  Bond-lnv 

4.2 

0.90 

C 

B 

Franklin  US  Government  Secs-A 

6.8 

0.68 

F 

A* 

Strong  Ultra  Shor^Te^n  lncome-inv° 

4.6 

0.80 

B 

C 

Goldman  Sachs  Core  Fixed  Income-A 

6.2 

0.94  a 

B 

C 

US  Government  Securities-A 

6.6 

0.85 

D 
C 

A 
C 

Goldman  Sachs  Uttra-Sh  Duration  Govt-A 

5.0 

0.89 

B 

c 

USAA  Mutual-Income 

6.7 

0.41 

Hancock  Bond  Fund-A 

5.4 

1.12 

B 

B 

Vanguard  GNMA  Fund-lnv 

73 

0.27 

« 

B 

Hancock  Strategic  Income-A 

3.9 

0.93 

A 

D 

Vanguard  Intermed-Term  Bond  Index-lnv^ 

70 

.0.21 

A 

C 

Harbor  Bond  Fund 

75 

0.56  a 

A 

D 

Vanguard  Intermediate-Term  Corp-lnv 

6.6 

0.22 

C 

e 

Intermediate  Bond  Fund  of  America-A 

6.3 

0.81 

A* 

D 

Vanguard  Intermed-Term  Treasury-lnv 

7.8 

0.28 

Fiv. 

'Foi- 

Ti','', 

;.'n  fjccount  mamtenance  fee.  '^Formerly  VanKampen  Asian  Growth.  'Formerly  Victory  into 
1 '  ilirr.uijh  7/3i/02.  *Fund  rated  for  liuoe  periods  only;  maxmium  allowable  grade  A  a:  N 
'.led  il'.- Bond-A.  ''Tochnically  a  closed-end  fund.  'Formerly  Sclrwab  Total  Bond  Market  In 

'  1,  .'-I!'  M.  .■'tiri^srar 

rnatlonal  Grovrth. 

2t  of  absorption  of  expenses  by  fund  sponsor  'May  impose  annual  $100  maintenance  fee. 

dex    -Formerly  Strong  Advantage  Fund  "May  impose  annual  $10  account  maintenance  fee. 
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Fbrbes* 

CAPITALIST  TOOL 

Platinum  Visa®  Card 

Get  the 
low  rates  and 
exceptional  benefits 
you've  been  looking  EOR 
IN  A  Platinum  credit  card. 

•  Low  Introductory  APR  on  Purchases 
and  Balance  Transfers 

•  No  Annual  Fee 

•  Credit  Line  from  $5,000  up  to  $100,000' 

•  24-hour  Cardmember  Service 

Call  Toll  Free  to  Apply! 

1-888-205-3168 


In  certain  instances,  you  may  receive  a  Classic  card  with  a  credit  line  up  to  S5,000. 


ADV41385 
Print  Dale  04/02 


Fund  Survey    Taxable  Bond/Municipal  Bond 

f 

MAF 

KET 

5- YEAR 

ANNUALIZED 

TOTAL 

RETURN 

ANNUAL 

EXPENSES 

PER 

$100 

MARKET 

PERFORMANCE 

UP      DOWN 

▲     T 

5- YEAR 
ANNUAUZED 
TOTAL 
Fund                                                                        RETURN 

ANNUAL 

EXPENSES 

PER 

$100- 

PERFORMANUb 
UP      DOWN            :      V?', 

A+ 

F      Vanguard  Long-Term  Corp-lnv 

6.4% 

$0.30 

c 

B 

Hawaiian  Tax-Free  Trust-A 

5.1% 

$0.72 

A+ 

F      Vanguard  Long-Term  Treasury-lnv 

8.0 

0.29 

A 

F 

Liberty  Tax-Exempt-A 

4.8 

0.97     . 

C 

B      Vanguard  Short-Term  Bond  Index-lnv^ 

6.5 

0.21 

D 

A 

Limited  Term  New  York  Muni-A 

4.8 

0.75 

D 

A      Vanguard  Short-Term  Corp-lnv 

6.1 

0.24 

A 

C 

Lutheran  Brotherhood  Muni  Bond-A 

5.7 

0.72  a 

C 

A      Vanguard  Short-Term  Federal-lnv 

6.9 

0.28 

A 

D 

Merrill  Lynch  Muni-lnsured-D 

4.9 

0.70 

C 

B      Vanguard  Short-Term  Treasury-lnv 

6.7 

0.27 

B 

D 

Merrill  Lynch  Muni-National-D 

4.9 

0.83 

B 

C      Vanguard  Total  Bond  Market  Index-lnv^ 

6.8 

0.22 

A 

D 

MFS  Municipal  Bond-A 

5.3 

0.59 

A 

D      VanKampen  Government  Sec$-A 

6.6 

1.02 

D 

B 

MFS  Municipal  High  Income-A 

4.7 

0.76  a  i 

F 

A+     VanKampen  Prime  Rate  Income  Trust^ 

2.3 

1.43 

C 

C 

MS  California  T-F  Income-A 

4.8 

0.80 

C 

B      VanKampen  US  Government-A 

6.4 

0.87 

B 

C 

MS  Tax-Exempt  Securities-A 

5.2 

0.66     1 

Municipal  Bond  Funds 

D 

A 

Nations  Intermediate  Muni  Bond-lnv  A 

4.6 

0.75  a 

C 

C 

Nations  Municipal  income-lnv  A 

4.4 

0.83  a 

A+ 

D      AAL  Municipal  Bond-A 

5.2 

0.73  a 

F 

A+ 

Nations  Short-Term  Muni  Income-lnv  A 

4.4 

0.65  a 

D 

A      AIM  Tax-Free  Intermediate-A 

5.3 

0.41 

D 

A 

Northern  Intermediate  Tax-Exempt 

4.9 

0.85  a 

D 

B      Alliance  Muni  Income-CA-A 

5.0 

0.77  a 

C 

B 

Nuveen  Insured  Muni  Bond-A 

4.9 

0.83 

D 

C      Alliance  Muni  Income-Natl-A 

4.1 

0.64  a 

D 

B 

Nuveen  Intermed  Duration  Muni  Bond-A 

4.8 

0.79 

D 

A      American  High-Income  Muni  Bond-A 

4.9 

0.80 

C 

C 

One  Group  Intermed  T-F  Bond-A 

5.0 

0.84 

C 

B      AXP  High  Yield  Tax-Exempt-A 

5.0 

0.80 

D 

A 

One  Group  Municipal  Income-A 

4.7 

0.83  a 

B 

D      AXP  Tax-Exempt  Bond-A 

5.0 

0.81 

C 

D 

Oppenheimer  Municipal  Bond-A 

3.9 

0.85 

D 

A      Bernstein  Diversified  Muni^ 

5.0 

0.63 

B 

B 

T  Rowe  Price  Maryland  T-F  Bond 

5.5 

0.49 

D 

A      Bernstein  New  York  Muni^ 

4.9 

0.64 

D 

C 

T  Rowe  Price  T-F  High  Yield 

4.1 

0.71 

F 

A+    Calvert  Tax-Free  Reserves-Ltd-A 

3.8 

0.70 

B 

C 

T  Rowe  Price  T-F  income 

5.3 

0.54 

C 

C      Delaware  Tax-Free  Penn-A 

4.5 

0.89 

D 

B 

Prudential  Muni  Bond-High  inc-A 

3.9 

0.87  a 

A 

D      Dreyfus  Calif  Tax  Exempt  Bond 

5.4 

0.70 

B 

D 

Prudential  National  Municipals-A 

4.9 

0.89  a 

D 

B      Dreyfus  Intermed  Muni  Bond 

4.5 

0.74  a 

B 

C 

Putnam  Calif  T-E  Income-A 

5.0 

0.75 

B 

D  '    Dreyfus  Municipal  Bond 

4.2 

0.72 

C 

C 

Putnam  Municipal  Income-A 

4.5 

0.95 

C 

C      Dreyfus  NY  Tax  Exempt  Bond 

5.2 

0.73  a 

B 

D 

Putnam  NY  Tax  Exempt  Inc-A 

5.1 

0.81 

A 

F      Eaton  Vance  National  Munis-A 

4.6 

0.83 

C 

C 

Putnam  Tax  Exempt  income-A 

4.7 

0.80 

D 

A      Evergreen  High  Income  Muni  Bond-A 

4.5 

0.83  a 

D 

B 

Putnam  Tax-Free  High  Yield-A 

3.5 

0.88 

B 

D      Evergreen  Municipal  Bond-A 

4.1 

0.85 

B 

C 

Rochester  Fund  Municipals-A 

5.0 

0.70 

C 

B      Evergreen  North  Carolina  Muni  Bond-A 

4.9 

0.60 

A 

D 

Scudder  California  Tax-Free  Fund-A 

5.4 

0.88  a 

C 

C      Evergreen  Pennsylvania  Muni-A 

4.9 

0.64 

B 

B 

Scudder  High  Yield  Tax-Free-A 

5.8 

0.80 

B 

C      Fidelity  Spartan  Calif  Muni  Inc 

5.7 

0.43 

A 

D 

Scudder  Managed  Muni  Bonds-A 

5.8 

0.79 

C 

A      Fidelity  Spartan  Intermed  Muni  Income 

5.6 

0.46 

C 

B 

Scudder  Medium  Term  Tax-Free-A 

5.0 

0.92    , 

B 

C      Fidelity  Spartan  Mass  Muni  Income 

5.7 

0.42 

A 

D 

SB  California  Munis-A 

5.2 

0.68 

A 

C      Fidelity  Spartan  Municipal  Income 

6.0 

0.47  a 

A* 

F 

SB  Managed  Municipals-A 

5.0 

0.68  : 

A 

C      Fidelity  Spartan  NY  Muni  Income 

5.9 

0.44 

B 

D 

SB  Muni-New  York-A 

5.2 

0.69 

D 

A+    Rdelity  Spartan  Short-Intermediate  Muni 

4.8 

0.49 

F 

A« 

Strong  Ultra  Short-Term  Muni  income-lnv^ 

3.7 

0.70 

A+ 

F      First  Investors  Insured  Tax-Exempt-A 

5.3 

1.05 

C 

B 

Tax-Exempt  Bond  Fund  of  America-A 

5.4 

0.66 

D 

C      Franklin  Arizona  T-F  Inc-A 

4.4 

0.64 

D 

A 

Thornburg  Limited  Term  National-A 

4.6 

0.99 

C 

B      Franklin  Calif  Insured  T-F  Inc-A 

5.3 

0.61 

B 

C 

USAA  Tax-Exempt-Calif  Bond 

5.3 

0.39 

c 

B      Franklin  California  T-F  Inc-A 

5.3 

0.57 

C 

A 

USAA  Tax-Exempt-intermediate 

5.4 

0.38 

D 

~   c 

D 

B 

C 

c 

B      Franklin  Federal  T-F  Income-A 

5.1 

0.60 

A 

D 

USAA  Tax-Exempt- Long-Term 

5.2 

0.36 

B      Franklin  Florida  T-F  Income-A 

5.3 

0.62 

F 

A* 

USAA  Tax-Exempt-Short-Term 

4.6 

0.38     il 

B      Franklin  High  Yield  T-F  Inc-A 

4.2 

0.62 

C 

A 

Vanguard  Calif  Intermediate  T-E-lnv^ 

5.8 

0.17 

8      Frankiit>  insured  T-F  Inc-A 

5.3 

0.62 

A 

D 

Vanguard  Calif  Long-Term  T-E-lnv* 

5.9 

0.18      ; 

B      Frankjin  Vilich  insured  T-F  Inc-A 

5.6 

0.64 

A+ 

D 

Vanguard  Florida  Long-Term  T-E-inv^ 

6.2 

0.15 

B      Franklin  HJ  Ta>-Free  Inc-A 

5.4 

0.67 

B 

B 

Vanguard  High  Yield  Tax-Exempt-lnv 

5.4 

0.19  1 

0 

A      Franklin  MY  TaTt-Freo  Ino-A 

5.6 

0.60  a 

A 

D 

Vanguard  insured  Long-Term  Tax-Ex-inv 

5.9 

0.19 

c 

B      Franklin  Ohio  !;  ?  'lod  T-F  Ino-A 

5.3 

0.66 

0 

A 

Vanguard  intermediate-Term  Tax-Ex-lnv 

5.5 

0.19 1 

B 

C      Franklin  Pennsn  ansa  T-r  \tc-ii 

5.2 

0.67 

D 

A* 

Vanguard  Limited  Term  Tax-Exempt-inv 

4.9 

0.19 

B 

D      Hancock  Tax-Frc :  Bona  ' 

4.8 

0.88  a 

A« 

D 

Vanguard  Long-Term  Tax-Exempt-inv 

5.8 

0.19 

Five-year  return  7/31/97  ihioi,;'.h  7/31/02,  a:  (let  of  at :  oipinw  j(  exc^.ises  by  fund  sponsor.  'May  impose  annu 
Intermediate  Term.  'Fornwrlv  Vuneuatd  Calif  Insured  l.-T  Tax  Fie.npi     Formerly  Vanguard  Florida  Insured  L-T  T 

al  SlOO  mainlenance  fee.  'Formerly  Strong  lilunicipal  Advantage.  'Formerly  Vanguard  Calif  Insured                   H 
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^!^^i!ZllI^y^ng  the  Course 


How  a  long-term 
^^rategy  helped  an  investor 

Stay  the  course 

when  the  temptation 
to  head  the  other  way. 


was 


a!M-^ 


it. 


M 


^: 


c^ 


T 


^'^^jL  ^ 


You  can  always  tell  how  investors  feel  about  their  financial  plans. 
Just  warch  how  they  react  when  the  markets  become  unpredictable. 
People  counting  on  short-term  results  and  heavily  weighted  in  one 
market  segment  are  often  anxious  to  make  changes.  Investors  with 
long-term  strategies  and  diversified  portfolios  are  more  likely  to 
remain  confident  and  stay  the  course. 

At  Vanguard,  we've  been  introducing  investors  to  the  advantages 
of  a  long-term  approach  for  years.  That's  why  we  offer  over  100 
fiinds.  from  stocks  to  bonds,  aggressive  to  conservative.  So  it's  easier 
for  you  to  diversify.  Easier  for  you  to  benefit  from  Vanguard's  average 
expense  ratio-the  lowest  in  the  industry  And  easier  to  stay  headed 
in  the  right  direction. 

If  youd  like  to  know  more  about  putting  the  advantages  of  a  long-term 
strategy  to  work  for  you,  call  us  at  1-800-962-5086, 
or  visit  us  at  Vanguard.com'."  We  can  help. 


4-' 


1-800-962-5086 
www.vanguard.com 


TH^AuiSUaitlGROUR 

Invest  in  our  way  of  investing." 


more  complete  information  about  Vanguard®  funds,  including  risks,  charges,  and  expenses,  call  for  a  prospectus.  Read 
irefully  before  you  invest.  ©  20C2  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 


Fund  Survey    Municipal  Bond/Junk  Bond/Global  Bond 


-    MAflKET 

perfq'rmance 

UP'    DOWN, 


A       C      Vanguard  NJ  Long-Term  Tax-Ex-lnv^ 


5- YEAR  ANNUAL 

ANNUALIZED  EXPENSES 

TOTAL  PER 

RETURN  SIOO 


5.9%      $0.20 


MARKET 

5- YEAR 

ANNUAL 

PERFORMANCE 

ANNUALIZED 

EXPENSES 

UP      DOWN 

TOTAL 

PER. 

▲     T      Fund 

RETURN 

$100 

A       D      Vanguard  NY  Long-TermTax-Exempt-lnv'      5.9 


0.20 


C       D      State  St  Research  High  Income-A 


-4,2%      $1.48 


•  D       B      TCW  Galileo  High  Yield  Bond-I 


1.0 


0.91 


A       C      Vanguard  Penn  Long-Term  T-E-lnv° 


6.0 


0.20 


D       A      Vanguard  High  Yield  Corp-lnv 


1.9 


0.27 


F       A+    Vanguard  Short-Term  Tax-Exempt-lnv 


4.1 


0.19 


C       C      VanKampen  High  Inc  Corp  Bond-A 


-3.5 


1.05 


A      VanKampen  High  Yield  Muni-A 


4.7 


0.90 


D      VanKampen  High  Yield-A 


-3.9 


A       D      VanKampen  Insuied  T-F  income-A 


5.0 


0.90 


D       B      Waddell/Reed  High  Income-A 


1.5 


1.17  a 


1.08 


D      VanKampen  Municipal  Income-A 


3.9 


0.83 


D       B      VanKampen  Strategic  Muni  Income-A^ 


3.3 


0.87 


Global  Bond  Funds 


B 


Waddell/Reed  Muni-A 


4.1 


0.88 


AIM  Global  Income-A 


1.0 


1.25  a 


B       B      Wells  Fargo  Calif  Tax-Free-A 


5.4 


0.77  a 


D       C      AIM  Strategic  Income-A 


-3.2 


1.05  a 


Junk  Bond  Funds 


B      Alliance  Americas  Govt  Trust-A'^ 


6.5 


D       A*    Alliance  Emerging  Market  Debt-A^ 


1.7 


1.96 


1.47 


B       D      AIM  High  Yield-A 


-8.4 


0.99 


B      Alliance  Global  Strategic  Income-A 


1.6 


1.45 


B      American  High-Income  Trust-A 


0.3 


0.83 


C       C      Alliance  Multi-Market  Strategy-A 


4.9 


1.48 


AXP  Extra  Income-A 


-2.6 


1.04 


A+      D      American  Century  IntI  Bond 


3.9 


0.86 


•C       A+    Columbia  High  Yield 


3.9 


0.85 


B 


AXP  Global  Bond-A 


3.2 


1.32 


Delaware  Delchester  Fund-A 


-8.0 


1.25 


B       D      Capital  World  Bond-A 


3.0 


1.12 


D       B      Eaton  Vance  High  Income-B 


-1.5 


1.83 


Credit  Suisse  Global  Fixed  Inc-Com^ 


4.0 


0.95  a 


B 


Eaton  Vance  Income  Fund  of  Boston-A 


1.3 


1.06 


C       B      Eaton  Vance  Strategic  Income-A 


3.3 


1.20 


D       B      Enterprise  High  Yield  Bond-A 


1.1 


1.30  a 


C       C      Evergreen  Strategic  Income-A 


3.8 


0.87  a 


B      Evergreen  High  Yield  Bond-A 


1.8 


1.25 


B      Federated  IntI  High  Income-A 


2.1 


1.16  a 


A       C      Federated  High  Income  Bond-A 


-0.9 


1.23 


A'»     D      FFTW  International 


4.1 


0.60  a 


B       C      Federated  High  Yield  Trust 


-1.7 


0.91a 


FFTW  Worldwide 


5.0 


0.60  a 


A       C      Fidelity  Adv  High  Inc  Adv-T^ 


-3.8 


1.06  a 


B       B      FFTW  Worldwide  Core 


7.0 


0.45  a 


B       A      Fidelity  Capital  &  Income 


-1.9 


0.79  a 


D       A      Fidelity  Adv  Emerging  Mkts  Income-T 


4.0 


1.50  a 


A       C      Fidelity  High  Income 


-2.4 


0.74  a 


0      A+    Fidelity  New  Markets  Income 


4.3 


1.00 


B      First  Investors  Fund  for  Income-A 


-0.5 


1.30 


Franklin  Templeton  Hard  Currency-A 


-0.3 


1.49 


C      Franklin  AGE  High  Income-A 


-1.8 


0.76 


Goldman  Sachs  Global  Income-A 


5.3 


1.34  a 


•C       C      Hancock  High  Yield  Bond-A 


-1.3 


0.99 


B 


ISI  North  American  Govt  Bond 


71 


1.24  a 


A+     IDEX  Transamerica  Conserv  H  Y  Bond-A^      1.9 


1.41 


0       B      Lazard  Strategic  Yield-Open 


1.1 


1.48 


D       C      Invesco  High  Yield-lnv 


-5.8 


1.08 


B 


Lord  Abbett  Global  Income-A 


2.5 


1.29 


•A     •  C      Legg  Mason  High  Yield-P 


-3.5 


1.51 


A       D      Merrill  Lynch  Global  Invest  &  Ret-D 


2.0 


1.85 


A       C      Liberty  High  Yield  Secs-A 


-1.7 


1.22 


D       B      Merrill  Lynch  World  Income-D 


-4.2 


1.40 


Lord  Abbett  Bond  Debenture-A 


1.8 


1.02 


C      MS  North  American  Govt  Income 


5.0 


1.80 


C       D      Lutheran  Brotherhood  High  Yield-A 


-4.3 


0.99  a 


C      Oppenheimer  International  Bond-A 


4.5 


1.38 


B       A      Mainstay  High  Yield  Corp  Bond-A 


0.6 


1.04 


B       C      Payden  Global  Fixed  Income-R 


6.7 


0.53 


B       D      Merrill  Lynch  Bond-High  Income-D 


-2.9 


0.86 


6      Payden  Global  Short  Bond-R 


5.8 


^50 
1.58 


B       B      MFS  High  Income-A 


0.1 


1.00 


F       A      Phoenix-Goodwin  Emerging  Mkts  Bond-A    -1.0 


F      MS  High  Yield  Secs-A 


-14.2 


0.77 


DAT  Rowe  Price  Emerging  Mkts  Bond 


2.4 


1.16  a 


Nicholas  Income  Fund 


-1.5 


0.61 


T  Rowe  Price  International  Bond 


2.5 


0.95 


B     ^ 
D       B 
0    JB 

A 


Northeast  Investors  Trust 


1.2 


0.65 


Prudential  Global  Total  Return-A 


2.7 


1.52  a 


Oppenheimer  Champion  Income-A 

0.1 

1.07 

B 

D 

Putnam  Global  Income-A^ 

2.0 

1.24 

Oppenheimer  High  Yield-A 

-0.7 

1.00 

C 

B 

Salomon  Brothers  Strategic  Bond-A 

3.7 

1.38 

Phoonix-Goodwin  High  Yield-A 

-3.4 

1.28 

D 

A 

Scudder  Emerging  Markets  Income-A 

0.3 

1.91 

D 


T  Rowe  Price  High  Yield 


2.7 


0.82 


5>;i;:,;H;;:.  JC      Prudential HighYield-A 


-1.6 


0.88  a 


Scudder  Global  Bond-A 
SB  Global  Govt  Bond-A 


4.6 


5.2 


LiM 


M 


Putnam  High  Yield  Advantage-A 
JP)it««m  High  Yield  Trusr-A 
^cudder  High  Yield- A 

Seligman  Hie4)-Yii,^ld|lond--A 

SBHighlncoti'  A 


-2.4 


1.00 


Standish  Global  Fixed-Income 


5.4 


-1.8 


0.99 


B      Standish  International  Fixed-Income 


5.9 


-1.1 


1.09 


B       D      Templeton  Global  Bond-A 


3.3 


-5.9 


1.18 


UBS  Pace  Global  Fixed  Inc-A 


3.3 


-3.3 


1.06 


D       B      VanKampen  Worldwide  High  Inc-A 


-4.4 


1.40 


1.23 


0.56 


0.56 


1.33 


1.21a 


1.55 


'Formerly  Vanguard  NJ  Insured  L  T  T3<-;  /  '.vpt.  'Fori  ..jiiv  vk  ;,iiai\iNe«  forklnsured  L-T  Tax-Exempt.  'Formerly  Vanguard  Penn  Insured  L-T  Tax-Exempt.  "Formerly  Va.Kampen  Tax  Free  High  Income. 

Five-year  return  7/31/97  through  7,'3l/02.  •  (■  jnd  rated  tor  trv'-,"  i»rio<l»  only;  inaxlmum  allowable  grade  A.  a:  Net  ot  absorption  of  expenses  by  fund  sponsor.  'Formerly  r.delity  Advisor  High  Yield. 

'Formerly  IDEX  Aegon  Income  Plus. 

'Formerly  Alliance  North  American  Governmcr.r  Inc,  "Formoi",  ,:iUv,vr  global  Dollar  Government.  'Formerly  CSWP  Global  Fixed  income,  'Formerly  Putnam  Globai  Govern    ental  Income.  Sources:  Forties:  Upper; 
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Something  not 
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LAURA 


0. 


SO. 


The  Sheraton  Service  Promise 

Have  a  great  stay  or  we'll  make  it  up  to  you  with 

an  instant  discount,  points  for  our  rewards  program, 

even  money  back.  And  that's  a  promise. 

Call  800-325-3535  or  your  travel  planner. 

Or  visit  sheraton.com.  Best  rates,  guaranteed. 


Sheraton 

Seeforyourself"" 


MEMBER    OF 


S  T  A  R  W  O  O  D,   PR  E  F  ERRED 


Service  Promise  applies  to  hotel  services  in  the  Continental  U.S. 
See  sheraton.com  for  complete  details  on  Best  Rates  Guarantee 


of  compensation  is  at  the  discretion  of  hotel  management. 


MOHVf  &  INVESTING 


Makers  &  Breakers 


Texan  Discount 


For  more  financial  stats,  go  to  www.forbes.com/makeri 

Lab  Test 


TWO  AND  A  HALF  YEARS  AGO,  AT  THE  PEAK  OF 
Grubmania,  shares  of  allegiance  TEL£C0M  (75 
cents,  ALGX)  traded  at  $104.  We  consider  them 
a  speculative  buy. 

Allegiance,  based  in  Dallas,  is  in  the  busi- 
ness of  undercutting  established  Bell  compa- 
nies on  local  phone  service.  It's  a  tough  line  of 
work,  requiring  both  engineering  and  legal  tal- 
ent. The  Telecommunications  Act  of  1996  re- 
quires estabhshed  phone  companies  to  ac- 
commodate rivals  by  leasing  equipment  and 
providing  interconnections,  but  this  accom- 
modation comes  grudgingly. 

Fans  of  the  Telecom  Act  had  hoped  that 
the  country  would  be  bubbling  over  with  local 
phone  competition  by  now,  but  few  of  the  up- 
starts survive.  A  pioneer,  Metropolitan  Fiber 
Systems,  is  now  part  of  bankrupt  WorldCom. 
The  raw  numbers  at  Allegiance  don't  look  good.  In  the  June  quarter  it  lost  $226  mil- 
lion, or  $1.94  a  share,  on  revenue  of  $184  million.  Switching  the  perspective  to  operating 
income  (net  before  depreciation,  interest,  capitalized  lease  payments  and  taxes)  doesn't 
entirely  lift  the  dark  cloud  over  the  income  statement.  The  soonest  that  operating  income 
will  turn  positive  is  in  the  fourth  quarter,  and  then  only  to  the  tune  of  $10  million.  That's 
not  even  enough  to  ser\ace  the  $900  million  in  net  debt  (bank  loans,  junk  bonds  and  cap- 
italized leases,  minus  cash  on  hand),  to  say  nothing  of  capital  spending,  now  running  at  $170 
million  a  year. 

What's  to  like?  Revenues  are  burgeoning,  up  from  $10  million  in  1998  to  $517  million 
in  2001.  Happy  customers,  of  which  there  are  150,000  in  36  markets.  Allegiance  targets 
small  and  medium-size  businesses  whose  phone  bills  aren't  quite  large  enough  to  attract 
customized  offers  from  the  local  Bell.  Madelyn  and  James  Ivey,  who  run  a  real  estate  de- 
velopment office  outside  Dallas,  were  paying  SBC  Communications  $725  a  month  for 
nine  phone  lines,  two  used  for  modems.  Allegiance  came  in  with  a  voice/data  package  cost- 
ing 14%  less.  "Allegiance  has  taken  us  into  the  21st  century,"  enthuses  James  Ivey  (who 
holds  some  shares  of  Allegiance). 

"Allegiance  is  the  Southwest  Airlines  of  the  telecom  business — it  can  offer  better  service 
for  less,"  says  Phi  lip  Jacobson,  a  partner  at  Network  Conceptions,  a  telecom  research  firm  in 
Vienna,  Va.  In  June  Allegiance  bought  from  WorldCom  a  business  that  does  maintenance  on 
telephone  ecui r  ■  for  5,000  fairly  large  customers.  That  should  help  the  company  move 
>cTving  a  single  doctor's  office  to  serving  a  nationwide  retail  chain," 
er  Thomas  Lord. 
Bear  Stearns,  created  Allegiance  in  1997  with  Royce  Holland, 
xpected  it  to  be  easy,"  says  Holland,  Allegiance's  chief  exec- 
it  was  like  to  deal  with  entrenched  monopolists  from  my 


up  the  size  seal : 
says  Chief  Fina;.. 

Lord,  a  finance 
a  founder  of  MFS.  "N 
utive.  "I  knew  firnhai   . 
days  at  MFS." 

A  true  believer,  Hollc 
His  stake,  once  worth  $5' 
to  zero,  but  just  as  easil;- 
one  could  work  out.  L"^oi 


't  sold  a  single  share  since  taking  the  company  public  in  1998. 
•  n,  is  now  worth  $4.6  million.  That  stake  could  go  all  the  way 
vmce  up.  We  seldom  recommend  buying  microcaps,  yet  this 
1  .lore  than  a  buck  a  share. 

— Phyllis  Berman 
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APOGENT  (20,  act)  BEAKERS  MAY"  BE  HLL 
ed  with  chemicals,  but  the  company': 
coffers  aren't  stuf- 
fed with  sales  re- 
ceipts— at    least 
not    enough    to 
please  Wall  Street. 
The   lab    equip- 
ment      maker's 
share  price  smash- 
ed like  a  slippery 
test  tube  after  its  Jime  report  that  sale 
would  rise  just  10%  this  year,  at  the  lo 
end  of  its  pre\4ous  guidance 

Derek  Leckow,  investment  analys 
with  Barrington  Research,  think. 
Apogent  will  surge  when  drug  indust: 
capital  spending  starts  showing  signs  o' 
Ufe.  Selling  for  17  times  trailing  earn 
ings,  Apogent's  bottom  line  is  lookinj 
up  after  two  down  quarters.  For  th( 
Jime  quarter,  net  income  rose  35%  tc 
$36  million  on  sales  of  $277  million. 
— Andrew  T.  Gillie. 

Cisco  Kidding 

IS  CISCO  (15,  CSCO),  THE  INTERNET'; 
plumbing  supplier,  about  to  crawl  ou 
of  the  basement?  While  sales  fell  15''/( 
to  $18.9  billion  for  the  fiscal  year  endec 
in  July,  earnings  recovered  to  $1.9  bil 
Uon  after  a  $1  billion  loss  the  year  Ix 
fore.  The  shares  may  be  down  77 
from  their  astro- 
nomical high  in 
March  2000,  but 
you  still  must  pay 
60  times  earnings. 
The  P/E  goes  to  96 
ifyou  subtract  op- 
tion costs  from 
earnings,  esti- 
mates Sanford  C.  Bernstein  &  Co. 

Gabriel  Lo%vy,  analyst  at  Credit  L\  i 
onnais  Securities,  sees  erosion  for  Ciscc ! 
as  its  routers  and  switches  become  com 
modit)'  products.  Also  there's  the  cor-  ' 
tinned  slump  in  capital  spending.  Sho, 
and  cover  at  S 10.  — Christopher  Helnw  i 


158     F   o  R  B  E 


Sep; 


b.r  16,2002 


\N  H  AT    CAN    A 

CANOE 

TEACH    US    ABOUT 

INVESTMENT      BANKING? 


Nimble  and  sturdy  are  not  mutually  exclusive 
You  cover  more  distance  when  jou  work  in  tandem 
Whether  jou  get  soaked  depends  on  proper  balance 

At  Wachovia  Securities,  we  learn  from  the  world  around  us.  To  bring  jou  new 

ideas.  New  ways  of  thinking.  And  a  kind  of  wisdom  we  call  uncommon.  Which  ^S^SS 

WACHOVIA. 

explains  why  we've  become  one  of  the  country's  leading  capital  markets  providers.     c-wv.^^yyDyrp-fTT'C 

Talk  to  us.  And  discover  the  uncommon  benefits  of  looking  at  the  world  differently.       Uncommon  Wisdom 


chovia  Securities  is  the  trade  name  for  the  corporate  and  investtneii|ianking  services  of  Wachovia  Corporation  and  its  subsidiaries. including  Wachovia  Securities.  Inc.  ("WSr).  member  NYSE.  NASD.  SIPC. 
1 2002  Wachovia  Corporation 


Portfolio  Strategy  By  Kenneth  L.  Fisher 

A  Beautiful  Market 


THIS  MARKET  IS  SHEER  BEAUTY— THE  MOST  STUNNING 
I've  ever  seen  clearly.  Maybe  not  as  beautiful  as  1974, 
but  perhaps  as  a  young  man  I  didn't  see  that  right.  Of 
course,  beauty  is  in  the  eyes  of  the  beholder.  But  I 
think  most  of  you  will  never  see  a  market  this  gor- 
geous again,  ever.  Or  if  you  do,  you  won't  see  many. 

How  beautiful?  Count  the  ways.  First,  big  is  beautiful.  Big 
bear  markets  are  followed  by  big  rallies.  There  are  no  excep- 
tions. This  bear,  with  a  48%  decline  in  the  S&P  500  at  its  worst 
point  this  summer,  falls  in  the  middle  of  the  range  of  the  seven 
big  bear  markets  of  the  last  century.  With  the  exception  of  the 
Great  Crash,  which  took  the 
Dow  down  89%  between 
1929  and  1932,  big  bear  mar- 
kets have  sliced  stock  prices 
42%  to  55%.  But  if  you  think 
this  is  like  1929-32  you  are 
delusional:  Absent  are  the 
1930s'  massive  global  trade 
barriers,  the  massive  world- 
wide destruction  of  the  quan- 
tity of  money  and  the  massive 
economic  dislocations. 

Following  all  the  big  mar- 
ket drops  came  12-month 
advances,  ranging  from  29% 
to  65%,  with  a  50%  average. 
That's  big.  And  beautifiil. 

I  devoted  last  month's  col- 
umn to  Wall  Street's  four 

most  dangerous  words:  "It's  different  this  time,"  and  how  folks 
are  fixated  on  that  now,  and  why  that  fixation  is  a  bullish  sign. 
More  beautiful  still  is  aU  the  hate  e-mail  that  column  generated, 
reiterating  how  it  really  is  different  this  time.  The  more  people 
protest  that  things  are  horrible,  the  more  persuaded  I  am  that 
it's  not  different  this  time.  Fear  is  beautiful. 

All  this  hostilit)'  to  corporate  leaders — does  that  mean  more 
trouble  ahead  for  stocks?  No,  this  is  already  priced  in.  Today's 
antibusiness  eraotioii  parallels  that  of  the  1903  bear  market, 
known  as  the  l(ich  Man's  Panic.  Then  Teddy  Roosevelt,  as  trust- 
buster,  played  the  role  now  being  played  by  congressmen  who, 
with  perverse  iron    lectorc  business  on  integrity. 

The  bears  today  .i  falling  profits.  What  they  overlook 

is  that  operating  ii  •   ■,  nsi.ng.  Operating  income  is  the 

spread  benveen  sale  i-.reci  cobls.  (It  is  also  known  as  earn- 

ings before  deprec.  ;,  inleresv,  taxes  anc  nonrecurring 
items.)  The  operating,  .  gin  is  the  .i>ost  basi>  efficiency  ratio 
for  a  company.  Withoi  writeoffs,  earnin^-'>  would  rise 
nicely  now.  Profits  are  about  th^;  past.  Operating  margins 


The  bears  today 

bemoan  falling 

profits.  What  they 

overlook  is  that 

operating  margins 

are  rising.  Without 

writeoffs,  earnings 

would  rise  nicely 

now.  Not  bad. 


are  about  the  future. 

As  I  said  last  month,  anc 
despite  what  everyone  wants  tc 
believe,  the  market's  overal 
price/earnings  ratios  tell  yoi 
simply  nothing  about  where  the 
market  is  headed.  But  withir 
the  market,  there  is  a  tug-of-wai 
between  growth  stocks  (gener^ 
ally,  those  with  high  P/Es)  anc 
value  stocks  (low  P/Es).  This  is 
time  when  value  stocks  are  win- 
ning the  tug-of-war.  Here  are  four  I  like. 

Very  cheap  relative  to  its  peers,  Marathon  Oil  (25,  MRO 
www.marathon.com),  which  was  carved  out  from  U.S.  Steel  thi,< 
January,  should  get  acquired  by  a  larger  oil  firm  sometime  ir 
the  next  few  years.  This  vertically  integrated  global  firm  is  not  ir 
the  top  tier  in  size  and  for  that  reason  sells  for  only  $7.4  billion 
a  fourth  of  its  $30  billion  in  annual  revenue.  It  also  sells  for  jusi 
2.8  times  cash  flow  (in  the  sense  of  earnings  and  depreciation^ 
and  for  1.6  times  book  value.  It  has  a  3.7%  dividend  yield 
Somehow,  this  wiU  make  money. 

Antique  pricing  is  beautiful.  Boise  Cascade  (28,  BCdLji 
www.bc.com),  selling  below  its  late  1980s  bull  market  levelsl 
remains  a  leading  paper  and  forest  products  company.  Its  2.41 1 
million  acres  of  real  estate  are  worth  a  lot — perhaps  $1,300  ar"ti 
acre.  By  that  measure  the  land  alone  is  worth,  after  dm 
allowance  for  other  assets  and  debt,  $2 1  a  share — so  the  rest  o: 
the  operations  cost  you  just  $7.  The  company  is  dirt  cheap  ir^ 
another  way:  It  is  selling  at  20%  of  annual  revenue  and  4.5  times 
cash  flow,  with  a  2.2%  dividend  yield.  After  15  years  of  the  com- 
pany's going  nowhere,  folks  wonder  how  to  make  money  here 
Simple.  Buy  the  stock. 

Despite  the  Internet,  Borders  Group  (18,  BCP,  www.bor- 
ders.com)  remains  America's  number  one  shopping  mal 
book  retailer.  You  also  know  it  as  Waldenbooks.  The  receni 
economic  weakness  stalled  growth,  but  growth  will  resume  ir 
the  years  ahead.  Meanwhile,  Borders  is  very  cheap  at  40%  o 
annual  revenue,  12  times  earnings  and  5  times  cash  flow. 

And  if  the  market  pops,  so  will  financial  powerhouse  Credii 
Suisse  (25,  CSR,  www.credit-suisse.com).  It  sells  at  exactly  bool 
value — and  at  50%  of  annual  revenue,  9  times  earnings  and  i 
price  that  gives  you  a  5%  yield.  Foreign  stock  prices  ar< 
depressed;  the  Morgan  Stanley  Europe,  Australia  and  Far  Easi 
index  is  trading  (in  both  dollar  and  local  currency  terms)  a' 
1989  levels.  Foreign  markets  will  recover,  which  will  help  for- 
eign brokers  and  thus  should  help  Credit  Suisse.  f 


ii: 


I  'TJYxf'VkfkC     I  Kenneth  L.  Fisher  is  a  Woodslde.Calif.-based  money  manager. 
^im^^i?<    I  Visit  his  home  page  at  www.forbes.com/fJsher. 
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Billboard 


vs. 


Bill  Bored. 


Getting  bored  with  your  billboard  advertising? 
St  imagine  how  your  customers  feel,  seeing  the 
me  message,  day  after  day. 

Well,  now  there's  a  whole  new  way  to  keep 
-ur  message  fresh,  exciting  and  vibrant. 

SiliconView  Electronic  Billboard — it's  the  one 
I  Highway  101  in  Silicon  Valley  that  everyone 
>tices.  Because  there's  nothing  else  like  it. 

Innovative  LED  technology  lets  you  feature 
jitiple  messages  that  rotate  electronically. 

like  having  a  lot  of  outdoor  boards  for  c'f'  \t' 

e  cost  of  only  one!  SlIlCOnVlGW 


And  it's  so  easy — ^just  e-mail  us  your  file  and  your 
message  can  be  up  and  commanding  the  attention  of 
over  7  million  monthly  commuters  in  as  little  as  48  hours. 
At  a  rate  that's  surprisingly  affordable. 

To  find  out  more  and  to  request  our  media  kit, 
visit  siliconview.com  or  call  650-493-3500.  We're  so 
sure  you'll  like  what  you  see,  we're  offering  a  special 
"Free  on  the  Freeway"  Introductory  Program. 

Contact  us  today  to  find  out  if  you  can  test- 
drive  your  advertising  message  on  SiliconView 
Electronic  Billboard  absolutely  free. 


THE     E  L  E 
I  N 


CTRONIC      BILLBOARD 
SILICON     VALLEY 


Cofwright  2002  SiliconView.  UC.  All  rights  reserved.  SiliconView  is  a  trademaik  of  Landmark  Screens,  LLC.  Copyrigiit  ?002  Singtel  Corporation. 
Al  rights  reserved.  Singtel  is  a  registered  trademark  of  Singtel  Corporation.  Other  names  may  be  trademarks  of  their  respected  owners 
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Here  today.  Here  tomorrow. 

■y  SingTpl 

Best  Asian  Telecom  Operators  Years  Running' 

Call  1-877- SINGTEL 
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The  Patient  Investor  By  John  W  F^ogcrs  Jr 

The  Telltale  Letter 


CORPORATE  SCANDAL  HAS  REACHED  NEW  DEPTHS, 
investors  are  wary  and  suspicious,  and  stock  prices  of 
honest  companies  are  weak,  suffering  from  guilt  by 
association.  While  I  believe  stocks  will  eventually 
recover,  I  am  troubled  by  the  fallout  of  investor  trust. 
In  the  face  of  today's  market  debacles  and  rampant  corporate 
duplicity,  people  are  asking  me,  "How  can  investors  avoid 
falling  prey  to  corporate  deceit?  Where  are  the  warning  signs?" 
Unlike  Wall  Street  analysts  and  big  institutions,  individual 
investors  often  do  not  have  the  luxury  of  on-site  visits  to  com- 
pany headquarters,  behind-the-scenes  plant  tours  or  face-to-face 
interviews  with  chief  execu- 
tives. However,  investors  do 
have  access  to  information 
that  is  plenty  revealing,  includ- 
ing corporate  conference  calls 
and  Web-based  analyst  assess- 
ments from  the  likes  of  Mul- 
tex.com.  Most  important  are 
the  companies'  reports. 

If  you  want  real  insight 
into  the  heart  and  soul  of  a 
corporation,  read  the  chief 
executive's  letter  in  the  annual 
report.  It  can  be  infinitely 
telling  about  both  the  busi- 
ness and  its  leader. 

No  surprise  investors  are 
so  cynical  in  light  of  Enron's 
letter    in    its    2000    annual 

report — before  the  company's  shenanigans  were  unmasked — 
which  was  signed  by  Chairman  Kenneth  Lay  and  Chief  Execu- 
tive Jeffrey  Skilling.  It  painted  a  picture  of  a  bold,  world-con- 
quering enterprise  on  the  move;  known  problems  at  the  time 
got  no  mention.  Left  unsaid  was  anything  about  Enron's  role  in 
the  supposed  California  energy  crisis.  Also  unexplored  was  its 
ballooning  debt.  Warren  Buffett  would  never  have  signed  a  let- 
ter like  th-at  one. 

The  same  went  for  Bernard  Ebbers'  letter  in  the  WorldCom 
2000  annui^  X^ide  fi-om  a  bland  reference  to  "disappointing" 
stock  perfor;  ;e  and  a  general  comment  about  overcoming 
"obstacles,"  tj  was  no  discussion  of  WorldCom's  slumping 
long-distance  L  .-.  ness  or  its  botched  merger  with  Sprint. 

So  look  ai  e  letters  carefully.  Are  they  cursory  and  hap- 
hazard, or  til'  rful  .^nd  deliberate?  Do  they  deal  with  prob- 
lems straight  ,c  around  them?  Hall  of  Fame  Prince- 
ton basketball  cc  Carril  was  known  to  say,  "A  player's 
true  personality  shiv  on  the 
court."  In  business,          •>'true 


Improve  your  odds 

of  avoiding  the  next 

WorldCom  or  Enron 

by  reading  the 

chairman's  letter  to 

shareholders.  Is  the 

boss  candid  about 

the  company's 

problems? 
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personalities — their  substanc 
or  lack  thereof — show  up  i 
their  writing. 

Here  are  a  few  companit 
whose  recent  shareholder  le' 
ters — and  whose  shares — ai 
worthy  of  your  attention. 

The  missive  from  Clorox  (4; 
CLX),  for  the  year  ended  Jun 
2001  laid  out  management 
vexing  inability  to  get  the  bus 
ness  moving.  Chairman  C 
Craig  Sullivan  candidly  bemoaned  the  1%  drop  in  revenue  fc 
the  year.  Then  he  detailed  a  plan  to  get  the  household  product 
company  growing  again  through  new  products,  better  market 
ing,  cost-cutting  and  streamlining.  In  a  bit  of  cleanser-industr 
humor,  he  dubbed  the  last  objective  "getting  the  gunk  out."  H 
even  delineated  Clorox's  missteps  with  Glad  bags  and  Scoo 
Away  cat  Litter.  Although  the  latest  annual  report  isn't  out  ye 
Clorox  is  on  the  way  to  a  turnaround  with  sales  growing  a  nic 
4%,  to  $4.06  billion  in  fiscal  2002.  After  one-time  restructurin 
charges,  net  income  fell  1  %,  to  $322  million. 

If  Clorox  were  on  the  block  today,  I  believe  the  shares  wouli 
be  worth  $53,  representing  a  23%  premium  over  their  curren 
price,  which  comes  to  31  times  trailing  12-month  earnings  ani 
25  times  forward  earnings. 

Jones  LangLaSalle  (21,  jll),  the  worldwide  real  estate  servic 
outfit,  furnishes  fundraising  advice,  manages  buildings,  lease 
and  sells  them.  It  lost  money  in  2001.  In  the  annual  repor 
issued  in  March,  new  Chief  Executive  Christopher  Peacoci 
clearly  explained  how  he  intended  to  make  the  firm  a  winne 
again  via  long-term  actions  (over  three  years)  and  short-tern 
priorities  (to  be  completed  by  year-end).  He  went  over  new  ini 
tiatives  like  a  Web-based  training  program  and  a  corporate  deb' )( 
reduction  campaign.  The  stock  sells  for  12  times  a  reasonabl 
expectation  for  forward  12-month  earnings  and  at  a  32%  dis 
count  to  its  $3 1  intrinsic  value.  (Ariel  Capital  Management,  Inc 
owns  a  substantial  position.) 

idex  (29,  lEX)  is  profitable  but  sales  growth  has  been  anemi' 
and  margins  subpar  for  this  maker  of  pumps  and  compres 
sors.  Nevertheless,  Chairman  Dennis  K.  Williams  in  his  mos 
recent  letter  thoroughly  sketched  out  a  litany  of  good  ideas  t( 
improve  the  company  even  in  a  recession,  such  as  improvinj 
on-time  delivery  of  products  with  a  new  computer  monitor 
ing  system. 

The  stock  sells  at  a  34%  discount  to  its  $44  intrinsic  value 
19  times  trailing  earnings  and  14  times  forward  earnings.       I 


l< 


I  Forbes 


John  W.  Rogers  Jr.  is  chairman  and  chief  executive  officer  of  Chicago-based  Ariel  Capital  Management,  Inc  I 
the  adviser  to  the  Ariel  Mutual  Funds.  Visit  his  home  page  at  www.forbes.com/rogers. 
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/inning  e-business  strategies  in  a  dynamic  economy 

')ctober  23—25,  2002  -  Desert  Springs 
/larriott  Resort  &  Spa,  Palm  Desert,  CA 
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anticipation 

the  rebound 

rises  tlie 


(e)  business  is  tlie  game.  Play  to  win: 


NTERWOVEN 


VIGNETTE 


Remaining  focused,  aggressive  and  innovative  in  today's  economy  tal<es  a 
game  plan  built  on  business  acumen  and  IT  expertise.  IBM  and  Forbes 
magazine  tiave  teamed  up  to  give  ClOs  the  information  and  strategies  needed 
to  optimize  e-business  infrastructure,  maximize  ROI  and  plan  for  future  grovi/th. 

Join  your  colleagues  at  ttie  IBM/Forbes  Executive  Forum  to  participate  in 
educational  sessions,  hear  from  industry  experts  like  Steve  Forbes,  IBM 
executives,  and  ClOs  vi/ho've  learned  firsthand  what  it  takes  to  build  a  winning 
strategy  Plus,  you  can  meet  with  e-business  technology  solutions  providers 
to  ensure  that  you  leave  the  forum  with  both  the  strategies  and  tools  that  can 
help  your  company  achieve  success  today  and  well  into  the  future. 

Apply  to  Attend  Today! 

Registration  is  by  invitation  only.  If  you  have 
not  yet  received  an  invitation  and  would  like 
to  apply  for  one,  please  visit: 

ibm.com/events/executiveforum 


CoiporalioaJBM.  IhelBM  logb  and  any  oilier  IBM  products  and  services  are  trademarks  or  registered 
3d  Slates,  other  countries  or  both.AII  other  trademarks,  registered  trademarks, 
ic  iiaucM.diTvo.  ictjiiicicu  iiaderaarks  or  service  marks  ol  others.  All  rights  reserved. 
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Here's  Their  Home  Address: 
www.forbes.com 

New  research  from  Research.net  proves  that  C-level  executives 
live  on  the  Web.  In  fact,  they  spend  more  time  on  the  Web  than 
they  do  with  any  other  medium— an  astonishing  16  hours  per 
week.  That's  more  than  5  times  the  average  time  spent  online 
by  the  general  population. 


Media  consumption  in  hours  per  week: 


Newspapers 


Magazines 


Radio 


TV 


Online 


Population  avg. 
C-level  Executives 


31.83 


1 6  Sources:  Research.net  February  2002. 

Veronis  &  Suhler  2002 


And  while  these  busy  top  executives  visit  an  average  of  over  1 0  sites  per 
month,  their  favorite  Web  site  for  business  and  financial  information  is 
Forbes.com.  C-level  executives  visit  Forbes.com  at  more  than  twice  the 
rate  of  any  other  Web  site  in  the  category. 

Moreover,  these  C-level  executives  also  find  that  Forbes.com  features 
advertising  they  trust  and  believe  the  most. 


Reach  C-level  executives  where  they 
live.  In  an  environment  they  know  and 
trust.  On  Forbes.com.  The  Home  Page 
For  The  World's  Business  Leaders.^"^ 


Forbes 

^^^^^^^^■B  ■  com 

CAPITALISM  IN  REAL  TIME" 


FREE  White  Paper 

"Online  Advertising  Update: 

A  Review  of  Researcii  Data  Measuring 

The  Growrth  and  Effectiveness 

of  Online  Advertising" 


eMarketer 


Get  your  free  copy  of  the  Online  Advertising  Update.  Published  by  eMarketer,  it  pro- 
vides an  objective,  information-rich  overview  of  the  online  ad  market,  including  its 
growth  and  effectiveness,  as  well  as  CEO  research  data  from  Research.net,  Go  to 
www.forbes.com/research. 
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The  Plot  TH 

You  track  your  blood  pressure,  sodium  and  chol| 
to  monitor:  blood  viscosity,  by  mary  ellen  egan 

RESEARCHERS  HAVE  SPENT  THE  LAST  FIFTY  YEARS 
studying  heart  disease  and  stroke  by  focusing  almost 
exclusively  on  biochemical  enemy  agents  in  the  blood- 
stream— baddies  such  as  cholesterol,  salts  and  triglyc- 
erides. The  result  has  been  a  slew  of  drugs  such  as  Lip- 
itor  and  Zocor  to  lower  cholesterol  and  a  heightened  awareness 
of  proper  nutrition  and  exercise. 

But  there's  a  culprit  cardiologists  have  long  overlooked  in 
their  fight  against  heart  disease:  the  thickness  of  your  blood. 
A  mounting  body  of  research  suggests  that  thicker  blood 
roughs  up  the  arteries  and  causes  plaque  to  form,  which 
can  lead  to  clogged  arteries  and  heart  attacks  and  strokes. 
The  reason  your  blood  gets  thick  is  aging,  genetics  and  the 
presence  of  cholesterols  and  fats.  But  heart 
attacks  can  strike  even  those  without  tradi- 
tional risk  factors  such  as  high  cholesterol 
levels,  suggesting  that  high  viscosity  is  a 
possible  cause. 

Yet  doctors,  unlike  car  mechanics,  have 
never  had  a  precise  way  to  measure  viscos- 
ity to  prove  that  thicker  blood  leads  to  heart 
attacks.  Current  methods  require  drawing 
blood  and  adding  anticoagulants,  a  step 
that  changes  blood  from  its  natural  state.  As 
a  result,  doctors  have  no  baseline  viscosity 
number  considered  "healthy,"  analogous  to 
a  cholesterol  count  below  200  milligrams 
per  deciliter  of  blood.  Nevertheless,  doctors 
wrote  21  million  prescriptions  for  the  anti- 
coagulant Coumadin  (genericaUy  known  as 
warfarin),  a  drug  growing  5%  a  year.  But 
anticoagulants,  aspirin  included,  merely 
fight  blood  clotting  without  solid  proof  that 
thevthn  blood. 

.'W  a  new  device  called  the  Rheolog,  which  accurately 
n-'va::L,ix':  lilood  viscosity,  is  heading  for  the  market  next  year.  It 
is  currently  In  use  by  a  do.^eii  research  labs  around  the  U.S.  If  it 
takes  of^,  it  m,:y  vastly  improve  the  science  behind  blood-thin- 
ning drag<;  ar)/'  Qnally  shed  hght  on  how  thicker  blood  plays  a 
role  in  heart  dis<;;ise  and  stroke.  The  Rheolog  is  made  by  Rheo- 
logics,  a  small,  privately  l.dd  firm  in  Exton,  Pa  founded  by  52- 
year-old  .  ardiologist  ■■'  .  !^  Kensey  Five  years  ft-om  now,  he 
says,  "do*.  >  >  i  ;!1  be  niv  i  -g  viscosity  along  with  blood  pres- 
sure and  heart  r;<te.'" 


ENS 

rrol.  Soon  you  may  have  another  vital  sigl 


SIX  STEPS  TO  LOWER 
YOUR  BLOOD  VISCOSITY 

I 

Donate  blood  regularly. 

2 

Take  an  aspirin  a  day. 

3 

Drink  10-12  glasses  of  water  a  day 

4 

Quit  smoking. 

5 

Reduce  fat  in  your  diet. 

6 

Exercise  3  to  4  times  a  week. 


Dr.  David  Faxon,  chief  of  cardiology  at  University 

Chicago  Hospital  and  former  president  of  the  Americ. 

Heart  Association,  began  using  the  device  earlier  this  year 

determine  the  role  viscosity  may  play  in  clogging  or  harde 

ing  arteries.  He  is  enthusiastic  about  the  promise  of  Kense] 

device  but  cautions  that  no  one  yet  knows  how  close  the  lii 

is  between  viscosity  and  heart  disease.  "Even  if  viscosity  k 

factor,"  says  Faxon,  "patients  still  need  to  pay  attention 

their  cholesterol  and  blood  pressure  levels." 

Kensey's  Rheolog  device  improves  on  older  met 

ods  by  simulating  how  blood  moves  through  veins  ar 

arteries.  In  the  past,  a  blood  sample  was  put  betwet 

two  metal  plates,  and  then  the  plates  were  turned 

measure  resistance.  But  researchers  had 

add  an  anticoagulant  to  keep  it  from  clo 

ting  after  it's  out  of  the  body.  The  antio 

agulant  changes  blood's  properties,  skev 

ing  the  data. 

Kensey  spent  12  years  and  $11  millici 
coming  up  with  a  machine  that  mimi 
nature's  way.  He  put  up  much  of  the  fiim 
ing  by  selling  chunks  of  his  original  $: 
million  stake  in  Kensey  Nash,  a  Nasdat 
listed  medical  device  firm  he  cofounded 
1983.  Less  than  a  teaspoonful  of  bloc 
from  a  patient  is  fed  into  the  Rheolog, 
toaster-size  device  with  tubing  inside.  Tl 
blood  flows  up  one  leg  of  a  U-shaped  tul 
that  has  been  coated  with  phosphor 
choline,  a  protein  that  tricks  the  blood  in 
thinking  it  hasn't  left  the  body. 

The  blood  flows  down  one  side  of  tl 
"U"  and  up  the  other,  simulating  the  ca 
diac  cycle.  The  blood  moves  very  quick 
but  eventually  slows  down  and  then  stops.  Software  measur 
the  blood's  speed  10,000  times  as  it  falls,  to  produce  a  reading  > 
height  versus  time  to  express  viscosity.  "It  is  without  a  doubt  tl 
most  complicated  problem  I've  ever  had  to  solve,"  says  Kense 
who  also  invented  a  device  to  stop  arterial  bleeding  during  su 
gical  procedures. 

Eli  Lilly  and  AstraZeneca  are  interested  in  using  the  Rheolc 
to  test  their  drugs'  effects  on  blood  viscosity.  Lilly  wants  to  me 
sure  the  viscosity  of  postmenopausal  women,  to  see  which  fai 
the  risk  of  heart  disease  should  they  go  on  estrogen  therapy. 
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phone  number.  Real  people.  24  hours  a  day. 

am  more  about  choosing  First  Health,  talk  to  your  employer  or  visit  www.firsthealth.com 


9  First  Health. 
True  to  life 
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www.acura.com 
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1-800-USA  LEXUS 

www.lexus.com 
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www.toyota.com 
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"Qet  our  new  2002 
Profit  Forecast  FREE" 

With  a  Half-Price  Subscription  to  the  FORBES/Wolfe  Nanotech  Report 


;  at  Forbes,  we've  found 
secret  of  successful  invest- 
s  to  buy  companies  where 
v\h  is  inevitable  and  the 
it  potential,  stupendous. 

id  our  FREE  2002  Profit  Forecast  will 
ou  the  complete  details  on  five  rev- 
nan-  "nanotechnology"  companies 
ould  very  well  magnificently 
)ly  your  investments. 

you'll  discover,  our  new  Nanotech 
r  is  the  FIRST  and  ONLY  publication 
irgets  the  hottest  growth  markets  of 
echnolgy  —  from  molecular  comput- 
nanoelectronics...from  DNA  program- 
to  biomedicine...and  connects  the 
3  the  companies  most  likely  to  profit. 

re's  a  sneak  preview  from  your  free 
forecast: 

OFIT-TAKER  ONE,  for  example,  is 
the  verge  of  becoming  the  INTEL  of 
lotechnology.  It's  no  wonder.  Over 
•6  of  all  nanotechnology  companies 
'  their  powerful  Atomic  Force  Micro- 
ipes  and  microelectronic  tools.  As  a 
ult,  the  stock  is  up  58%. ..with  even 
re  good  news  on  the  way. 


^  PROFIT-TAKER  TWO,  will  also  make 
money  hand  over  fist  from  licensing  its 
software  to  nanotechnolgy  companies. 
As  the  leading  provider  of  modeling 
software  for  biologists,  chemists,  and 
materials  scientists,  this  company  will 
RING  UP  huge  profits  in  the  years  ahead 
as  scientists  at  Eli  Lilly,  Glaxo,  Smith 
Kline,  Novartis,  and  Roche  DEPEND  on 
its  software  to  design  the  coming  wave 
of  nano  drug  delivery  systems. 

^  PRORT-TAKERS  THREE,  FOUR, 
AND  FIVE  will  also  pile  on  the  profits 
for  early  investors.  All  are  formidable 
forces  in  the  nanotechnology  R&D, 
molecular  computing,  materials  and 
next-generation  data  storage  devices. 

DON'T  MISS  OUT! 

For  over  three  decades,  FORBES  has  helped 
investors  like  you  build  your  wealth  light- 
years  ahead  of  the  crowd.  Those  who 
have  followed  our  timely  advice  through 


NANOTECH 


our  magazines  and  investment  advisories 
have  enjoyed  many  MONEY  DOUBLING 
gains  over  the  past  30  years,  while  avoid- 
ing risk  like  the  plague. 

Now  it's  your  turn  profit  from  the  next 
wealth  revolution.  You'll  receive  a  FREE 
copy  of  our  2002  Profit  Forecast:  5  Biggest 
Profit  Takers  of  the  Nanotech  Revolution. 

My  Personal  100% 
Satisfaction  Guarantee 

At  FORBES,  your  satisfaction  is 
guaranteed.  If  you're  not  happy  for 
any  reason,  just  cancel  and  you'll 
receive  a  full  refund  for  the  balance 
of  your  subscription. 

You  may  keep  all  the  issues  and 
special  reports  you've  received  with 
my  thanks  for  giving  FORBES/Wolfe 
Nanotech  Report  a  full,  fair,  and 
honest  try. 

Yours  for  profitable  investing, 
Steve  Forbes 
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RESPOND  NOW  AND  RECEIVE 
THIS  EXTRA  FREE  BONUS  REPORT. 

It's  called  Nano  101:  An  Insider's  Guide 
to  the  World  of  Nanotechnolgy. 


n  WILL  RUSH  YOUR  SPECIAL  REPORTS  AS  SOON  AS  WE  RECEIVE  YOUR  ORDER 


T^ 


^  I  Please  sign  me  up  for  my  guaranteed,  half-price  subscrip- 
5 1  tion  to  the  FORBES/Wolfe  Nanotech  Report  for  the  term 
and  rush  me  my  Free  FORBES  2002  Profit  Forecast  right  away 
-  of  FORBES/Wolfe  Nanotech  Report  for  only  US$295. 
j  50%  off  the  single  issue  rate.  Plus  I'm  protected  by  your 
I  money-back  satisfaction  guarantee. 

I-YEAR  GUARANTEED  SUBSCRIPTION  INCLUDES: 

monthly  issues  of  FORBES/Wolfe  Nanotech  Report, 

uring  the  hottest  companies  and  technologies  that  will 

pe  the  GREAT  nanotechnology  revolution.  Including  what 

:ks  to  buy  NOW  —  and  why  they  are  especially  attractive 

IS  NOW. 

RBES  2002  Profit  Forecast:  5  Biggest  Profit-Takers 

he  Nanotech  Revolution. 

w  101:  An  Insider's  Guide  to  the  World  of  Nanotechnolgy. 


CHOOSE  YOUR  METHOD  OF  PAYMENT 

□  Check  or  money  order 

□  Charge  my:  □  Mastercard    □  Visa 

□  American  Express    □  Discover 

Card  No Exp.  Date. 

Signature 

Name 


Address. 
City 


.State. 


_Zip. 


Email  Address. 


Mail  this  form  to  Forbes/Wolfe  Nanotech  Report,  P.O.  Box  3078, 
Harlan,  lA  51593-4142. 
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FOR  FASTER  SERVICE,  CALL  1-800-353-8198 
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The  Honorable  Arthur  Levitt 
opens  the  conference  on  the 
floor  of  the  New  York  Stock 
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Nothing  breeds  success  like  success.  And  there's  no  better  source  fo 
advice  than  someone  else  who  "is  there"  and  "doing  that"  succe 
from  the  corner  office.  That's  why  we've  assembled  many  of  today'; 
effective  CEOs  at  the  Forbes  CEO  Forum.  To  talk  about  the  tough  top 
come  to  grips  with  the  crisis  of  confidence  that  is  impacting  every 
and  function  in  business  today 

If  you're  a  CEO,  we  invite  you  to  register  now 
The  8th  Annual  Forbes  CEO  Forum 

CEOs  of  the  Forbes  500  are  pre-registered. 

To  confirm  your  registration  please  call  Amanda  Feszchur  at  212  367 

A  Conference  of  Peers...  without  equal. 
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New  York  City 
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HogS;  Executive  Style 

White-collar  biking  has  vroomed  off  in  directions  undreamt  of  by  Malcolm  Forbes. 

BY  MARY  CRANE 


HARD  TO  IMAGINE, 
but  20  years  ago  a 
middle-aged 
executive  tooling 
)wn  the  road  on  a  Harley  was 
msidered  peculiar.  Maybe 
at's  because  few  besides  this 
agazine's  late  editor-in-chief 
ired  to  do  so.  Last  month,  in 
cognition  of  his  contribution 
I  the  sport  of  motorcycling, 
alcolm  Forbes  was  inducted 
jsthumously  into  the  Sturgis 
[otorcycle  Museum  and  Hall 
I'Fame  in  Sturgis,  S.D.,  thus 
ining  such  biker  luminaries 
Glenn  Curtiss,  the  motorcy- 
;  builder  and  aviation  pio- 
:er,  and  hog-hugging  film 
jn  Steve  McQueen. 

The  single  fastest-growing 

or  ot  rvvo-wheeled  tourists 
RUBs — rich  urban  bikers — 
no  use  their  bikes  for  respite 
bm  high-pressure  jobs.  After 
^,  it*'s  impossible  to  take  a 
nference  call  while  maneu- 
ring  an  800-pound  bike 
ound  a  hairpin  curve, 
lough  most  white-collar  rid- 
5  prefer  to  create  their  own  itineraries,  a 
owing  minority  now  hire  companies  to 
in  their  routes  and  handle  all  logistics. 

Ride  America,  owned  and  operated 
brothers  Rick  and  Wyatt  Perkins,  tar- 
ts corporate  execs.  "The  average  exec- 
ive  Harley  enthusiast  is  between  the 
es  of  45  and  65  and  is  a  corporate  pro- 
sional  or  entrepreneur  who  rarely  has 
e  opportunity  to  ride,"  says  Rick 
rkins.  "They  need  to  be  within  four 


IRI 


hours  of  their  office  or  family." 

For  such  customers,  the  Perkinses 
have  created  itineraries  through  the 
canyon  lands  of  the  Southwest,  the 
shaded  Natchez  Trace  Trail,  which  dates 
to  the  antebellum  South,  and  five  others, 
all  of  which  allow  executives  to  focus  on 
the  riding  experience  itself.  The  Brenham, 
Tex. -based  company  takes  care  of  airport 
transfers,  motorcycle  rentals,  hotel 
accommodations   and   national   park 


passes  or  other  entrance  fees. 
On  some  tours  it  provides  a 
chase  vehicle  to  transport  rid- 
ers' luggage  and  necessities 
between  locations. 

My  husband  and  I  signed 
up  with  Ride  America  earlier 
this  year  for  a  group  tour 
through  Nevada,  Arizona  and 
Utah.  While  I  toted  a  laptop 
and  cell  phone,  somewhere 
between  the  stark  vistas  of 
Arizona's  deserts  and  the 
majestic  heights  of  Utah's 
Zion  National  Park  I  lost  any 
interest  in  checking  in  with 
my  office. 

And  this  from  someone 
who    considered    herself   a 
reluctant  participant.  My  hus- 
band, the  family's  real  gear- 
head,  had  eagerly  anticipated 
this   trip.   I,   on    the   other 
hand — a  neophyte  passen- 
ger— had  felt  only  trepidation. 
I  questioned  whether  I  would 
enjoy  following  an  itinerary 
"'     that  someone  else  had  pre- 
pared, and  I  worried  about 
spending  the  better  part  of  a 
week  with  six  strangers.  (Most  tours  are 
limited  to  eight  riders.) 

To  my  surprise,  I  quickly  became 
enamored  of  touring — which  is  so  much 
more  raw  and  refreshing  an  experience 
than  seeing  the  world  from  a  car.  I 
choked  on  desert  dust,  inhaled  the  rich 
scent  of  Arizona  cedars  and  connected 
eye-to-eye  with  a  small  herd  of  antelope 
climbing  a  mountain.  By  the  time  our 
tour  ended,  I  understood  well  why  dogs 
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ride  with  their  heads  hanging  out  the 
window. 

I  especially  appreciated  the  fact  that  at 
the  end  of  each  day  we  knew  we'd  be 
checking  into  prearranged  lodgings, 
where  we  could  shower  and  change 
clothes  before  dinner. 

Hardier  road  warriors  who  like  to 
camp  outdoors  can  ride  with  Chrome 
Caballeros.  "I  don't  think  you'll  find 
another  company  that  combines  motor- 
cycling with  a  camping  experience  like 
ours,"  boasts  owner  David  Waddell. 
Chrome  Caballeros'  "luxury"  accommo- 
dations include  tents  tail  enough  for  rid- 
ers to  Suind  in — a  nice  touch  for  middle- 
aged  bikers,  who  mai.»  pull  jeans  and 
other  ridirsg  acces-wries  on  and  off  daily 
Each  tem  contaisss  a  •-  ;  •  Seeping  bag, 
fuii-size  pilJo'A  .!c.: 
table,  lamp  i.' 

While  ridtr< 
is  busy  breaking,  .     , 
and  pitching  it  at  the  m. 
tie  up  each  day's  Sreakfast  anc'  dinner. 
This  allows  ridt  ?    w  stay  on  Uic  road 


fi-om  8:30  a.m.  to  5:00  p.m.,  knowing  that 
when  they  arrive  at  camp  a  hot  dinner 
prepared  over  an  open  fire  awaits  them. 
The  night's  meal  might  be  ribs,  Cornish 
game  hen,  or  chateaubriand,  followed  by 
Dutch-oven-baked  apple  pie  and  hand- 
churned  ice  cream. 

Ray  Mathews,  a  retired  life  insurance 
brokerage  owner  from  Henderson,  Nev., 
joined  Waddell  on  Chrome  Caballeros' 


Offici»WH 

A  passel  of  busines 

bikers  tours  Arizona  witi 

Chrome  Caballeros 


cycles  with  friends  than  rush  out  H 
restaurant  or  sit  around  a  motel  room.: 
If  you  like  roughing  it  even  rough 
contact  Mike  Ferris  of  Thirroul  (south 
Sydney),  Australia-based  Ferris  Whe« 
which  specializes  in  international  mot' 
cycle  adventures.  When  we  spoke  w 
Ferris  in  late  July,  he  was  leading  a  tc 
through  the  Himalayas.  Other  "safarr 
as  he  calls  them,  take  riders  on  rou 


"I  understood  why  DOGS  RIDE 
with  their  heads  out  the  window. 
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second  tour  in  2000  and  has  toured  with 
him  at  least  twice  each  year  since.  "They 
take  care  of  everything,"  he  says.  "It  gives 
me  the  freedom  to  ride  and  see  the  sights 
without  having  to  worry  about  where  I'll 
be  sleeping."  Mathews,  who  describes 
Waddell  as  "the  master  of  the  Dutch 
oven,"  adds,  "I  don't  think  there's  any- 
thing neater  than  to  have  a  cowboy  cook- 
out  dinner.  I'd  rather  end  a  day  sitting 
around  the  campfire  and  talking  motor- 


though  India,  Nepal,  Turkey  and 
Andes. 

Ferris  estimates  that  over  half  his  t 
ers  are  business  owners,  profession, 
senior  managers  and  corporate  exd 
tives.  His  Himalayas  trips  (next  one 
for  July  2003 )  let  capitalists  tool  down 
highest  motorable  road  in  the  world 
an  altitude  of  18,380  feet. 

For  contact  information  and  rateS; 
to  www.forbes.com/hogs. 
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Watch  and  Win! 


1 7"  Flat  Panel  TV 


igitAIINews 


Introducing  the 
Forbes.com 
Video  Network 


-Market  Open  at  1  0:00AM  (EST) 
■-Midday  Update  at  1:00PM  (EST) 
--Afternoon  at  3:45PM  (EST) 
■-Look  Ahead  at  5:1  5PM  (EST) 


Watch  "Business  View"  every  day  right  on  your 
desl<top  on  the  Forbes.com  Video  Networl<. 

Tune  in  to  the  latest  marl<et  and  business  news 
on  "Business  View"  featuring  four  daily  webcasts 
from  Forbes.com  financial  anchor  Tara  Murphy. 
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sm  in  Real  Time™ 


Presented  by 


Visit  Forbes.com/Video  Today! 


SAMSUNG  DIGITa// 
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$6,400 
PER  6LIENT 


Exceptional  Waterfront  Golf  Living 

It's  an  interesting  choice:  the  coast  of  southern 
France  or  a  home  on  the  shores  of  Rarity  Bay,  a  scenic 
960-acre  peninsula  with  a  championship  golf  course, 
an  equestrian  center,  country  club,  and  homes  in 
French  Country  architecture.  Grand  Estate  homesites 
offer  you  Chateau  elegance  and  waterfront  vistas 
with  the  ambiance  of  Provence  in  the  foothills  of 
the  beautiful  Great  Smoky  Mountains.  Call  soon. 

Rarity  Bay  •  Vonore,  Tennessee  •  Toll  Free  1-888-RAfilTYBAY 
e-mail:  InfoQi  rarltybay.com  •  www.rarltybay.com 


Homes  starling  in 
the  $200.000s 
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Health/Back  Pain 


BACK  PAIN? 


There  is 
an  ansv/erl 

Send  for  FREE  information 

on  N  EW,  guaranteed 

seatand  back  supports 

designed  by  a  leading 

'back  pain  specialist. 

Posture  Education 

15Parbay,Katonah,NY10536 
www.postureeducation.com 


CALL  TOLL-FREE  1-800-392-0363 


Newsletter 


MAKE  MONEY  IN  A 
BEAR  MARKET 

in  the  middle  of  a  bear  market,  the  last 
1 2  sla'k  picks  from  the  experts  ai  the 
Forbes  Spaidl  Sintalion  Siiim  have 
gained  an  average  of  \1.29(.  We  evaluate 
5,000  stocks  and  each  month  pick  the  one 
we  believe  is  most  likely  to  move  up. 
We  tell  vou  when  to  sell  too.  Call  today  for 
aFREE'trialissue,l-888-647-7302.  Be 
sure  to  give  the  operator  promotion  code 
JSM610FRB  when  plaemg  your  order 


...offenn«i  itniquc  tlnaiieial  ser\ices  lo  save 
clientb  huge  amounts  on  iheir  income  Laxe^ 
and  protect  their  assets  from  lawsuits, 
judgements  and  seizures.  All  the  local 
appointments  you  can  handle.  Lifetime 
residuals.  Talk  to  existing  consuhants. 
24-hour  recording  (800)  653-4497 


Buy  Foreclosed  Property. 

Use  OUR  Money.  Split  Big  Profits. 

Complete  Training.  Call  for  Free 

Information  Package. 

800-995-0049  Ext.  7675 


Arrange 

equipment  leases  •  Factoring  •  Business 
loans  of  ALL  types  •  No  experience  needed. 

SEE  FOR  YOURSELFI 
Visit  us  at  wwrw.viewTLCcom  where  making 
money  is  as  easy  as  receiving  your  E-mail! 
RECEIVE  A  COLOR  INFO  KIT 
AND  FKEE  VIDEO  SEMINAR 
Tlie  Loan  Consultants^  Inc 
since  1983 


CALL 
800-336-3933 


Capital  Available 


ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  with  excellent  manage- 
ment and  growth  potential. 
ARBOC  INC. 561-627-71 10 


That  s  the  response  we  hear  arte 
explain  our  unique  and  exc 
opportunity.  If  you're  looking  I 
simple  business  with  HIGH  INC( 
POTENTIAL  and  absolutely 
downside.  let's  talk.  $14 
ln\estment  required. 


Call  1-800-675-61 


e-mcorporate 


•  Incorporate  in  all  50  stati 

•  U.S.  bank  accounts  oper 

•  Legal  Delaware  address 

Delaware  Incorporation  Handbook:^ 
Delaware  Business  Incorporators 

800.423.2993 
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Seminars    (888)NUSHC 

V  Education  6  8  7  4  1 

V  Opportunities 

Iwww.new-snore.com/info 
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4  Million  Businesses  -  Select  by  geography,  sales  voli 
business  type,  conlact  name,  credit  rating,  and  more. 

250  Million  Consumers  •  Select  by  age,  income,  home* 


buying  tsehavior,  geography,  and  more 

Customer  Analyzer  &  Prospect  Builder  -  Analyze  you 


customers  &  find  prospects  that  match.  Free  analysis  &  4 
prospects  at  infoUSA  com 

infiAs.^  1 .800-555-5335 


Education 


FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  worl<  experience.  Bachelor's, 
Master's,  and  Ph.D.  degrees  in  most 
fields.  No  residency  requirements 
Free,  prompt,  and  confidential 
svaluaiions.  Guaranteed  Student  Loans, 
i  800  951-1203  www.arrc.org 
Far.  1  "V  V^  2979 


Fine  Wine  Auctions 


J.   MORRELLFINE 
**  WINE  AUCTIONS 


S8  MILLION  BORDEAUX  AUCTION 
Single  Cellar  -  Private  Collection 
Sept.  20-21st.  4  Seasons  Rest.  NYC 
www.morrollwineauctions.coni  or 
call  (212)  307-4200  for  a  catalogue. 


Real  Estate 


mi'j^mtaM 


•  Legal  Tax-Haven 

•  5.2  Acres  Beactifront 

•  Asking  $1.5  million 

www.saipanbeachfront.com 
1-(671)  472-1819 


Timeshares 
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•  GREAT  RCI 
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ABSOLUTE  AUCTION 
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"The  Crown  Jewel  of  Aspen  Glen" 


12  MAGNIFICENT  ESTATE  HOMESITES 


COLORADO 

In  the  Heart  of  the 
Roaring  Fork  Valley 

30  Miles  from  Aspen 
66  Miles  I'roiti  Vail 

Saturday  •  Sept  28 
1  PM  MT 

Auction  to  be  held  on  site 


ASPEN 
GLEN 


5  To  Sell  Regardless  of  Pricel 


Carbondalc.  CO 

•  Private,  exclusive  coitimunity  of  29  2-  to  5-acre  estate  homesites  on 
240  acres  on  the  Roaring  Fork  River  previously  priced  $400,000  to  S 1 ,325,000 

•  Breathtaking  views  of  majestic  mountain  ranges  and  Mt.  Sopris 

•  Fisherman's  paradise  with  gold  medal  fly-fishing  in  Ihe  irout-filled  Roaring 
Fork  River,  4  private  fishing  ponds  and  access  to  the  ranch's  fishing  cabin 

•  Includes  initiation  lee  for  membership  in  the  exclusive  Aspen  Glen 
Club  valued  at  $  I  OO.TOO 

•  Club  privileges  include  golf  on  the  private  Jack  Nicklaus/Jack  Nicklaus  II 
co-designed  championship  course,  tennis,  pool,  fitness/health  center, 
and  elegant  dining  in  the  magnificent  Aspen  Glen  clubhouse 

Andhtf  Dmmctiv*  Property  0(ftr9d  By 

PROPERTIES  AVAILABLE  FOR  PURCHASE  PRIOR  TO  AUCTION 

10%  Buyer's  Premium  This  irtting  may  be  withdrawn   modified  or  canceled  without  notice 

In  cooperalion  wrth  Aspen  Glen  Realty  LLC,  Lic#  ER40003202 

This  IS  not  a  soiicilation  or  olfenng  to  residents  of  any  stale  wtiere  this  otfenng  is  prohibited  by  law. 


800.994.4945 

christenson-elins.coin/cnhtnil 


Legal  Services 


ASSET  PROTECTION 

Offshore/Domestic 
Corps.,  LLC's,  FLP's,  Trusts, 

Private  Banking. 

Matthew  C.  Mulihofer 

Attorney  at  Law 

Toll  Free  1  -877-246-2770 

www.protectmyassets.com 


Promotional  Product 


CUSTOM  MAGNETS 


Business  Cards  Magnets  as  low  as 

Other  Styles  Available!   ^/l^ 

www.lrldgedoor.com/biz.html    ■   ^ 

1-800-501-3953 
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Advertise  &  Make  Money... 
isn't  that  the  whole  idea? 

If  you  have  a  business,  product,  service,  or  money-making  idea  that 
needs  promoting... Forbes  Business  Classified  has  to  be  your  choice  for 
return  on  investment.  Forbes  classified  advertising  offers: 

•  Over  5  Millioii  reaiciers  per  issue 

•  Forbes  readers  are  high  income  decision  makers 
For  extremely  competitive  advertising  rates 

and  versatile  media  packages:  Call  Media  Options  1-800-442-6441 


Forbes  Subscriber  Service., .to  order,  change  address  or  otiier  customer  service,  call  1-800-888-9896, 


THOUGH  T  S 

On  the  Business  of  Life 


■         he  hottest  topic  on  Wall  Street  today  isn't  the  spectacular  gyrating  and  heady  climb  of  the 

H         Dow  Jones  industrials.  The  most  widespread  concern  about  Wall  Street  is  over  its  stan- 

^^L      dards,  ethics,  morality — triggered  by  the  multi-$billions  made  from  illegal  machinations. 

Many  are  deeply  worried  about  the  consuming  eagerness  of  yuppie  young  (and  not  so  young)  to  get 

rich  quick — an  eagerness  triggered  by  the  number  who  have.  A  desire  to  get  rich  quick  is  new?  Greed 

is  new?  They're  as  old  as  Adam's  fondness  for  Eve's  apples.  — MALCOLM  S.  FORBES  ( 1987) 


Greed  is  a  bottomless  pit  which 
exhausts  the  person  in  an  endless 
effort  to  satisfy  the  need  without 
ever  reaching  satisfaction. 

—ERICH  FROMM 


A  poor  mans  roast  and  a  rich  man's 
death  are  sniffed  far  off. 

—YIDDISH  PROVERB 


Why  did  corporate  governance 
checks  and  balances  that  served 
us  reasonably  well  in  the  past 
break  down?  An  infectious  greed 
seemed  to  grip  much  of  our  business 
community. 

—ALAN  GREENSPAN 


The  greedy  man  is  incontinent 
with  a  whole  world  set  before  him. 


— SA'DI 


Greed's  worst  point  is  its  ingratitude. 

—SENECA 


From  lop  to  hcnom  of  the  ladder, 
greed  is  aroused  Y,'i!hout  knowing 
where  to  find  ultimate  foothold. 
Nothing  can  cairn  ir,  since  its  goal 
is  far  beyond  all  it  can  attain.  Reality 
seenis  vuu^-'kss  by  comparison  with 
thed'-  'ed  imaginations; 

reality.  :  hamlGned. 

VMILEDURKHEIM 


The  point  is  that  you  can't  be 
too  greedy. 

—DONALD  TRUMP 


So  for  a  good  old-gentlemanly  vice, 
I  think  I  must  take  up  avarice. 

—LORD  BYRON 


Satiety  is  a  mongrel  that  barks  at  the 
heels  of  plenty. 

—MINNA  ANTRIM 


Callous  greed  grows  pious  very  fast. 

—LILLIAN  HELLMI 


For  at  least  another  hundred  years 
we  must  pretend  to  ourselves  and 
to  everyone  that  fair  is  foul  and  foul 
is  fair;  for  foul  is  useful  and  fair  is 
not.  Avarice  and  usury  and  precaution 
must  he  our  gods  for  a  little  longer  still. 
—JOHN  MAYNARD  KEY! 


A  miser  is  a  guy  who  lives  within  his 
income.  He's  also  called  a  magician. 

— ALLISTON  HER/ 


A  Text... 

The  rich  man's  wealth  is  his 
strong  city,  and  as  a  high  wall 
in  his  own  conceit. 

—PROVERBS  le 
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Business  of  Life.  The  price  is  $40,  plus  $3.50  shippinj 
$1  per  item  for  handling  (add  applicable  sales 
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RJ.  O'ROURKE'S 
SHOTGUN  MARRIAGE 

COULD  YOU  GET 
INTO  COLLEGE  TODAY? 

GOLF'S  NEW 
ARTIFICIAL  GREENS 

SIMONE'S 

RACHEL  ROBERTS 
SIZES  UP  FALL  SUITS 
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Woven  sitt 


HERMES 

PARIS 

Its  all  in  the  gesture. 
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Suit  and  vest 
in  flannel. 
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WHAT'S  THAT  IN  THE  MIRROR? 
OH,  RIGHT.  EVERYTHING. 
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LIKE  NOTHING  ELSE:' 


HUMMER.CO. 


icie  shown  $49,925.  Tax.  title,  license  and  ottiet  optional  equipment  extra.  1.800.REAL.4WD  ©  General  Motors  Corporation,  2002.  HUMMER  and  the  vehicle's  grille  design  al  registered  trademarks  of  GM  i 
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To  order  our 

131-page 

SieMatic  Kitchen  Book, 

or  for  the  location  of 

the  SieMatic  showroom 

nearest  you, 

call  today 

or  visit  our  Web  site. 

1.800.601.9455 

www.siematic.coni 
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IBM  PCs  use  gfiehiiinie  Microsoft  Windows 

www.migrosoft.com/pifacy/howtotell 


under  the  stars,  waiting  for  an  answer 

Dr.  Jill  Tarter,  Astronomer.  Director  of  the  Search  for  Extraterrestrial  Intelligence.  SETI  Institute 


An  c5x4iaordinarily  thirl,  l)ghtwel|ji1  design.  A  long-lasting  battery. 
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'^^uccessful  peipill^lpose  ThinkPad:  notebook 
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ThinkPad       Where  do  you  do  your  best  thinking? 
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SURGEON  GENERAL  WARNING: 

Cigar  Smoking  Can  Cause  Lung  Cancer 
And  Heart  Disease. 
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^s  Cigar. 


O'  oil  the  vehicles  on  the  r  othing  becomes  a  part 

'  ■    '  ~  c  .  ;gged,  ogele      yick  p.  And  of  all  the  cigars 
!  c  .hing  enhance:,    ri..    noments  of  reflection 
''^-^'  ,  timeless  taste  <  .  o    \ccanudo.  That's  what 
;■  is  on  that  makes  /.ocaivjdo  America's 
,■>  in\'{jm  cigar. 


MACANUDC 

An  American  Passior 


Imported  from  the  Dominican  Republic  in  four  distinctive  tastes- 
MACANUDO  CAFE  /  MACANUDO  ROBUST  /  MACANUDO  MADURO  /  MACANUDO  VINTAGE 
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HICKEY    FREEMAN 


Freeman 

th  Ave 


TO  UNDERSTAND  THE  ORIGIN  OF  EVIL 
you  MUST  GO  BACK  TO  THE  BEGINNING. 
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DRAGON 

Sti^and  most  terrifying  chapter 
|h^  hannibal  lecter  trilogy 
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Style.  Unlike  any  other. 


02002  Mercedes-Benz  USA,  LLC.  A  DaimlerChrysler  Company 
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Nowhere  does  form  follow  function  with  greater  flair  than  in  a  Mercedes.  Like  the  new  SL  with  its 
retractable  hardtop  and  sleek  profile.  Call  1-800-FOR-MERCEDES.  Visit  MBUSA.com.  The  SL-Class 


KILADA 
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TouRn€nu 


SINCE 


19    0    0 


SHOP-AT-HOME:  800.348.3332 

NEW  YORK       PALM  BEACH       BAL  HARBOUR      SOUTH  COAST  PLAZA 
HOUSTON       ATLANTA        LOS  ANGELES       CHICAGO 


For  more  intormation  contact  JORG  HYSEK  NA  •  800  358  9212 
www.hysek.com 


<VRE  YOU  A  FOOL  FOR  CAPITALIST  COOLT 

AT  FORBES  FYI,  WE  SAY 

OH.  BABY. 

II 


FHAT'S  WHY  WE'RE  GIVING  YOU  ANOTHER  CHANCE 
rO  WIN  A  MORE-THAN-NORMALLY  FABULOUS  TRIP 

TO  NEW  YORK  CITY. 

VVHERE  YOU'LL  DANCE  AND  DINE  "T\L  THE  SUN  STARTS  TO  SHINE.  MORE  THRILLS? 
MORE?  HOW  ABOUT  SAILING  PAST  THE  TWINKLING  HARBOR  LIGHTS  OF  MAN- 
HATTAN AS  GUEST  OF  HONOR  ABOARD  THE  FAMED  FORBES  HIGHLANDER  YACHT! 

GROUND-TRIP  AIRFARE  ON  A  FEDERALLY  RECOGNIZED,  NAME-BRAND  AIRLINE 
(aR  TOWN  CAR  SERVICE  IN  THE  NYC  AREA)  ^  200  BUCKS  TO  CHEW  ON  AT 
A  FAMED  NYC  STEAKHOUSE  ^  TWO  NIGHTS  AT  THE  PLAZA  IN  MANHATTAN  * 
TWO  TICKETS  TO  A  SIZZLING  BROADWAY  SHOW  *  A  GUIDED  TOUR  OF  THE 
FORBES  GALLERIES  (FABERGE  EGGS!  TOY  BOATS!  PRESIDENTIAL  AUTOGRAPHS!) 

ALL  YOU  HAVE  TO  DO  FOR  THIS  MORE  OR  LESS  ONCE-IN-A-LIFETIME  OPPORTUNITY  IS  GO  TO 

AND  ANSWER  SOME  QUESTIONS  ABOUT  YOUR  PREFERENCES  IN  JEWELRY,  WATCHES  AND  UQUOR.  YES,  THOSE  OF  YOU  WHO  HAVE 

ALREADY  VOTED  IN  OUR  CAPITALIST  COOL  AWARDS,  WE'RE  ASKING  YOU  TO  ^0  IT  AGAIN!  (EARN  AN  ADDITIONAL  CHANCE  TO  WIN.) 

IF  THIS  IS  YOUR  FIRST  TIME,  WE 


NO  PURCHASE  REQUIRED.  SECOND  ONLINE  QUESTIONNAIRE  CLOSES 
OCTOBER  11,  2002.  CONTEST  VOID  IN  FLORIDA.  MUST  BE  IS  OR  OLDER  TO 
PARTICIPATE.  SEE  WEBSITE  FOR  OFFICIAL  RULES  AND  PRIVACY  POUCY. 
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As  I  See  It,  #1  in  a  series 
by  David  LaChapelle. 

The  San  Raphael""  Power  Lite 
Toilet  with  on  exceptionally 
quiet  .2-hp.  pump.  Strong, 
silent  and  remarkably  clean. 
No,  you  can't  marry  it. 

1-800-4-KOHLER,  ext.  SX9 
kohler.com/sanraphael 
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RADO 

SWITZERLAND 


SINTRA 
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TOTALLY  MADE  OF  HIGH-TECH  CERAMICS 
SCRATCHPROOF  SAPPHIRE  CRYSTAL 
FOUR  GENUINE  DIAMONDS 
TRIPLE  SAFETY  CLASP  MADE  OF  TITANIUM 


www.rado.com 


Chong  Hing  Jewelers 

Los  Angeles  (213)  680-4799 
San  Gabriel  Square  (626)280-9195 
Las  Vegas  (702)871-8881 
Milpitas  Square  (408)577-0888  if 


ori<  Beveily  Hills 


South  Coast  Plaza  Palm  Beach   Bal  Harbour  San  Francisco  Las  Vegas   Maui   Honolulu  Ala  Moana   Bahamas  Vancou' 
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Features 


Whatever  Suits  Simone  /  We  lure  model  and  actress 

Rachel  Roberts  onto  the  Concorde  and  play  dress-up. 
Photographs  by  Michael  Stratton 84 

Tina's  Got  a  Gun  /  Our  field  correspondent's  wife  confi-onts  her 
fear  of  birds — with  a  12-gauge. 
hyP.J.  O'Rourke 94 

Hard  Knocks  /  Would  you  be  admitted  to  your  old  college  if 

you  applied  in  today's  era  of  hyper-competitive 
geniuses?  Actually,  you  might  blow  them  away. 
by  Dick  Teresi  and  Janet  MacFadyen 100 


Days  of  Wine  and  Redwoods  / 

Meanwhile,  on  a  planet  far,  far,  away... 

California's  stunning  Mendocino  coast  is  a  hidden 

haven  from  whatever's  got  you  uptight. 

by  Richard  Nalley 110 

Best-Case  Scenarios  /  No,  but  seriously: 
What  do  you  do  when  an  ATM  starts 
spewing  cash?  When  you  have  a  divine  visitation — 
or  at  least  get  bumped  up  to  first  class? 

First,  act  like  you've  been  there  before... 

by  John  Tierney 116 

'This  doesn't  look  like  a  place  to 

shoot  birds.  This  looks  like  a 
place  to  marry  off  the  O'Hara  girl 
except  without  the  sociological 
baggage  or  liberal  guilt."-PAGE94 
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'i*i   Departments 

The  FYEye  /  Doggy  boudoirs,  bourbon  meets  bass,  a  cell  phone 
goes  platinum,  a  Honda  goes  hummm,  designer  boots 
get  trashy,  a  detector  finds  those  missing 
ghosts:  all  the  best,  all  for  you 24 

Grape  Juice  /  The  greatest  wine  you've  never  heard  of: 

Grenache  is  the  worldwide  troubadour  of  Mediterranean  soul. 

by  Richard  Nalley 43 

The  Golf  Bag  /  Golf  used  to  be  the  only  good 

reason  to  leave  home.  Now,  thanks  to  SofTrak,  you 

can  install  St.  Andrews  in  your  own  backyard. 

by  Geoffrey  Norman 49 

Mr.  Sisyphus  /  Think  j/o^r  summer  vacation  was  torture? 

After  plague,  shipwrecks  and  curses  from  the 

evil  eye,  the  tourists  of  ancient  Rome  couldn't  wait  to  get 

back  to  their  gladiator  pits.  And  neither  could  we. 

by  Patrick  Cooke 53 

The  FYI  Signpost  /Where  have  we  been  lately? 77 

Books  /  Bound  and  flagged,  for  your  reading  pleasure. 

Edited  by  Thomas  Jackson 120 

DdCk  Jrage  /Our  swami  looks  at  your  horoscope.  Can  you  say 
"plague  of  frogs"? 
by  Christopher  Buckley 124 


COVER  SIMONE  goes  supersonic:  Rachel  Roberts  and  the  Air  France  Concorde 
photographed  by  Michael  Stratton.  Nylon  jacket,  $i,o8o,  sequined  silk  camisole,  $720, 
and  shorts,  $620,  by  Chanel,  at  Chanel  boutiques,  (800)  550-0005,  and  select  Neiman 
Marcus  and  Saks  Fifth  Avenue  stores;  jacket  also  at  select  Bloomingdale's  stores. 
Grosgrain  wrap  sandals,  $450,  by  Gucci,  at  select  Gucci  stores.  Hair  by  Roberto 
DiCuia  @  TRAFIKinc.com.  Makeup  by  Terri  Apanasewicz  for  cloutieragency.com. 


''Rubenesque,  juicy  and  shot 

through  with  spicy  perfume, 
great  Grenache  wines  seem  to 
explode  from  the  glass  right 
from  the  get-go  "  -page 43 


Race  car  driver. 
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We/come  to  Grand  Lido  Resorts,  the  world's 
most  luxurious  Super-Inclusive  resorts.  With 
pleasures  that  include  golf  on  a  private  course, 
sunset  cruises  on  a  classic  yacht,  massages 
overlooking  the  placid  Caribbean,  24-hour  room        yup  oxi.v 
service  and  no  tipping  permitted,  a  stay  at  /tn^n^HHu 

Grand  Lido  is  like  living  a  dream,  no  matter 
how  many  times  you  pinch  yourself. 


Kgsokt  chain 
IX  The   V  o  k  l  u 


Contact  us  at 

xvvvvv^-grauinidLlidLo  .coinrk 

or  call  your  travel  agent  or 

1-800-GO-SUPER/Ext.  7427. 
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Fits  your  pocket. 
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The  DiMAGE  X— the  worlds  smallest,  lightest, 
thinnest  3X  optical  zoom  digital  camera* 


To  make  the  Minolta  DiMAGE  X  small 
enough  to  go  anyplace  you  go,  we  had 
to  bend  the  rules  of  conventional  optics. 
At  a  mere  3/4  inch  thick,  the  X  has  a 
superb  6X  zoom  (3X  optical)  lens  that 
goes  from  wide  angle  to  telephoto 
without  leaving  the  inside  of  the  camera! 
Now  you'll  be  able  to  take  amazing 
pictures,  with  eye-popping  detail  and 
clarity,  where  before  you  probably 
wouldn't  even  have  taken  a  camera. 
Only  from  Minolta. 
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>n,.;  digit  il  cameras  with  }\  optical  zoom,  as  of  1-1-0? 


The  essentials  of  imaging 
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CHALLENGING     TIMES 


To   CELEBRATE   THE   30TH   ANNIVERSARY   OF   THE 

Royal  Oak,  Audemars  Piguet  is  backing 
Alinghi,  Swiss  Challenge  for  the  America's 
Cup  2003. 


iuDEMARs  Piguet 

le  maitre  de  I'horlogerie  depuis  1875 


/. 


we  St  i  me 


10800  W.  Pico  Blvd., 

Los  Angeles,  CA  90064 

310-470-1388 


„Wee 
Dog 

'''o"^    slept  in  a  gilded  bronze  bed  at  Versailles. 
Marie  Antoinette  rewarded  her  prized  chien  with  its 
own  mini-chateau  lined  with  turquoise  silk.  So  why  not 
take  your  woofer  beyond  the  requisite  and  trendy  de- 
signer duds,  Shiatsu  massages  and  room  service?  British 
furniture  maker  David  Salmon  turns  pet-pampering  up 
a  notch  by  creating  luxury  beds  based  on  historic  de- 
signs. The  offerings  include  a  Georgian  four-poster        / 
in  solid  mahogany,  an  Adam-style  temple  and  a      V 
Louis  XV-style  pavilion  with  rosewood  veneer.       Jr 
Our  favorite  is  this  Queen  Charlotte  domed  tester 
bed,  an  opulent  design  with  gilded  finials  and 
layers  of  hand-embroidered  fabric  and — 
harrumph! — fluffier  pillows  than  we've 
ever  slept  on.  The  cost  of  a  good  night's 

sleep?  From  $10,290  to  $18,265.  Notes  Salmon,  understatedly,  "They're 
just  so  glamorous,  and  they're  so  over  the  top."  Avai/a^/e  in  the  U.S. 
through  Barton-Sharpe,  (646)  gj^-i^oo,  www.davidsalfnon.com. 
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TIME  IS  ON  THE  WING 


BACK  IN  THE  1950S,  AS  COM- 
mercial  aviation  and  postmodern 
design  ascended  in  a  similar 
arc,  Breitling  weighed  in  with 
the  Navitimer,  an  amalgam  of  a 
chronograph  and  a  navigation 
computer  that  became  a  favorite  of 
pilots.  Although  the  watch  has 
remained  in  continuous  production 
ever  since,  the  company  decided 
to  issue  a  special  edition  of  the 
Navitimer  806  (the  first  model 
in  the  line)  as  a  50th-anniversary 
commemorative  keepsake. 
The  resulting  "new"  Navitimer 


remains  remarkably  faithful  to  the 
spirit  and  design  of  the  original; 
the  traditional  black  dial  and 
a  new,  lacquered-silver  option  are 
available,  as  well  as  construction 
of  either  steel,  or  white  or  yellow 
gold.  Black  dial,  $4,100;  (800) 
641-7343  for  a  retailer  near  you. 
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Pen  Ultimate 

THE  THINGS  LEONARDO  DA  VINCI 
imagined!  Helicopters,  parachutes 
and — apparently — the  fountain 
pen.  That  is,  he  sketched  designs 
for  a  pen  in  his  Codex  Atlanticus — 
whether  the  instrument  was 
ever  made  is  doubtful.  But  just 
as  improved  techniques  recently 
allowed  for  the  casting  of  Da  Vinci's 
enormous  equine  bronzes,  so 
too  the  people  at  OMAS  found 
a  way  to  produce  a  modern  writing 
tool  that's  directly  inspired  by 
the  artist's  Renaissance  drawings. 
It's  available  in  a  very  limited 
edition— 100  in  18k-gold  (with  a 
cabochon  tigereye),  1,000  in 
sterling  silver.  Order  now,  as  they 
say,  to  avoid  disappointment. 
Ingegno  Scrittorio  18k-gold 
fountain  pen,  $5,500,  by  OMAS, 
(800)321-4832,  at  select 
Saks  Fifth  Avenue  stores. 
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SINUOUS,  SIMPLE,  ELEGANT— ERICA  EDEN'S  AXIS  LOUNGE 
is  a  triumph  of  industrial  design.  Inspired  by  the  deficiencies  of 
other  reclining  lounges — whose  less-than-fluid  operation  she 
finds  antithetical  to  the  very  purpose  of  relaxation — Eden  has 
created  an  indoor/outdoor  lounge  chair  of  solid  teak  with  a  mech- 
anism that  allows  its  curved  backrest  to  swivel  in  one  smooth 
rotation  from  an  upright  to  a  reclining  position.  $2,joo.  To  order 
from  Skypad  Furniture  at  ABC  Carpet  ^  Home,  (212)  4jj-jooo. 
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THERE'S  A  MIND-BOGGLING 
assortment  of  options  on  the 
market  for  the  serious  (or  should 
we  say  "seriously  addicted"?) 
videophile,  but  the  good  ol' 
cathode  ray  tube  still  has  a  few 
advantages  over  the  competition: 
namely,  picture  quality.  Quite 
simply,  if  you  want  the  biggest, 
handsomest,  most  breathtakingly 
realistic,  all-digital,  flat-screen, 
HD-ready  TV  on  the  market, 
pioneering  German  TV  manu- 
facturer Loewe  (pronounced 
"loo-vah")  has  got  what  you're 
looking  for.  The  gleaming  38" 
Aconda  9383  and  30"  Aconda 
9303  (shown,  in  Stratos  Metallic) 
are  packed  with  user-friendly 
features  like  PIP  (picture-in- 
picture)  and  split-screen  viewing; 
on-screen  setup  instructions 
(no  manual);  digital  sound  pro- 
cessing and  automatic  channel- 
to-channel  and  feature-to- 
commercial  sound  modulation. 
$3,000  to  $5,500,  depending  on 
screen  size  and  finish,  from  Loewe 
Opta,  Inc.,  (866)  563-9387. 
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CHANCE 
CHANEL 


THE  SCENT  OF  A  WOMAN 

WHAT'S  IN  A  NAME?  WHEN  IT  BELONGS  TO  A  NEW  FRA- 
grance  from  Chanel,  you  get  equal  measures  of  wit,  humor  and  his- 
tory; after  all,  Gabrielle  "Coco"  Chanel  ran  a  luxury  empire  half  a 
century  before  today's  lifestyle  gurus,  and  made  a  name  for  herself 
with  the  introduction  of  knit  suits,  the  "little  black  dress"  and  her 
first  fragrance,  Chanel  N°5,  launched  in  1921.  Chanel  herself  passed 
away  in  1971,  but  the  brand  endures  thanks  to  a  rare  combination  of 
froth  and  substance  that's  so  gloriously... French.  Over  the  years, 
other  Chanel  scents  have  vied  for  women's  affections,  including 
N°i9,  said  to  have  been  the  designer's  favorite,  and  Coco  Made- 
moiselle, which  sought  to  represent  what  she  might  have  been  like  as 
a  young  woman  in  2001.  This  fall,  the  company  is  wooing  a  new  gen- 
eration with  the  launch  of  Chance.  Witty  references  to  the  past 
abound;  from  the  bottle,  which  rounds  off  the  corners  of  the  tradi- 
tional square  flacon,  to  the  jasmine,  rose  and  patchouli  notes  of  the 
fragrance  itself.  It's  a  clever  remix  of  past  and  present  that  balances  the 
fleeting  nature  of  fashion  with  the  enduring  quality  of  style.  At  Cbane/ 
boutiques,  (800)  ^^0-000^,  select  department  stores  and  www.gloss.com. 
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FIVE  ROADSIDE  ATTRACTIONS 
along  the  information  highway. 

•  MEDIEVAL  MACABRE  (www.god- 
ecookery.com/macabre/mac- 
abre.htm)  Genuine,  and  genuinely 
unsettling,  visions  of  hell,  witches 
and  the  supernatural  from  our 
medieval  forebears,  including 
close-ups  of  Hans  Holbein's 
unflinching  Dance  of  Death.  On  a 
(mostly)  lighter  note,  the  site 
also  shows  fanciful  Middle  Ages 
pictures  of  sea  creatures. 

•  EASY  TRICK  INDEX  (ps.superb- 
.net/cardtric/tricks/easyind.htm) 
Irritate  your  friends!  Be  a  hero  to 
small  children!  Learn  cool  card 
tricks  that  actually  work — though 


the  jaded  spoilsports  around  our 
office  won't  give  you  any  satisfac- 
tion (Voila — your  card,  gentlemen? 
"Well,  almost"...  "Not  really"). 
•  BELIEFNET.COM  Have  you 
been  missing  your  true  spiritual 
destination  and  are  too  proud  to 
ask  for  directions?  Get  instant 
guidance  with  the  Belief-0-Matic, 
which  asks  you  a  series  of 
questions  (Are  there  human  in- 
carnations of  God?)  to  determine 
whether  your  own  beliefs  place 
you  closest  to,  say.  Episcopalians 
or  Jains.  We  keep  coming  out 
as  Neo-Pagans,  which  the  site 
suggests  we  discuss  with  one  of 
its  online  message  groups.  As  if. 


•  ORIGINAL  SEA  CHARTS  AND 
MAPS  (www.gracegalleries.com) 
This  purveyor  in  Harpswell, 
Maine,  induces  buying  lust  with 
an  array  of  beautiful  old  maps  at 
reasonable  prices.  A  British 
Admiralty  chart  of  the  Straits  of 
Gibraltar  from  1872  ($350), 
say.  Plus  antique  celestial  charts 
and  maps  from  seemingly  every 
state  that  existed  before  1900. 

•  YOU  ARE  WHERE  YOU  LIVE 
(cluster2.claritas.com/YAWYL/Def 
aultwjsp?system=wl — or  just 
enter  the  name  in  a  search 
engine)  Enter  your  ZIP  code  and 
find  out  who  your  neighbors 

are,  at  least  as  far  as  marketers 
are  concerned.  Here  at  Forbes 
we  apparently  exist  in  a  cluster  of 
Urban  Gold  Coast-ers,  who 
"attend  theater;  use  olive  oil; 
bank  online,  etc."  We  thought 
everybody  attended  theater. 


THE  PANIC  ROOlii 

IT'S  SATURDAY  MORNING,  YOU'VE 
just  torn  the  house  apart  looking  for  your 
kid's  pacifier... and  your  mother-in-law's 
on  her  way  up  in  the  elevator.  Frantic  peo- 
ple and  pack  rats  will  appreciate  the  inge- 
nuity of  Danish  architect  Mikael  Hoilund's 
Mr.  Hide:  wall-mounted,  open-front,  ver- 
tical shelf  units  that  swivel  360°,  letting 
you  hide  (or  view)  the  contents  with  a  flick 
of  the  wrist.  Useful  for  storing  just  about 
anything — clothing,  linens,  toys,  ^ooze — 
the  15"  X  15"  X  71"  unit  also  comes  in  a 
scaled-down  6"  x  6"  x  56"  version  that 
holds  150  CDs.  Single  units  are  perfect 
for  light  corners,  an  J  multiples  make  a 
\'isu,%l  statement  whe  paced  along  a  wall. 
."'vanablc  in  various  'shes  and  colors, 
"  '-ludinf:.'-  leather;  mirn      cm  be  mounted 

:.  rSe  back.  Mr.  Hide,       t   "aee  dee, " $4^0. 

I  '■  Carpet  ^  Hom^  .^)  4yj-jooo. 
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Manufacture  Horlogere.    Geneve,  depuis   1755. 


f 

Royal  Eagle  Steel  Chronograph 


^y^  f   Masterpieces.  From  time's  finest  artists. 


For  Information  Call  877-862-7555 
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"Look  closer,  be  faster,  get  the  better  story. 


Hands.:  Christopher  Forbes,  Vice  Chairman  Forbes  Inc. 


Tool:  LEICA  DIGILUX  1 
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I  AIN'T  AFRAID  OF  NO  GHOSTS 

THE  CATCHWORD  IN  GADGETS  THESE  DAYS  IS  CON- 
vergence.  The  newest  cell  phones  are  also  cameras  and  MP3  play- 
ers, Internet  browsers  and  personal  organizers.  Well,  how  is  this 
for  a  multipurpose  doodad:  The  TriField  Natural  EM  Meter 
can  tell  you  if  your  microwave  is  leaking,  if  your  hoi^se  is  bugged, 
if  there  are  rats  in  your  walls  and,  most  spectacularly,  if  you 
have  a  ghost  problem.  Or  so  say  parapsychologists,  who  also  use 
rnption  detectors,  thermal  probes  and  infrared  thermometers  to  hunt 
for  the  dearly  departed.  The  logic  goes 
that  since  Uving  mortals  generally  carry 
natural  electrical  fields — detectable  by 
the  TriField — then  ghosts  must  have 
them  too.  So,  when  an  ancient  Indian  | 
warrior  walks  through  your  den  in 
search  of  something  to  garrote  you  with 
because  you  built  a  bocce  court  on  his  '' 
grave,  the  needle  jumps,  a  tone  goes 
"whooop"  and  you  know  it's  time  to  start  ^1 
packing  your  things.  Who  you  gonna  .  %■ 
call?  $220.  AlphaLab,  Inc.,  (800)  76g-jjS4, 
www.trifield.com/emf_natural.htm.    \ 


;^ , ,  iHMi.,,.^ 
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Bottled  Reality 


PUT  YOUR  SNOOT  IN  THIS!  THESE 
four  new,  artisanal  vodkas  must 
be  among  the  most  perfumed, 
exotic  white  spirits  ever 
distilled.  A  collaboration  between 
America's  two  most  exciting 
small-batch  distilleries,  St. 
George  and  Germain-Robin — and 
produced  by  St.  George's  Jorg 
Rupf — Hangar  One  is  like  vodka 
by  other  means.  For  starters, 
there's  the  distillery,  it's  not  a 
factory,  but  a  small-scale 
operation  in  a  rented  building 
at  the  Alameda  Naval  Air  Station 
(hence  the  Hangar  One  name). 
And  then  there's  the  still:  Rupf 
uses  tiny  pot  stills  of  the  sort 
used  in  Germany  by  back-door- 
sales  family  operations.  The 
Straight  vodka  ($30)  is  a  fresh, 
nose-tingling  blend  of  spirits 
made  from  Midwestern  wheat  and 
neutral  grape  spirits.  The  flavored 
vodkas  ($36)  use  natural  base 
ingredients  instead  of  industrial 
flavorings:  handpicked  kaffir 
lime  leaves  from  Indonesia; 
super-aromatic  "Buddha's 
Hand,"  a  curious,  finger-shaped, 
citrusy  fruit,  in  the  Citron;  and 
genuine  flower  blossoms  in  the 
Mandarin  Blossom.  Here's  the  story 
line  you'll  be  seeing:  German 
and  French  immigrant  distillers 
in  California  perfect  a  Russian 
spirit.  What  could  be  more 
American?  Hangar  One,  (800) 
782-8145,  www.hangarone.com. 
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Tan  Convertible  for  Sale 

EVERY  ONCE  IN  A  WHILE  WE 
come  across  an  item  of  clothing 
that  reminds  us  of  Plato's  con- 
cept of  the  ideal,  like  this  sweater 
jacket  that  strikes  just  the  right 
balance  between  old  and  new.  It's 
made  of  4-ply  ribbed  cashmere, 
so  it's  comfy  but  sleek;  the 
suede  front  and  back  are  lux- 
urious, but  not  ostenta- 
iously  SO;  and  the  two-way 
zipper  transforms  a  retro- 
styled  cardigan  into  some- 
thing very  a  la  mode.  A 
philosopher  would 
say  this  is  having  your 
cake  and  eating  it,  too — 
we  just  say  it's  perfect. 
Cashmere-and-suede  sweater 
jacket,  $1,847,  at  Paul 
Stuart,  New  York  and 
Chicago,  (800)  678-8278. 


BOURBON  ¥  BASS 


LARGEMOUTH  BASS  ARE 
the  trophy  catch — aijd  dinner — 
of  many  a  Southern  fisherman,  but  until  now  they  haven't  hooked 
up  with  gourmets.  Louisville-based  Shuckman's  Fish  Company 
&  Smokery  is  now  offering  America's  only  smoked  largemouth,  in 
either  pepper  or  bourbon-smoked  versions.  Farm-raised  in  natural 
?print':-fed  ponds,  the  bass  are  fed  a  high-protein  diet  that,  as  Dr. 
ould  have  predicted,  gives  the  filets  a  lean,  firm-fleshed  tex- 
'  ;h  40  hours  of  curing  in  hickory  smoke  and  brine  they 
emeigc  .  •  ,-.  '  Oaky,  without  a  particularly  "fishy"  character.  The 
bourboi.  \  -n  adds  a  Uttle  sweetness,  and  is  cured — in  a  pro- 
cess Shuck))  "  'von't  divulge — with  super-premium  Labrot  6c 
Graham  Wo.  .K'cser/e.  The  bass  ($24.95  ^^r  a  16  oz.  tray)  is 

di  'v  wmi  n  ;,  s<J;id  with  a  vinaigrette.  Or  try  adding 

•■)  1  f-o  J  :   ;  mayoi  naise  (to  taste),  slathering  it  on  the 

]i\iix  of  toasted  pumpernickel.  Feel  free 
re  some  kind  of  Yankee.  Shuckman's 
''■'.■  (J QO-SpQO,  zuww.kysmokedftsb.com. 


■*:. 


ilian..'.  puttiri 
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ABSOLUT   VODKA   PRODUCT  OF  SWEDEN.  40  AND  50%  ALC/VOL  (80  AND  100  PROOF).  100%  GRAIN  NEUTRAL  SPIlmiS|H|pJT  COUNT 
&  LOGO  ABSOLUT  ABSOLUT  BOHLE  DESIGN,  ABSOUJT  CALLIGRAPHY  AND  ABSOLUT.COM  ARE  TRADEMARKS  OWNED  BY  vSvlN  &  SPRIT  AB.  ©200 
IMPORTED  BY  THE  ABSOLUT  SPIRITS  CO.,  NEW  YORK,  NY,  PHOTOGRAPH  BY  STEVE  BRONSTEIN.   absolut.com 
ENJOY  WITH  AeSQLUT  RESPONSIBILITY. 


FYEVe 


You've 
talked 
the  talk, 
now  ride 

the  ride  okay,  so  you're  horrified  at  the  prospect 

of  drilling  in  the  Arctic  National  Wildlife  Reflige.  You  demand  less 
dependence  on  foreign  oil,  but  you  treasure  your  two-ton  SUV.  Well,  it's 
time  to  put  your  fuel  money  where  your  mouth  is,  amigo.  This  gas-elec- 
tric hybrid  Honda  Insight  is  the  ride  for  you.  Though  it's  been  around 
for  a  while,  it  remained  a  favorite  of  ours  this  year  out  at  the  Forces  FYI 
Speedway  in  Hoboken,  partly  because  of  its  innovations  and  partly  be- 
cause it's  so  funky-looking  it  reminds  us  fondly  of  our  old  Citroen  DS. 
First  off,  the  Insight  gets  an  astounding  57  or  so  miles  to  the  gallon.  It 
does  so  by  starting  on  gasoline,  and  then  when  you  reach  cruising  speed, 
it  switches  over  to  electric.  Brake,  or  accelerate,  and  the  transmission 
switches  back  to  gas — and  the  battery  charges.  It's  roomy  inside  and  quite 
well  tooled.  There  are  a  few  drawbacks:  The  car's  three-cylinder  VTEC 
engine  is  a  tad  puny  for  the  task  of  zipping  from  o  to  60  in  less  than,  oh, 
10  seconds,  and  it  has  a  slight  tendency  toward  oversteer.  We  also  would 
have  liked  side  airbags.  But,  hey,  its  $21,000  sticker  price  is  nice  indeed. 
After  all,  how  much  wouloyou  pay  to  appear  this  virtuous  to  the  world? 


THF.  WAY  WEST 


MICHAEL  STACK  IS  A  SELF- 
taught  painter — we  should  all 
have  such  native  talent.  But 
one  doesn't  convey,  as  he  does, 
a  mystical  sense  of  light  and 
color  without  first  allowing  a 
place  to  enter  your  soul.  That's 
what  sets  Stack  apart  from 
others  who  try  to  capture  land- 
scapes of  the  Southwestern 
U.S.  Study  the  sky  in  one  of  his 
paintings  and  you  can't  help 
thinking:  Yeah,  that's  it.  Pictured 
here:  Day's  Last  Light;  oil  on  can- 
vas, $18,000.  Contact  the  Meyer 
Gallery,  7173  E.  Main  Street, 
Scottsdale,  AZ  85251;  (480)947- 
6372,  www.meyergalleries.com. 
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HOLLYWOOD  SPENDS 

BILLIONS  OF  DOLLARS 

ON  VISUAL  EFFECTS. 


^ 


SHOW  A  LITTLE  APPRECIATION 


Travel  back  to  a  place  where  dinosaurs  roam  the  earth.  Your  living  room.  The  SharpVislon 
XV-Z9000U  delivers  a  viewing  experience  so  realistic  it  leaps  over  the  traditional  boundaries 
of  home  theater  Why?  Because  the  Z9000  is  the  world's  first  16:9  single-chip,  HD  front 
projector  based  on  DLP  technology.  That  means  going  beyond  conventional  home  theater. 
It  means  that  now,  all  of  your  favorite  films,  sports  and  documentaries  will  burst  into  life  with 
unparalleled  contrast  and  brightness.  Paired  with  an  HD  decoder,  it  will  draw  you  into  a 
world  of  startling  high  definition.  It's  the  kind  of  innovation  that  you'd  expect  from  a  longtime 
leader  of  front-projection  .technology. 

So,  immerse  yourself  in  a  completely  new  level  of  home  theater  Hollywood  deserves  it. 
And  so  do  you.  |:  ;      '^' 


HP  ISIDN 


Sharp  Electronics  Corporation 


WWW,  sharpusa.com/hometheater 
1  -877-388-SHARP 
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SWISS    WATCH     MANUFACTURE 

I   N   C   E       18   6   5 
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What  Lies 
Beneath 

YES,  THIS  UNDERWEAR  IS  MADE 
of  cashmere  and  silk.  Yes,  it 
must  be  hand-washed  and  hung 
to  dry  (or  dry-cleaned,  if  you're 
so  inclined).  Yes,  it  feels  amazing 
next  to  your  skin.  But  while 
these  may,  in  fact,  be  the  world's 
most  luxurious  underthings,  the 
answer  is  still  no — as  in,  No,  it 
is  not  acceptable  to  go  to  work  in 
your  briefs  and  leave  your  other 
clothes  at  home.  Cashmere-and- 
silk  T-shirt,  $225,  and  boxer  briefs, 
$175,  by  Avon  Celli,  (212)  702- 
0136,  www.avoncelli.com;  at 
Bergdorf  Goodman  Men,  New 
Yorl(,  and  Stanley  Korshal<,  Dallas. 


RESTRAINT 
IS  NOT 
A  VERTU 


SOME  PEOPLE  PICK  THEIR  CELL 
phones  based  on  design — they  prefer  the 
smallest,  lightest  or  flattest,  or  those  with 
the  easiest  keyboards.  Some  go  for  the 
features — the  games,  the  Palm  compati- 
bilit)',  the  worldwide  roaming,  the  cool  readouts.  And  then  there  are 
those  who  want  all  of  the  above,  plus  so  many  bells  and  whistles  that 
the  phones  themselves  become  status  objects.  At  least  that's  what 
Vertu  is  banking  on.  This  fall  the  company  debuts  its  line  of  phones, 
all  of  which  boast  scratch-resistant  sapphire  crystal  faces;  leather 
trim;  upgradeable  technology  and  jeweled  bearings  under  each  key. 
The  piece  de  resistance:  a  concierge  button  allowing  24-hour  access 
to  a  service  that  could,  for  instance,  find  you  a  reflexologist  in 
Cuernavaca  this  minute.  Shown  here:  the  Vertu  in  platinum.  $79,^50. 
So/d  by  appointment  in  New  York  and  Beverly  Hills,  (866)  448-;^y88, 
through  the  Neiman  Marcus  Christmas  Book  and  at  www.vertu.com. 


TYE§^ 


Step  Into  Your  P^st 

IN  THE  SPIRIT  OF  THE  GO-GO  '80S, 
Christian  Louboutin  made  these 
boots  for  bopping.  Remember 
New  Wave?  Even  if  you  don't  (or 
can't),  Christian  Louboutin  will 
customize  the  "Trash"  boot  with 
your  own  personally  meaningful 
collection  of  scraps  and  memen- 
tos— or  those  of  someone  dear  to 
you — as  an  enduring  reminder 
that  there's  no  time  like  the  pre- 
sent. And  what  a  present.  $790. 
Add  30%  for  custom  orders. 
Christian  Louboutin,  New  Yorl<, 

(212)  396-1884,  or  Los 
Angeles,  (310)  247-9300. 


Moises  Off 


THE  PEOPLE  WHO  GAVE  YOU  THAT  IN- 
escapable  Wave  radio  to  wake  you  up  in  the  morn- 
ing have  now  solved  your  ambient  noise  problem 
for  the  rest  of  the  day.  Bose's  new  TriPort  head- 
phones incorporate  the  noise-canceling  technology 
of  their  QuietComfort  headsets  to  block  out  the  rest 
of  the  world.  Then  Bose  juiced  up  what's  going  on 
inside  the  ear  cup  to  deliver  head-clearingly  accu- 
rate, crisp  sound,  without  the  need  for  artificial 
"bass  boost"  devices.  The  whole  deal  weighs  only 
about  five  ounces  and  is  compatible  with  CD 
players,  DVD  players  and  MP3  players.  For  $149, 
it  makes  you  feel  like  dancin'.  Bose  TriPort  Head- 
phones,  (800)  6jo-BOSE,  www. bose.com/trtport. 
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'   ^5^710  per  month, 
iced  to  get  you  off  to  meetings, 

off  to  your  family, 
d  off  the  fence. 


:an  own  a  new  jet  for  that  little.'  A  CitationJet,  to  be  precise. 

ake  something  great  even  better,  you'll  be  a  Flight  Options  owner.  Flight  Options  was  just  rated  highest  in  service, 
--N,  reliability,  scheduling  and  timeliness  in  the  prestigious  ARG/US  Fractional  Aircraft  Ownership  Experience  Study. 

.  to  get  all  the  details.  At  under  six  thousand  a  month,  there  shouldn't  be  anything  holding  you  back. 
I  share  CitationJet  estimated  after-tax  cost.  Conditions  apply. 


tel:  877.703.2348  fax:  216.797.6024  www.flightoptions.com 


Selected  new  and  pre-owned  models  available:  Gulfstream  IV,  Challenger  601,  Falcon  50,  Hawker  800XP,  Citation  650,  Citation  V,  Beechjet  400A,  CitationJet  and  KingAir  B200 
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A  RARE  WINE  FIND 


by  Darryl  M.  Robertji 


E 


veryone's  a  wine  expert  these 
days.  Want   a    nice   bottle   of 
Bordeaux?    Hey,    my   nephew, 
he's  a  wine  expert.  Ask  him.  Need  advice  on 
a  wine  cellar?  Ask  my  cousin.  She  knows 
everything.  The  truth  is,  most  so-called  wine 
experts  aren't  experts  at  all.  And  most  of  those 
who  do  know  something  end  up  pushing  their 
favorite  wine  magazine's  agenda  on  you.  Want  a 
nice  bottle  of  Cab?  Well,  Wine  Omnipotent  mag- 
azine gave  this  one  a  "95,"  so  you  should  defi- 
nitely buy  it.  Gee,  that's  surely  worth  the  triple- 
digit  consultant  fee. 

In  this  sea  of  pseudo  wine  specialists,  it's  nice 
to  find  a  one-stop  company  that  can  intelligently 
guide  you  through  the  whole  process  of  purchas- 
ing wines  that  suit  your  needs,  then  helping  you  build  a  wine 
cellar  to  house  them.  And  that  company  is  Rare  Fine  Wines. 

Rare  Fine  Wines  was  started  in  1990  by  Ron  Wallace,  who 
at  that  point  in  time  already  had  15  years  of  experience  in  the 
French  and  Italian  wholesale/importing  wine  business.  Since 
then  Wallace  has  been  squarely  focused  not  only  on  deliver- 
ing personalized  service,  but  also  on  offering  collectible 
wines  of  the  highest  quality  at  extremely  competitive  prices. 
"We're  a  unique,  vertically  integrated  company  specializing  in 
the  total  service  of  wine  consulting,"  Wallace  explains.  "We  buy 
our  wines  directly  from  the  Chateau  or  Negociant;  therefore, 
we  can  obtain  exquisite  and  difficult-to-find  French  and  Italian 
wines  and  offer  t'i?^m  *o  "-'ents  at  25%  to  70%  below  sug- 
gested retail.  In  Bu  obi  ay  ^rk  with  Paul  Pernot,  Guy  Amiot 


and  Meo  Camuzet;  in  t:-., 
Pavie,  Cheval  Blanc,  Ausone, 
and  Valandraud.  We  also  spei. 
Champagne,  with  offerings  o^  D 
This  obviously  isn't  a  servic- 
sumer    Rare  Fine  Wines  target 


5  have  partnerships  with 

Barton,  Bellevue  Mondot 

^  '.he  parallel  market  of 

gnon  and  Cristal." 

'iie  3verage  wine  con- 

■i  high-end  —  in  both 


wines  and  clients.  "We  help  build  i'n;.  i-jli  our  customers'  cel- 
lars," Wallace  explains,  adding  that  the  .ompany  caters  to 

For  more  information  on  Rare  Fine  Wir^es,  v  ,  i  www.rarefinewines.com  or  call  1-800-509-9463. 


Ron  Wallace  (right),  CEO  and  founder  of  Rare  Fine  Wines 

every  cellar  need,  conducts  private  tastings  and  supplies  edj 
cational  information  on  the  wines  and  how  to  cellar  them  cm 
rectly.  "Our  goal  is  to  specialize  in  this  elite  industry;  thus,  ou^ 
clients  • —  whether  wine  savvy  or  not  —  include  CEOs,  pf|j 
athletes,  celebrities  and  high-net-worth  individuals  who  waij 
a  well-rounded  wine  cellar  but  don't  have  time  to  researl 
and  facilitate  it  themselves." 

Here's  how  it  works:  Rare  Fine 
Wines  imports,  wholesales  and 
retails.  Buying  directly  from  the 
source  (i.e..  Chateau),  the  com- 
pany first  ships  the  wine  to  its 
licensed  warehouse  in  California, 
then  on  to  clients'  cellars.  No  mid- 
dlemen. No  hassle.  No  chance  the 
wine  has  been  mishandled.  And  that's 
important.   Because  if  you  buy  fine  wine 
from  a  retailer  or  Internet  company,  you  don't 
know  if  it  has  been  treated  properly  throughout 
the  import  process. 

In  2000,  Wallace  launched  rarefinewines.com, 
which  has  enabled  the  company  to  further  suc- 
cessfully  service   its   diverse   customer   base 
around  the  world,  including  Europe,  Asia 
and  South  America. 
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.aux  Futures  are  our  specialty;  we  buy  directly  from  the 
aux  cellars  or  from  negocients.  We  are  the  importer, 
ssaler  and  the  retailer,  making  our  prices  the  best  in  the 
Ty— 30-70%  below  retail  price! 

lATIONAL    TOP  FLIGH        SAUTERNES 


H  SauterneA 

or  Lamontagne 
Haut  Peyraguey 


Appellation 

Rating 

Sauternes 

89-91 

Sauternes 

95-100 

Sauternes 

91-93 

Sauternes 

95-100 

Sauternes 

95-100 

Sauternes 

95-100 

Sauternes 

95-100 

Sauternes 

95-100 

Sauternes 

95-100 

urie  Peyraguey 


s  are  taken  from  Robert  Parker,  Wine  Spectator  and  Stephen  Tanzer 


rarejfinewines  f  om" 

fax:  888-51 8-2721 
sales@rarefinewines.com    .  '  • 


Join  in  and  take  advantage  of  the  rising  star  Gerard  Perse's  1st 
growth  quality  wines.  Gerard  Perse  and  his  consulting 
winemaker,  oenologist  Michel  Rolland,  have  produced  four 
vintages  running  of  outstanding  and  prodigious  wines  that  have 
been  acclaimed  by  critics  throughout  the  world.  Stock  is  limited. 

"With  one  of  Bordeaux's  most  remarkable  terroirs,  Pavie  is  now 
the  Lafite  Rothschild  of  the  right  bank  thanks  to  the  dynamic  new 
owner,  Gerard  Perse. "   Robert  Parker 


200i  Bordeaux 

Bellevue  Mondotte 

Clos  des  Lunelles 

La  Clusiere 

Monbousquet 

Pavie 

Pavie-Decesse 

Sainte-Colombe 


Appellation  Rating 

St  Emilion  94-95-H 

Cotes  de  Castillon  91-93 

St.Emilion  93-95 

St.Emilion  92-95 

St.Emilion  94-96+ 

St.Emilion  92-94-1- 

Cotes  de  Castillion  85-86 


This  is  only  a  high-lighted  selection  of  our  2001  Bordeaux 
available  stock.   For  additional  information  and  for  a  current 
and  complete  price  list,  please  take  a  look  at  our  web  site, 
www.rarefinewines.com  or  call  us  at  800-509-9463. 


^  Rare  lie 

©  2001  Rare,  LLC.  All  Rights  Reserved.  Rarefinewines.com  is  a  service  mark  owned  by  Rare,  LLC 
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The 
independe 


spirit. 


This  is  the  story  of  a  mail 

whisky  made  without  compi m 

Distilled  by  an  independi  i 

family  company.  Maturcil 

its  own  highland  distilli  i 

for  a  full  12  years. 


Bottled  as  Glenfiddich,  wli 


means   'valley  of  the  dcii 


Discover  it.    Savour  it.  Enj 


GRAPE  .TiiinF:  / 


nternational 
Wine  of  Mystery 

enache  is  everywhere,  yet  nowhere.  A  tale  of  intrigue  and  disguise 

By  Richard  Nalley 


E  TO  SURF  AHEAD  OF  THE  TASTE  CURVE? 

A  ahead?  The  word  in  wine  is  Grenache. 

mp,  luscious,  exotic  and  trailing  a  che- 

red  reputation,  the  Grenache  grape  is  the 

a  Montez  of  vine  fruits.  So  generous  with 

)leasures,  yet  so... misunderstood. 

t's  not  as  if  there  weren't  plenty  of  proof 

)lenty  of  puddings.  Grenache  is,  after  all, 

second  most  widely  planted  wine  grape 

he  world.'  High-end  collectors  pursue  vel- 

V  Grenache  wines  traveling  under  local 

ses  like  Chateauneuf-du-Pape  in  France 

i  Priorat  in  Spain,  many  apparently  never 

ire  that  the  same  grape  is  the  basis  for 

er  lip-smacking  reds  from  Adelaide  to 

Jla  Walla.  There  are,  right  now,  numer- 

Grenache  wines  waiting  patiently  on  the 

Ives  of  your  closest  wine  store. 

jtenache  is  the  major  grape  (sometimes 

only  grape)  in  France's  Cotes-du-Rhone  and  Gigondas.  As  Garnacha  in 

tin,  it  is  practically  the  National  Grape,  among  other  things  contributing 

hiriess,  fruit  and  spice  to  the  Rioja  blend.  In  Italy,  Cannonau  is  just  another 

/  to  say  "Grenache."  And  if  you've  wondered  what  happened  to  the  "hearty" 

I  used  to  taste  in  prized  older  red  Burgundies,  it  may  have  been  Grenache. 

until  the  mid-1970s,  according  to  wine  authority  Robert  Parker,  the 

ndees  of  the  Cote  d'Or  continued  the  venerable  practice  of  "ameliorating" 

local  juice  with  tanker-loads  of  Grenache  from  the  Rhone.  But  even  when 

3ped  entirely  aboveboard,  this  stuff  seems  to  travel  mostly  incognito. 

[t's  a  nice  enough  sounding  name  pronounced  in  the  French  way — gren- 

[HSH —  but  apparently  it  spooks  wine  buyers  around  the  world.  "We  keep 

rning  the  hard  way,"  says  Dan  Philips,  whose  company.  The  Grateful  Palate, 

ports  many  of  Australia's  hottest  wines  to  the  U.S.  "We  started  out  selling 

R.B.J.  Theologicum" — a  highly  praised  cooperative  effort  between  three 

lous  winemakers — "with  'Grenache'  on  the  label,  and  it  piled  up  in  our  ware- 

ise.  The  next  vintage,  we  took  the  'Grenache'  off,  and  the  wine  sold  out." 

\nd  you  can't  always  look  to  the  experts  for  an  explanation  of  the  inexplicable. 


number  one  most-planted  grape?  Spain's  white  Airen.  But  vou  knew  that. 
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Stylish  dining  and 
100  wines  by  the  glass. 


friends 


A'jsH.i  •  Bdltirnoro  •  Boston  •  Chandler  •  Dallas  •  El  Segundo  •  Las  Vegas 

Nashville  ■  N.r„'por;.  Beach  •  Tysons  Corner  ■  Rancho  Mirage  •  Salt  Lake  City 

Ls  Jo'-.s  ■  Seattle  •  Tampa  •  www.flemingssteakhouse.com 


Six  times  a  year,  ixiiiiions  of  Americans  are  reminded  how  very 


special  this  couu, 

NA'ith  rich  prose  and  ^1( 
creates  a  narrative  that  is  , 
American  Heritage  is  sure  t' 


.  t 

one  year 

of  Amcricai 

I.  ■ 

abscribecall  1-800-777 

(Pre, 

•  Key  nidi' 

jSAl.'l 

Or  visit  www 

americanhcrn.ii; . 

well  as  what  makes  it  so. 

.phy,  American  Heritage  magazine 
ui,u.;,_ inspiring,  unique  and  memorable, 
cherished  collection  in  your  home. 

•s  ues)  for  only  $24.00 

AmericanHerilage 


The  iconic  authors  of  the  2001  Fifif. 
Edition  of  The  World  Atlas  of  Wine} 
Hugh  Johnson  andjancis  Robinson,; 
surprisingly  class  this  most  cosmo-' 
politan   of  red  wine   grapes   as 
"Regional"  variety,  and  conclude  tha 
it  is  "pale,  sweet,  ripe,  usefiil  for  rosej 
Rose!  Anyone  who  has  slurped  a) 
inky  black  Australian  Grenache  or  a 
southern  Rhone  red  exuding  aromas 
of  pepper,  Proven9al  spices,  rasp 
berry,  chocolate  and  black  plum  will 
have  a  tough  time  recognizing  Gren- 
ache in  that  patronizing  description; 

The  problem,  at  its  root,  is  simply 
that  Grenache — the  grape  and  the 
wine — is  too  damn  obHging.  It  grows 
well  in  harsh,  hot,  dry  climates  like 
that  of  north  central  Spain,  where 
Grenache/Garnacha  is  supposed  tc 
have  originated.  The  vine  wood  itselj 
is  among  the  sturdiest  in  winedom. 
growing  naturally  into  bushlikf 
clumps.  But  the  vine's  very  hardinea 
and  adaptability  explain  why  it  ha! 
spread  across  areas  like  North  Africa 
California's  Central  Valley  and  pare 
of  Australia  that  have  not  alwayi 
been,  shall  we  say,  dedicated  he; 
and  soul  to  wine  quahty. 

Nor  has  it  escaped  the  notice  of  in' 
dustrial-scale  wineries  that  Grenada 
vines  can  sprout  massive  crops  J 
grapes.  Not  surprisingly,  however,? 
Grenache  vineyard  that  will  product 
dense,  tongue-blackening  wine  whec 
pruned  back  to  yield  3  or  4  tons  p^i 
acre  makes  pale,  character-free,  gen- 
eric plonk  at  10  or  12  tons  per  acre 
Grenache's  abilit}'  to  fill  lots  of  bot- 
tles has  undeniably  made  it  a  go-tc 
grape  for  sketchy  wines  worldwid. 

Certainly  not  least  among  Gren  j 
ache's  PR  problems  is  just  that  it  isn':  Ij 
a  grape  from  Bordeaux  or  (exci 
surreptitiously)  Burgundy.  A  coupli  \ 
of  centuries  of  British-promoted  wim  I 
snobbery  has  fixated  on  the  gratifin 
notion  that  a  taste  for  those  winei  ' 
confers  a  heightened  status,  parrb 
because  of  their  prices,  and  parth 
because  they  demand  the  ritual  ot  ccl 
laring.  Though  both  regions  turn  ou 
more  supple  wines  these  days,  th(  | 
classic  young  Bordeaux  or  Burgund; 


;ad 


0  SAVES 

rSMARTING  COMPETITION)    A 


IS,  software 


kEARNING 
LAY 


'•c-''>'^^- 


CFO  SAVES  MONEY      ^ 
(REDUCING  TRAV^L)%:|^ 


r-.*r- 


*  ■*^'»_.  ^-" 


^r^^iim 


^^m-.s^r,.,.^ 


■'■'Jrr-: 


1  ]  WIN  WITH  FLEXIBILITY:  Forget  about  oftsites.  Train  your 
employees  online  and  you'll  get  them  updated  on  your  company's 
rules  and  regulations  taster,  and  keep  your  bottom  line  tieaithier. 


2]  WIN  WITH  LOTUS:  As  ttie  market  leader  in  e-leaming  solutions, 
Lotus  e-learning  helps  reduce  training  and  travel  costs  while 
enabling  sales  forces  to  sell  new  products  faster.  Lotus.  Part  of  our 
software  portfolio  including  DB2f  Tivoli®  and  WebSphere® 

3]  MAKE  THE  PLAY:  Visit  ibm.com/lotus/learn  and  check  out 
an  introduction  to  e-learning  Webcast. 
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was  a  tannic,  tonsil-threatening  bever- 
age, one  that  took  an  eon  or  two,  old 
sport,  to  really  show  its  breeding. 

In  this  company  Grenache  is  like  a 
gypsy  camped  on  the  manor  house 
lawn,  making  wild,  flamboyant  music. 
The  concept  of  delayed  gratification 
is  simply  not  part  of  Grenache's 
Mediterranean  soul.  Rubenesque, 
juicy  and  shot  through  with  spicy  per- 
fume, great  Grenache  wines  seem  to 
explode  from  the  glass  right  from 
the  get-qo    ^  L  r:at  Chateauneuf-du- 


Pape,  for  instance,  can  be  immensely 
complex  and  subtle  within  a  few  years 
of  vintage  and  gain  even  more  nuance 
with  a  couple  of  decades  of  aging.  But 
even  then,  it's  more  likely  to  make  you 
stand  up  on  your  chair  and  sing  than 
puU  at  your  chin  and  cogitate. 

Though  these  grapes  can  make 
dazzling  drinks  across  a  range  of 
styles — from  the  famous  dry  roses 
of  Tavel  to  the  exotic,  sweet  dessert 
wines  of  Banyuls — the  wines  that 
reallv  let  Grenache  be  Grenache  are 


0  SAY "GRENACHE" 


CHATEAirB<. 
TAVEL    :        , 
French- ro&ew, 
fumeof  beiir^tffs, 
the  krck  ofVmufe 

-  ■-- 

BONNY  DOON  VINEYARD  ' 
p'.'CLOiDEJSItRQY," 

lAri  easy 


•jth  Grenache  fruit  and  ($38)  One  of  CDP's  most 

Ration.  That  would  be  flavor-  layered  and  refined 

"^  oust  on  the  label.  wines,  slow  to  unfold.  A 

r  portion  of  Mourvedre  gives 

ES  2000  it  a  lick  of  leather. 


ES  2000 
"OSSA  VALLEY 

ttvis  spicy, 

auty 

■iV^alrus- 


MAS  DOIX  2000,  PRIORAT 

($60)  Chewy,  dense, 
stunning  wine  from  60-70 
year-old  vines  in  the 
rugged  mountains  north  of 
Barcelona  (pronounced 
"mahss  doysh"). 


big-boned,  luscious  reds.  It  is  thanks 
to  Grenache  that  the  red  Chateau- 
neufs  have  the  highest  minimum 
.  alcohol  content  in  France  (at  12.5%), 
and  often  soar  above  14%.  Cannonau 
in  Italy  must  reach  13.5%  alcohol  to 
meet  regulations,  and  a  near-portlike 
15%  to  be  labeled  Superiore. 

The  beauty  of  the  best  of  these 
wines  (like  those  in  the  box)  is  that 
they  carry  their  weight  with  a  George 
Saunders-like  suavity.  It  is  a  para- 
dox that  has  made  fiercely  pursued 
cult  wines  of  individualists  like  the 
Chateauneuf-du-Pape  Chateau  Rayas 
and  the  Priorat  L'Ermita,  which  sells 
for  a  Bordeaux-like  $270  a  botde,  when 
you  can  find  it.  And,  because  these 
aren't  widely  known  blue  chips,  you'd 
have  to  assume  that  there  isn't  much 
of  a  secondary  auction  market  foii 
them — or  for  other  stars  in  the  Gren- 
ache constellation.  In  other  words, 
the  prices  are  being  paid  by  peopk 
who  actually  want  to  drink  the  wines. 

Sad  to  say,  most  of  these  top  wines 
are  coming  from  overseas,  notabl) 
from  France,  Spain  and  Australia, 
Americans  who  have  rushed  to  em- 
brace mediocre  Cahfornia  Merlots  ii) 
the  hopes  of  finding  a  soft,  juicy  wine 
with  aromatic  fruit  would  seemingly 
mob  a  store  for  Grenache,  but  the 
American  wines  aren't  there  to  intro- 
duce them  to  it.  Grenache  still,  tc 
many  Americans,  has  a  hint  of  pink- 
ish jug  wine  about  it,  and  only  a  few 
brave  souls  on  the  West  Coast,  like 
Bonny  Doon,  Alban,  Edmunds  St. 
John,  Sine  Qua  Non  and  McCrea. 
are  struggling  to  prove  its  true  worth 

Meanwhile,  Grenaches  remaii 
the  world's  most  undervalued  great 
wines,  wines  that  cause  people  t( 
love  you  for  your  warmth  and  gooc 
taste,  even  when  they  can't  remem- 
ber what  wine  it  was.  Here  are  thf 
strongest  words  I  know  on  the  sub- 
ject: Robert  Parker,  after  making  i' 
clear  that  he  considers  Grenache  th( 
soul  of  Chateauneuf-du-Pape,  write 
that,  "Like  hunger,  fear  and  lust 
Chateauneuf-du-Pape,  when  it  i: 
great,  has  an  almost  addictive  attrac- 
tion to  one's  basic  instincts."  • 


I\.   RUG       PAR      Jan       Voss 
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The  Backyard 
]!ountry  Club 

rreens  fees?  Impudent  duffers?  With  Sof Trak  you  can  (really)  g:olf  at  home. 

By  Geoffrey  Norman 


\\VONE  WHO  PLAYS  GOLF  SERIOUSLY  (iS  THERE  ANY  OTHER  WAY?)  KNOWS 

idt  the  game  is  a  series  of  trade-offs.  You  have  to  choose  between  golf 
nd. .  .well,  just  about  everything  else.  You  could  spend  weekends  doing  some- 
Ting  with  the  wife  and  kids  or. .  .you  could  play  golf  You  could  go  to  church 
n  Sunday  morning  or. .  .play  golf.  (Ask yourself:  Which  is  better  for  the  soul?) 
fou  could,  if  you  have  a  place  in  the  country,  spend  the  weekend  at  home, 
ing  yard  work.  But  really,  are  you  a  farmer  or  are  you  a  golfer? 
While  vou're  still  on  vour  own  when  it  comes  to  your  fam- 
ly  and  your  Maker,  there  has  recently  appeared  deliverance 
n  the  never-ending  conflict  between  golf  and  yard  work, 
t  comes  in  the  form  of  something  called  Sof  Trak. 

The  big  idea  here  is  to  elevate  the  backyard,  give  it  a 
igher  sort  of  place  and  purpose  in  the  universe;  turn  it 
nro  something  that  is  suitable  for  more  than  mowing, 
altering  and  raking.  Make  it,  in  short,  into  a  place 
vhere  one  can  commit  golf. 

Which,  admittedly,  isn't  an  insight  on  the  order 
jf  Dr.  Heisenberg's  uncertainty  principle.  Even 
D.J.  Simpson  said  he  used  his  yard  to  work  on  his 
hip  shot  on  the  biggest  night  of  his  life.  You  can 
3e  a  golfer  of  just  average  avidity  and  see  the 
DoSsibilities  in  a  backyard. 
However,  there  are  obstacles. 
Given  their  average  area,  most  back 
yards  are  not  suitable  for  driving  ranges. 
Their  obvious  best  and  highest  use, 
in  golfing  terms,  would  be  as  putting 
greens  with  maybe  a  Uttle  apron  you 
can  chip  from  and,  possibly,  a  pit  filled 
with  sand  for  practicing  your  bunker  shots. 
But  even  if  you  are  conscientious  about  your  yard 
work,  chances  are  \o\i  don't  have  the  kind  of  manicured  turf 
vou'll  find  at  a  good  golf  course.  More  hke-the  first  cut  of  the  rough. 

While  installing  a  proper  putting  green  in  your  backyard  is  not  impossible, 
it  means  not  less  vard  work  but  more.  Much  more,  given  all  the  misfortunes  that 
bent  grass  is  prone  to.  You'll  spend  your  time  tending  to  the  grass  instead  of 
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your  short  game.  And,  you'll  spend  a 
year  of  greens  fees  on  tools,  seeds  and 
what  all. 

You  could  put  in  the  kind  of  art- 
ificial turf  that  football  is  played  on, 
and  there  are  golfers  who  have  done 
this.  The  stuff  is  more  or  less  main- 
tenance free,  and  you  can  practice 
putting  on  it  and  probably  get  better. 
But  you  cannot  hit  to  it  with  your 
wedge  and  expect  the  ball  to  hold. 


Prairie  Dunes,  one  of  the  nation's  elite 
golf  courses,  Bradbury  couldn't  make 
his  backyard  system  work. 

Providentially,  Lance  Pierce's  fa- 
ther. Randy  Pierce,  was  on  the  advi- 
sory board  of  Bradbury's  machine 
tool  company  and  he  suggested  trying 
SofTrak. 

"We  put  in  a  green  that  is  2,800 
square  feet  along  with  three  tee-boxes 
and  a  pond  so  we'd  have  to  hit  over 


P 


bu  could  go  to  church  on  Sunday  morning  or... 
lay  golf.  (Ask  yourself:  Which  is  better  for  the  soul?) 


That  nice  high  shot  from  80  or  90 
yards  out  coming  in  with  lots  of  back- 
spin  will  hit  the  surface  and  bounce 
like  it  has  been  dropped  onto  a  two- 
lane  blacktop  from  a  car  window. 

This  is  where  Lance  Pierce,  founder 
of  United  Turf  Industries,  saw  a  need 
and  filled  it  with  SofTrak  Personal 
Putting  Greens.  Pierce's  company 
developed  a  synthetic  material  that 
came  astonishingly  close  in  texture  to 
natural  grass.  Pierce  also  developed  a 
process  for  installing  this  synthetic 
grass  that  makes  it  perform  like  it  has 
some  breeding. 

After  an  area  has  been  excavated, 
a  base  of  crushed  stone  is  laid  and 
contoured  to  look  like  a  proper  golf 
green.  This  base  is  covered  with  the 
synthetic  grass — SofTrak — which 
at  this  point  resembles  shag  carpet- 
ing. The  surface  is  then  in-filled  with 
quartz  silica,  which  supports  the  in- 
dividual fibers  and  prevents  their  mat- 
ting. Finally,  a  top  dressing  is  added, 
and  the  green  is  ready. 

It  requires  no  watering,  no  mowing, 
no  fertilizer.  The  only  tools  needed  for 
proper  maintenance  are  a  push  broom 
and  one  of  those  weighted  rollers  you 
fin  with  water.  They  are  available  at 
Home  Depot  for  about  $100. 

"  I  got  a  leaf-blower,  too,"  says  David 
Bradbury  of  Hutchinson,  Kansas,  who 
tried  a  natural  grass  green  in  his 
backyard  but  gave  up  after  three  years 
of  more  aggravation  than  even  golf 
seemed  worth.  Though  he  had  the 
help  of  the  greenskeeper  at  nearby 


water,"  Bradbury  says.  "The  longest 
shot  is  160  yards.  Even  at  that  dis- 
tance, on  the  SofTrak  the  ball  will 
hit  and  hold." 

He  keeps  the  green  fast — 10  to 
12  on  the  stimpmeter — so  his  back- 
yard practice  will  keep  him  sharp  for 
Prairie  Dunes,  which  is  quick.  And, 
while  the  little  backyard  track  is  there 
essentially  for  practice  it  also  has  its 
business  uses. 

"When  we  have  customers  visiting 
the  plant,  we  bring  them  out  to  the 
house  for  a  barbecue.  We've  got  the 
pond  stocked  with  bass  so  they  can 
fish  and  play  golf  right  there.  It's  a 
good  way  to  entertain  clients;  espe- 
cially the  ones  from  overseas." 

"America,"  one  imagines  them 
thinking  as  they  gnaw  ribs,  plug  for 
bass  and  work  on  their  wedge  shots, 
"is  this  a  great  country  or  what?" 

The  most  ambitious  SofTrak  pro- 
ject is  one  just  outside  of  Washington, 
D.C.,  where  Rob  Thomsen  gave  up 
the  practice  of  international  law  to 
become  a  SofTrak  dealer. 

"It  was  going  to  be  a  part-time 
deal,"  says  Thomsen,  who  had  bought 
a  green  himself  to  help  with  his 
24  handicap.  "I  saw  the  statistics  on 
how  Washington  is  an  underserved 
area  for  golfers — lots  of  people  who 
play  and  not  many  courses.  Also,  two 
of  the  ten  richest  counties  in  the 
country  are  in  this  immediate  area. 
It  seemed  like  a  good  sideline  to  my 
law  practice." 

It  took  him  three  or  four  months 


to  leave  the  law  and  go  fiiU-time  wit) 
the  golf.  That  was  four  years  "ago 
His  handicap  is  down  to  "around  15 
these  days  and  his  company  is  thriving 
(Washington,  it  should  be  pointet 
out,  is  recession-proof.  Governmen 
goes  on  in  spite  of  the  business  cycle. 

Of  the  hundred  or  so  systems  tha 
Thomsen's  company  has  installe( 
around  the  Washington  area,  thl 
most  elaborate  (and  expensive)  is  ' 
replica  of  the  par-3  fourth  hole  at  th 
Robert  Trent  Jones  Golf  Club  a 
Lake  Manassas.  The  owner  wishes  t 
remain  anonymous  (in  Washingtoi 
that  could  mean  many  things).  Bui 
Thomsen  will  say  that  this  piece  0 
haute  SofTrak  architecture  rests  on  1 
1,500-acre  thoroughbred  horse  farn 
and,  like  Bradbury's  setup  in  Kansas 
has  three  tee-boxes  from  which  th 
golfer  may  try  to  reach  the  greet 
One  of  them  calls  for  a  shot  of  som 
209  yards. 

Most  people  spend  from  $5,oo( 
to  $15,000  on  their  SofTrak  back 
yard  putting  greens,  though  you  car 
plainly,  spend  as  much  as  you  wam 
Amateurs  have  found  the  syster 
an  affordable  way  to  shave  strokes 
Anyone  who  plays  golf  knows  that  th 
short  game  accounts  for  60%  of  scor 
ing  and  is  also  the  hardest  part  of  th 
game  to  make  yourself  practice.  Pro; 
who  have  an  incentive  to  work  on  a 
parts  of  their  game,  have  also  tumble 
to  SofTrak.  Fred  Couples  and  Stev 
Flesch  have  backyard  SofTrak  greer 
so  they  can  work  at  home.  They,  c 
course,  can  write  off  the  green  as 
business  expense  and  assume  that : 
it  helps  make  one  birdie  putt  some 
where  on  the  tour  it  will  pay  for  itsel 

The  average  player  can  consol 
himself  with  thoughts  of  all  the  houi 
he  will  not  spend  sitting  on  a  ridin 
mower  breathing  exhaust  fumes  an 
wishing  devoudy  that  he  were  playin 
golf.  Just  about  the  only  better  use  fc 
a  backyard  these  days,  it  seems,  woul 
be  to  put  in  a  pistol  range.  • 

For  information  about  SofTrak  and 
dealer  in  your  area,  call  (800)  ^40-48(, 
or  visit  www.  unitedturf.com 
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S  P  Y  D  E  R 


This  two-seater  cabriolet  with  a  pott'cr  top 
covers  0-60  mph  in  4. 9  seconds. 


4.2LITERS|V8ENGINE|3  90BHP|330  LB -FT  TORQUE 
-YEAR/ 50, 000-MILE  LIMITED  WARRANTY  |  2 4- HOUR  ROADSIDE  ASSISTANCE 


TO  ACCOMMODATE  GUESTS  IN  HIGH  PLACES, 

OUR  NEWEST  CONRAD"  HOTEL 
BEGINS  ON  THE  28TH  FLOOR. 


Live  luxuriously  as  you're  whisked  high  above  Manhattan  to  The  Waldorf  Towers!  It's  our  first  partnership  in  the     I 

I 
United  States,  and  just  one  of  fifteen  elegant  hotels  and  resorts  around  the  globe.  Welcome  to  the  world  of  Conrad.    \ 

The  Waldorf  Towers,  100  East  50th  St.  New  York.  NY  10022.  Call  1-800-CONRADS,  or  visit  wA\'W.ConradHotels.coin. 


CONRAD 


BANGKOK  BRISBANE  BRUSSELS  (.VIRO  COUNTY  KILKENNY  DUBLIN  GOLD  COAST  HONGKONG 

HURGHADA  ISTANBUL  LONDON  NEW  YORK  PUNTA  DEL  ESTE  SHARM  EL  SHEIKH  SINGAPORE 
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The  Vacation 
From  Hades 

Four  meditations  at  summer's  end 

By  Patrick  Cooke 


YOU  FELT  A  TWINGE  OF  DREAD  AT  THE  THOUGHT  OF  TAKING  YOUR 

ication  this  summer,  you  might  have  found  comfort  in  a  Hvely  new  book 
Hed  Route  66  A. D.:  On  the  Trail  of  Ancient  Roman  Tourists.  Humans  have 
;en  having  an  avvfiil  time  on  vacation  for  more  than  2,000  years. 

According  to  author  Tony  Perrottet,  the  urge  to  get  away  began  during 
IX  Romana,  the  longest  unbroken  period  of  peace  in  European  history. 
'uring  that  time  highways  opened  to  the 
rthest  reaches  of  the  civilization.  Times  were 
)od.  Families  packed  up  their  oxcarts,  and 
om  roughly  30  B.C.  to  A.D.  200  the  empire 
:perienced  gridlock  to  the  maximus. 

Perrottet's  book  follows  the  hordes  of 
>urists  out  of  central  Rome  in  search  of  peace 
id  quiet.  (Traffic  noise  from  delivery  carts 
ad  become  so  loud  in  the  Eternal  City  that 
[heeled  vehicles  were  banned  during  daylight 
ours.)  They  moved  along  the  Appian  Way  to 
le  Adriatic  Sea,  then  spread  out  over  Greece, 
cross  the  Aegean  to  Rhodes  and  finally  to 
gypt,  which  became  the  Wildwood,  New 
:rsey,  of  its  day.  "The  whole^o/«/ of  travel  was 
)  go  where  everyone  else  was  going — to  see 
■hat  everybody  else  was  seeing,  to  feel  what 
/er\'one  else  was  feeling,"  writes  Perrottet. 

In  so  doing  these  were  the  first  travelers  to 
iscover  what  would  come  to  be  known  as 
le  vacation  from  hell.  Lodging  was  abysmal, 
ad  travelers  complained  of  hard  mattresses, 
ad  service,  lousy  food  and  crummy  floor- 
lows.  Following  their  guidebooks  (written  on 
apyrus  scrolls),  vacationers  descended  upon 
imous  tourist  traps  such  as  the  Acropolis, 
'hich  in  Roman  times  resembled  an  ancient 
srsion  of  Branson,  Missouri's  miracle  mile, 
urrounding  the  temple  itself  were  acres  of 
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Help  Restore 
Our  Burned 
Forests 

Millions  of  acres  damaged  by  wildfire 
urgently  need  native  trees  to  prevent 
erosion  and  provide  habitat  for  w/ildlife. 
These  trees  will  purify  our  <^ 

water,  clean  the  air  we 
breathe,  and  sequester 
climate-changing 
carbon  dioxide  for 
generations  to  come. 

You  can  help  restore 

wildfire-damaged 

forest  ecosystems  through 

Wildfire  ReLeaf.  For  $25  we'll  plant  25 

native  trees  in  an  area  burned  by 

destructive  wildfire. 

Every  dollar  plants  a  tree. 


PLANT  TREES  ON-LINE  TODAY  AT 
WWW.AMERICANF0RESTS.ORG 
OR  CALL  1-800-545-TREE  (8733) 


statues  painted  in  garish  colors  with 
ivory  eyes  and  silver  teeth.  Every- 
where were  stalls  selling  fast  food 
and  cheap  souvenirs — miniature 
statues  of  Apollo  were  popular,  as 
were  painted  glass  vials  depicting  the 
Lighthouse  at  Alexandria. 

And  the  tour  guides!  Outside 
every  attraction  were  mystagogi — 
freelance  docents  who  lured  tourists 
with  promises  of  an  insider's  view  of 
the  sites.  "Jupiter,  protect  me  from 
your  guides  at  Olympia!"  wrote  one 
exasperated  sucker.  Before  dashing 
on  to  the  next  must-see  site,  Romans 
were  famous  for  scribbling  their 
impression  in  graffiti — which  was 
a  bit  like  signing  the  guest  book 


Play:  A  History  of  Vacations  in  th 
United  States  that,  to  many  Americans 
leisure  time  threatens  a  deep-seatec 
^commitment  to  hard  work.  (Hey,  it's  i 
Puritan  thing.)  As  a  result,  we  harbo: 
an  unresolved  love/hate  relationshij 
with  goofing  off. 

The  evidence  is  not  hard  to  find 
You  saw  it  everywhere  this  sum- 
mer. Last  year  an  astounding  83% 
of  vacationing  Americans  reportec 
staying  in  touch  wdth  the  office  whil( 
on  holiday.  Obligation?  Perhaps 
Worry?  Of  course.  But  according  t( 
Mihaly  Csikszentmihalyi,  professo: 
of  psychology  at  Claremont  Gradual 
University,  the  deeper  reason  is  tha. 
many    Americans     would     rathei 


It's  not  just  our  fear  of  traffic  jams  and  lost 
luggage  that  makes  us  neurotic.  We  have 
psychological  Achilles'  heel  as  well: 
Instructured  time  makes  us  uncomfortable 
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today.  "  I  was  amazed,"  wrote  one 
tourist  in  the  tomb  of  Ramses  VI. 
Nearby  another  tourist  wrote,  "  I  was 
more  than  amazed." 

It  was  all  enough,  by  the  end  of 
the  day,  to  make  you  want  to  take  a 
couple  of  "curse  tablets" — also  avail- 
able at  local  stalls — and  go  to  sleep. 
That  is,  if  the  band  wasn't  playing 
all  night  in  the  lounge  below  your 
hotel  room. 

Pox  Americana 

The  buffet  may  have  improved  with 
the  passing  centuries,  but  many 
Americans  today  aren't  enjoying 
vacations  any  more  than  the  Romans 
did.  Haifa  century  ago,  the  American 
Association  for  the  Advancement 
of  Psychiatry  warned  with  oracular 
gravitas,  in  fact,  that  "leisure  is  dan- 
gerous for  most  Americans."  It's  not 
just  our  fear  of  traffic  jams  and  lost 
luggage  that  make  us  neurotic.  We 
have  a  psychological  Achilles'  heel  as 
well:  Unstructured  time  makes  us 
uncomfortable. 

Not  long  ago,  University  of  Virginia 
associate  professor  of  history  Cindy 
Aron  noted  in  her  book  Working  at 


be  at  the  office,  or  at  least  connectec 
to  it.  Csikszentmihalyi's  research  hat 
found  that  people  at  work  report  feel- 
ing strong  and  vital,  while  people  freii 
to  do  whatever  they  want  report  feel 
ing  weak  and  dissatisfied.  (Childrei 
say  they  feel  best  when  they're  doinji 
something  resembling  both  wori 
and  play.)  Americans  become  anxiou 
when  faced  with  a  couple  of  week 
to  be  whoever  they  want  to  be  and  t( 
do  whatever  they  please.  Then  the] 
feel  guilty  for  ha\ang  blown  their  trei 
two  weeks. 

The  rest  of  the  year  is  spent  discus 
sing  it  all  in  therapy. 

0,  Zoloft  of  Olympus 

Early  this  past  summer.  Health  mag 
azine — the  magazine  of  "great  food 
real  beauty  and  total  wellness" — ran 
cover  story  entitled,  "Stress-Proo 
Your  Vacation — Expert  Tips."  Insid 
were  professional  pointers  tha 
promised  to  liberate  the  "empowerei 
traveler"  in  each  of  us.  Self-help  nos 
trums  weren't  around  in  100  A.D. 
but  Health's  "tips"  turn  out  to  be  sur 
prisingly  timeless  and  would  hav 
been  as  useful  on  an  ancient  Romai 
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holiday  as  they  are  today.  For  example: 

Many  people  short-circuit  their  chances 
of  having  a  great  vacation  because  they 
fail  to  prepare  adequately. 

To  you  this  might  have  meant 
making  certain  that  your  cell  phone 
worked  in  Jackson  Hole.  The  Ro- 
mans, however,  made  pledges  to  the 
gods.  According  to  Perrottet,  temple 
priests  would  inscribe  a  votum  on  a 
piece  of  papyrus,  which  amounted 
to  a  promise  to  perform  certain  acts 
upon  arriving  alive  at  the  traveler's 
destination.  The  orator  Aristides  once 
promised  to  dedicate  a  speech  in 
return  for  safe  passage  across  the 
Mediterranean.  It  was  a  kind  of  travel 
insurance. 

Give  each  other  room  to  get  along. 

Still  true.  A  big  tourist  attraction 
for  the  Romans  was  a  visit  to  Sparta 
to  watch  the  Scourging  of  the 
Youths.  Young  boys  were  forced  to 
dash  through  the  streets  while  men 
hit  them  with  sticks  and  whips. 
Today's  psychologists  understand 
that  not  everyone  in  the  family  is 


interested  in  the  same  activities,  but 
the  gods  only  know  how  many  vaca- 
tions to  Sparta  were  probably  ruined 
by  one  person's  failure  to  respect 
diversity  of  taste. 

Try  coming  home  a  day  early  simply  to 
do  laundry  and  get  a  decent  night's  sleep. 

Such  counsel  might  have  been  in- 
valuable to  the  Romans,  who  tended 
to  go  away  on  vacation  for  up  to  five 
years.  That's  a  lot  of  laundry.  And 
what  with  months  of  the  plague,  ship- 
wrecks, bandits,  heatstroke,  drunks, 
hailstorms,  curses,  omens  and  the 
evil  eye,  why  not  kick  back  for  a  day 
before  returning  to  work? 

Expect  the  unexpected — and  just  roll 
with  it. 

Perrottet  writes  that  for  Roman 
vacationers,  the  "unexpected"  might 
mean  finding  human  flesh  in  their 
stew  at  the  hotel.  As  "enlightened 
travelers"  today  we  would,  of  course, 
laugh  off  such  an  incident — roll  with 
it.  Why  make  a  fiass?  No  biggie,  right? 
The  Romans  were  more  likely  to  pay 
to  have  a  curse  put  on  the  restaurant, 


a  custom  that  has  sadly  passed  in  th 
age  of  enlightenment. 

Hail,  Seize  Her 

In  a  bizarre  convergence  of  th 
ancient  and  modern  worlds,  th 
Sydney  Morning  Herald  reportec 
early  this  year  that  a  28-year-ol( 
visitor  to  the  Colosseum  in  Romil 
was  attacked  by  a  centurion  with  i 
two-foot  sword.  The  centurion,  oiKJ 
of  a  number  of  Roman  men  whc 
hang  out  these  days  near  the  land, 
mark  in  "bum-freezer"  tunics  am 
homemade  helmets  with  household 
brushes  attached,  claimed  that  hi 
mock  sword  attack  was  only  in 
tended  to  provide  verisimilitude  t( 
the  visitor's  experience.  The  toun 
ist,  evidently  unaware  that  he  wa 
supposed  to  expect  the  unexpected 
pressed  charges. 

The  new  centurions — as  man 
as  a  hundred  of  them  working  th 
Colosseum  gates — are  creating  a  sti 
in  Rome  this  summer.  Many  c 
them  are  merely  trying  to  make  ai 
honest  euro  by  steering  tourists  ti 
nearby  vendors  or  luring  them  inti 
novelty  photographs.  Some  hav 
criticized  these  sword  and  sanda 
hustlers  as  being  in  bad  taste,  bu 
they  are  no  more  than  the  spiritua 
descendents  of  the  vendors  and  mys 
tagogi  that  once  serviced  the  Romai 
tourists  at  the  Acropolis.  The  fre 
market,  alive  and  well  and  still  look 
ing  hot  in  a  bum-freezer. 

Not  that  this  toga  party  doesn' 
sometimes  get  out  of  hand.  Th 
Sydney  paper  reported  that  on 
overzealous  centurion  recently  swep 
up  an  American  woman  in  his  arm; 
proclaiming  in  EngHsh,  'Y'^ou  are  m 
Christian  slave." 

The  woman's  husband — also 
vacationing  American — good-na 
turedly  snapped  pictures,  but  yo 
can't  help  wondering  what  he  wa 
thinking  as  the  centurion,  holdin 
his  wife  aloft,  began  swiveling  hi 
hips  and  singing  the  ancient  Tor 
Jones  song  "Sex  Bomb." 

He  probably  couldn't  wait  to  g€ 
back  to  the  office.  • 
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The  world's 
most  beautiful 
motor  yachts 
cruise  the 
Mediterranean 
along  the  shores 
of  Monaco. 


Sailing  the  Seas  in  Style ' 
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y,  global  terrorism  and  shaky  economies  dbmmgte  the 
dlines,  one  industry  is  weathering  these  wildly  tossed 
s  quite  well.  Luxury  yachting  is  not  only  surviving  today's 
/ering  times,  but  thriving  on  them, 
uietly  gliding  along  the  seas  and  discreetly  moored  in 
JS  like  Miami,  principalities  like  Monaco  and  islands  like 
adise  are  yachts  named  Amnesia,  Kiss  tlie  Sky,  Katana, 
:tar  of  the  Gods  and  Atlantica.  Within  their  silk-laden 
Is  are  the  private  pleasures  of  the  world's  wealthiest  indi- 


lled  with  rare  collections,  thousand-disk 
CD  players,  tenders  that  fly  and  the  occasional  basketball 
court.  After  all,  truly  magnificent  yachts  ultimately  define 
their  owners. 

Oracle  founder  Larry  Ellison  discovered  through  the  pur- 
chase of  his  first  yacht  —  a  192-foot  beauty  he  renamed 
Sal<ura  —  that  there  is  no  pleasure  greater  than  owning 
a  yacht  you  have  designed  with  your  own  tastes  in  mind.  He 
purchased  a  second  yacht,  the  244-foot  Eco,  renamed  it 
Viatana  and  refurnished  it  in  a  tasteful  Art  Deco  style.  With 
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NICHOLSON  YACHTS 

Nicholson  Yachts,  representing  the  world's 
finest  fully  crewed  luxury  yachts,  offers 
three  unprecedented  charter  opportuni- 
ties for  Forbes  readers. 

Turning  heads  in  ports  of  call  the  world 
over,  Clipper  Stad  Amsterdam  re-creates 
the  legend  and  speed  of  19th-century  clip- 
per ships.  Launched  in  2000,  she  meets 
today's  safety  standards  and  the  luxury 
expected  by  the  most  discriminating  guest. 
Receptions  hold  200  to  300,  and  overnight 
accommodations  are  available  for  up  to  32. 

Sleek  and  powerful,  Zingaro,  a  112-foot 
sloop,  is  your  passport  to  romance.  Six 
guests  can  bask  in  the  sun  on  two  decks 
or  take  in  the  360-degree  view  from  the 
teak-paneled  dining  salon.  The  41-inch 
plasma  TV,  Italian  leather  sofas  and  Bose 
surround  sound  transform  the  full-width 
salon  into  entertainment  central.  Water 
toys  plus  mountain  bikes  keep  the  adven- 
tures going  after  the  sails  are  furled. 

"Sophisticated,  sexy  and  scorchingly 
fast,"  Douce  France  is  the  largest  catama- 
ran —  138  feet  —  for  charter.  Comfortable 
elegance,  250  bottles  of  fine  wines  and 
five-star  French  cuisine  await  culinary  con- 
noisseurs on  the  aft  deck  for  starlight  dm 
ing.  Twelve  guests  fit  in  six  cabins,  con- 
vertible from  twin  singles  to  double  berths. 

For  more  information  about  these  or 
other  Nicholson  Yachts  for  charter,  call 
401-849-0344,  or  e-mail  newport@nichol- 
sonyachts.com. 
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the  help  of  designer  Martin  Frances,  he 
transformed  the  exterior  to  create  a 
magnificent  sports  arena,  complete  with. 
a  half  basketball  court.  Rumors  report 
he's  building  a  third  yacht,  double  the 
size  of  both. 

Merle  A.  Wood  III,  president  of 
Merle  Wood  &  Associates,  represents 
clients  like  Ellison  who  are  discovering 
the  joys  of  being  out  on  the  open  seas 
in  their  own  floating  palaces.  Wood 
says  yachting  is  a  combination  of  all 
types  of  vacations,  neatly  wrapped  into 
one  luxurious  setting. 

"From  a  personal  standpoint,  a  yacht 
is  your  own  five-star  resort,  with  a  ser- 
vice staff  that  knows  all  your  wants 
and  needs  and  is  looking  after  just 
you,"  Wood  says.  "Recently,  as  the 
world   has  become  a   bit  more  of  t 
an  uncomfortable  place  to  be  away  S 
from  home,  a  private 
yacht  becomes  a  lot 
more  secure." 


Mega  yachts  are  very  strong 
in  demand.  They're  built  to  gro 
price,  but  not  to  lose  value." 

Paolo  Vitelli,  CEO,  Benetti 


There's  Proof 
In  Numbers 

According  to  the  edi- 
tors of   Showboats 

International rr\agaz\ne,  orders  for  luxury  Jim  Gilbert,  editor-in-chief  of  Sh( 

yachts  were  up  18.4%  and  orders  for  boats  International,  says,  "It's  amazi 

motor  yachts  over  150  feet  rose  17.7%  The  good  yards  that  are  building 

in  2001 .  Boat  shows  in  Fort  Lauderdale,  larger  yachts  are  not  having  difficulty  f 

Miami,  Palm  Beach  and  Monaco  are  ing  new  clients,"  Gilbert  says  the  bo 

struggling  to  accommodate  demand  and  in  the  industry  is  showing  up  in  mi 

are  simultaneously  breaking  attendance  yachts,  those  larger  than  100  fee' 

records.  Smaller  companies  are  merging  length.  "There's  sort  of  an  odd  th 

with  industn/  giants,  creating  mega-man-  that's  happening  on  the  big  boat  side 

agement  firms.  Americans  are  inching  when  people  of  extreme  wealth  find  1 

toward  the  Europeans  in  numbers  of  new  there  aren't  a  whole  lot  of  great  invi 

sales  and  quality  builds,  and  Europeans  ment  opportunities,  they  start  sayi 

are  knocking  on  the  doors  of  the  U.S.  'Maybe  it's  time  to  take  our  money  i 

market,  while  many  foreign  builders  and  do  something  fun  with  it.'  Buying  a 

brokers  are  opening  offices  in  major  boat  and  doing  something  fun  isn't  a  k 

yachting  cities  to  grab  American-born  it  can  be  a  growing  asset, 

customers.  Gilbert's  comments,  in  fact,  par? 


Italian  Excellence  since  1873 


fstom  yachts  in  composite  and  steel  from  100  to  250  + 


CHRISTENSEN  YACHTS 

As  the  builder  of  more  composite  mega 
yachts  over  120  feet  than  any  other  ship- 
yard in  the  world,  Chrlstensen  has 
emerged  as  one  of  the  dominant  builders 
of  luxury  motor  yachts. 

Located  in  Vancouver,  Washington, 
Christensen  was  founded  20  years  ago 
with  the  goal  of  making  safety  and  value 
its  primary  features.  Christensen  Yachts 
are  built  out  of  totally  corrosion-proof 
composite  construction  to  ABS-f  A1-  AMS 
&  MCA  classification  and  certification, 
the  highest  standards  in  the  industry. 

Christensen  currently  has  four  yachts 
under  construction,  all  more  than  150 
feet,  and  has  recently  launched  the  M/Y 
Primadonna,  a  145-foot  trideck.  All  sales 
are  handled  through  Christensen  Yachts 
Inc.  of  Fort  Lauderdale,  Florida. 

In  addition  to  building  custom  yachts, 
Christensen  is  constructing  a  series  of 
155-foot  premium  production  yachts, 
assuring  short  delivery  times,  the  high- 
est levels  of  quality  and  allowing  owners 
personal  custom  interiors  and  outfitting. 

For  more  information,  contact  Wes 
Dickman,  Christensen  Yachts  Inc.,  1000 
Seminole  Drive,  Suite  4000,  Fort 
Lauderdale,  Florida  33304;  1-954-766- 
8888;  1-954-766-8889  (fax). 
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other  industry  leaders  worldwide.  "Accord- 
ing to  numerous  observers  and  economic 
indicators,  the  luxury  yacht  industry  has 
entered  the  21  st  century  on  a  tidal  wave 
of  new  orders  reaching  incredible  heights," 
says  Luc  Pettavino,  director  of  the 
Monaco  Yacht  Show.  "This  Industry  is 
truly  In  its  golden  age,  which  means  that 
yachts  are  now  bigger,  faster,  more 
comfortable,  more  luxurious  and  more 
expensive." 

In  other  words, 
yacht  builders  of 
today  are  seeing 
enormous  returns. 
It  hasn't  always 
been  this  way. 
Italian  shipyards 
have  dominated 
the  industry  since 
the  1980s  when  names 
like  Benetti,  Perini  and 
Codecasa  began  pro- 
ducing some  of  the 
world's  most  breath- 
taking yachts.  Italy's  repu- 
tation began  to  surpass 
that  of  the  Florida 
builders  of  the  1970s 
with  Impressive  ship- 
yards In  Viareggio  and 
the  surfacing  of  names  t 
like  Ferretti.  Given  the  S 
countn/'s  wealth  of  craftsmen  and  access 
to  the  finest  marbles,  fabrics  and  woods, 
It's  no  surprise  that  the  Italian  leisure 
lifestyle  on  the  water  remains  the 
strongest  In  the  world. 

Closely  gaining  Is  Lurssen,  an  industry 
giant  out  of  Bremen,  Germany,  that's 
been  building  yachts  since  the  early 
1900s.  Lurssen  claims  the  record  In  aver- 
age-length builds  with  an  impressive  304- 
foot  average  length.  A  525-footer  will 
soon  be  among  Its  list  of  new  builds. 

In  America,  it's  the  boat  shows  that  are 


catching  the  eyes  of  prospective  yacH 
owners.  Four  times  a  year  along  scut 
Florida's  waterfronts,  buyers  and  seller 
feast  on  dreams  stacked  along  mar 
made  docks,  sparkling  like  dinnerware  o 
a  dining  salon's  buffet.  Kaye  Pearson 
former  shipyard-owner-tumed-boat-shov 
guru,  has  seen  his  shows  In  Miami,  Pair 
Beach  and  Fort  Lauderdale  sell  out  ver 
early  with  a  waiting  list  for  several  yean 
Despite  the  fact  that  the  20C' 
Fort  Lauderdale  show  tod 
H     place  just  after  September  1 


Pearson  was  surprised  to  see  only 
slight  decrease  in  attendance. 

"Without  question,  our  Industry  h 
become  very  strong, "  he  says.  "The  b 
boat  activity  has  been  strong  for  the  pc 
six  to  seven  years,  and  It's  been  acceli 
atlng  since  the  early  '90s.  There  is 
focus  on  bigger  boats,  from  bulldl 
them  to  those  who  are  buying  them,  a 
there  is  definitely  an  increase  in  Americ 
participation. 

"When  you're  going  to  spend  seve 
million  dollars  on  a  boat,  you  want  qual 
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Da  VincFs  vision*** 


** 


*oiir  reality 


Aziniid  lithoriteJ  Jrom  Leonardo  Da  Vinci  the  quest  for 
perfection  in  jonn,  junction,  beauty  ana  a  truly 
innovative  spirit:  tire  principle  that 
heightens  our  aspirations. 


Azimut  S.p.A. 

10051  Avigliana  (Torino  -  Italia), Via  M.L  King  9-11, 
Tel:(39)OII  93.161,  Fax:  (39)  Oil  936.72.70, 
wvvw.azimutyachts.net 
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Live  the  Italian  Renaissance 
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Chnstensen  s  Atlantica  is  typical  of  most  bharter 
yachts  with  ample  "water  toys,"  expansive 
sunbathing  areas  and  enough  activities  to  keep  a 
client  entertained  for  several  weeks. 


and  for  years,  it  was  thought  that  Ameri- 
can builders  couldn't  compete  with  Euro- 
ipean  builders.  Now  American  players 
;  have  dramatically  improved  and  brought 
,  their  standards  up, "  Pearson  says. 

This  year's  Fort  Lauderdale  show  (Octo- 
ber 31-November  4)  is  expected  to  set 
records  in  Pearson's  books.  "We're  work- 
ing to  accommodate  the  demand  for 
space.  It's  a  wonderful  problem,  but  it  can 
be  ven/  frustrating,"  he  says. 


la 


Yachting  as  an  Investment  ability  time,  and  there's  not  a  large  inv|f 

Purchasing  a  multimillion-dollar  yacht  ton/ of  large  yachts." 
makes  some  investment  sense,  accord-  Felix  Sabatas,  co-owner  of  Trinity  Yac 
ing  to  Wood.  "A  $50  million  yacht  will  be  of  New  Orleans,  agrees.  "The  yacht 
worth  15%  to  20%  more  in  three  to  four  industry  is  booming  all  over  the  worl 
years'  time.  It's  a  very  thin  product  avail-     he  says.  "It's  becoming  safer  to  inves 

a  yacht  than  in  the  stock  market." 
Sabatas  says  50%  of  Trinity's  ctt 


Start  your  yacht-shop 


ui 


Atlantica's  master 
stateroom  (above) 
features  a  plush 
sitting  room  with  a 
plasma  television. 
The  spacious  main 
salon  (left)  offers 
charter  clients  a 
perfect  view  from 
all  directions. 


tomers  previously  have  owned  Europiljio 
builds,  and  of  that  group,  about  half  w 
up  in  size.  "The  point  is,  three  years  c 
you  were  not  able  to  say  that  the  L 
was  taking  business  away  from  Eurof: 
he  says.  "We  have  gained  custom 
from  companies  like  Feadship,  with  eigl" 
our  current  customers  being  ex-Fead; 
owners.  We  have  become  a  thorn  in  t 
side,  and  frankly,  I'm  enjoying  it." 

Joe  Foggio,  president  and  chief  ex( 
five   at   North   America's   Christen 
Yachts,  agrees  that  the  U.S.  is  maljlin, 
waves   when    it   comes    to   attrac 


l/liami  Boat  s 
c  and  invited  Clients 
ew  amenitie! 
aof  eptertain 


rs.  As  the  builder  of  more  composite 
J  yachts  over  1 20  feet  than  any  other 
^ard  in  the  world,  Christensen  has 
rged  as  one  of  the  more  dominant 
builders,  gaining  an  increasingly 
3ssive  reputation  internationally.  Built 
)f  corrosion-proof  composite  con- 
tion  to  ABS+A1-AMS  &  MCA  classi- 


ith 


ire  witn  a  cruise  on  a 

on  and  certification,  Christensen 
;s  are  among  the  safest  in  the  industn/. 
ristensen  currently  has  four  yachts 
r  construction,  all  over  150  feet,  and 
recently  launched  the  M/Y  Prl- 
onna,  a  145-foot  trideck.  While  it 
s  custom  yachts,  Christensen  is  also 
oning  a  series  of  155-foot  premium 
jction  yachts,  assuring  short  delivery 
s  and  allowing  owners  custom  inte- 
and  outfitting. 

eople  are  starting  to  figure  out  we're 
ting  one  of  the  best  products  in  the 
j  here,"  Foggio  says.  "The  best  sur- 


veying companies  in  the  world  put  us  right  6,000  feet  of  boats  built  to  its  credit,  the 

up  there  with  the  best  m  Europe.  To  keep  company  has  taken  a  heavy  lead  in  terms 

Christensen's  name  out  there,  we're  being  of  production,  with  the  No.  2  builder 

a  little  more  strategic  about  where  we  put  lagging  at  2,500  total  feet  built  in  2002. 

our  marketing  dollars.  We're  looking  for  At  the  close  of  this  year,  the  company  will 

the  biggest  bang  for  the  buck.  You  have  to  double  its  capacity  by  christening  the 

maintain  a  pretty  aggressive  marketing  largest  mega  yacht  facility  on  the  planet, 

strategy  to  stay  ahead  of  the  competition."  Converting  a  half-million  square  feet  of 

waterfront  property  in  Viareg- 

yacht  that  fits  your  personality.  g'°  f^°^  ^  commercial  ship- 
ping facility  at  a  cost  of  $28 

In  short,  among  the  wealthy  who  can  million,  Azimut/Benetti  will  deliver  up  to  36 

afford  to  own  and  operate  multimillion-  pre-sold  mega  yachts  in  2002  alone  at  an 

dollar  yachts,  many  are  building  more,  average  of  107  feet  in  length.  With  the 

buying  more  and  chartering  more  yachts  opening  of  its  new  facility,  the  company  will 

than  ever  before.  The  competition  among  employ  1 ,200  (200  more  than  it  currently 

builders  is  becoming  fierce.  employs)  at  its  shipyard  a  little  more  than  a 

Italy's  Azimut/Benetti  Group,  a  luxury  quarter  of  a  mile  away  from  its  original  site, 

yacht  builder  that  constructs  and  services  The  reasons  for  these  astounding  figures 

en  masse,  is  at  the  top  of  the  list  of  are  simple,  according  to  Paolo  Vitelli,  com- 

builders  worldwide.  In  the  last  five  years,  pany  chairman.  "Mega  yachts  are  very 

Benetti  has  enjoyed  exceptional  growth,  strong  in  demand,"  he  says.  "Cruising  on 

with  sales  increasing  an  average  of  40%  a  your  private  yacht  is  a  way  of  spending  a 

year  and  65%  of  its  clients  repeat  cus-  holiday  in  total  security.  The  mega  yachts 

tomers.  At  that  rate  and  with  more  than  of  today  offer  new  safety  features,  bring- 


SHOW  MANAGEMENT 

The  clear  blue  waters,  blazing  sunsets 
and  miles  of  South  Florida  tropical 
beaches  will  set  the  scene  for  the  43rd 
annual  Fort  Lauderdale  International  Boat 
Show,  "One  World  .  .  .  One  Boat  Show." 
This  year,  more  than  a  billion  dollars' 
worth  of  boats,  yachts  and  accessories 
will  shine  along  a  picturesque  stretch  of 
beautiful  Fort  Lauderdale  from  October 
31-November  4,  creating  the  ultimate 
experience  for  yachting  enthusiasts! 

With  the  Atlantic  Ocean  just  steps  away, 
the  cool  tropical  breezes  will  enhance  the 
waterfront  where  vendors,  yacht  builders 
and  brokers  will  be  spread  across  six  loca- 
tions: Bahia  Mar  Yachting  Center,  the 
Greater  Fort  Lauderdale/  Broward  County 
Convention  Center,  Marriott  Portside 
Marina,  Pier  66  Marina,  the  Hall  of  Fame 
Marina  and  Las  Olas  Marina.  Shady  float- 
ing barges  and  tents  will  offer  visitors  a 
delightful  array  of  refreshments  from  fresh 
seafood  to  cool  desserts. 

The  world's  premier  venue  for  super 
yachts  and  the  largest  boat  show  in  the 
world  has  been  managed  and  produced 
by  Show  Management  since  1976.  The 
show  is  sponsored  by  Key  Bank  USA  and 
INAMAR  Recreational  Marine  insurance, 
and  is  owned  and  sponsoreo  iiy  Marine 
Industries  Association  of  South  l-iTid.i. 
For  additional  information,  call  800-340- 
7642  or  954-764-7642,  or  visit  www.sh.  v- 
management.com. 
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ing  privately  owned  yachts  up  to  the  "the  type  of  people  you  want  on  the  bo 

standards  of  a  ship.  Many  elements  of  and  you  can  take  it  to  the  safest  harb( 

safety  and  security  by  today's  standards  in  the  world.  It's  not  the  nnost  patrio 

are  totally  controllable  by  very  few  people,  thing,  but  if  you  register  non-U, S.,  you 

"Also,  mega  yachts  are  built  to  grow  in  not  necessarily  a  target  either." 

price  but  not  to  lose  value.  And  the  grow-  Andrew  J.  McKelvey,  founder,  chairrr 

ing  demand  for  charter  yachts  has  moti-  and  majority  stockholder  of  TMP  Woi 

vated  people  to  build  their  own  yacht  and  wide  and  owner  of  Monster.com,  a  glo 

then  place  the  yacht  for  charter  because  online  career  site,  is  a  longtime  yachtsrr 

of  the  income  it  generates, "  he  says.  "  It  and,  since  October  2000,  owner  of  Pain 

helps  them  pay  their  expenses  and  make  Johnson  Yachts.   McKelvey,  whop 

money,"  chased  the   115-foot  Palmer  Johns 

How  much  can  chartering  a  yacht  help  Mostro,  a  raised  pilothouse  motor  yacht 


to  offset  its  costs? 
Wood  offers  this 
example.  A  200-foot 
yacht  will  charter 
in  the  region  of 
$300,000  per  week. 
Chartering  it  for  10 
weeks  a  year  will 
cover  the  operating 
budget  for  the  yacht 
for  the  year,  "Any- 
thing past  10  weeks 
will  put  you  in  a  pos- 
itive cash-flow  situa- 
tion," he  says, 
Christensen  —  a  com 


1999,    bought 
company  during 
first  cruise  on 
newly  built  Mos 
"You    might   sa* 
liked  the  compan\ 
much  that  I  bou 
it,"  he  quipped,  IV 
vated  to  trade  up 
larger  yacht,  his  a 
pany  has  seen  s 
a  backlog  of  ord 
since  Septembei 
that  it  will  be  200. 


"It's  becoming  safer 


pany  with  a  philosophy  •  •  it 

,,  ,  ,  , ,  to  invest  in  a  yacht  than 

that  stresses  safety  —  ■' 

has  seen  an   incredible        [^  thc  StOclc  market." 

interest   among    buyers 

concerned  about  security.         Felix  Sabatas,  Co-owner,  Trinity  YacI 

"I  would  say,  overall  since 

September  11,  the  most  recent  boat  later  before  his  new,  personal  yacht  cai| 

shows  are  the  best  we've  attended.  In  built, 

fact,  we  sold  boats  at  both  shows  —  a  "A  phenomenal  thing  happened  al 

$20  million,  150-foot  yacht,  and  a  repeat  September  11,"  McKelvey  says,  " 

buyer  purchased  a  1 55-foot  yacht  at  the  started  getting  an  unbelievable  numb(| 

Miami   show,"    Foggio  says.    "I   think  phone  calls  for  yacht  orders.  We 

people  have  come  to  realize  that  one  of  more  boats  in  a  period  of  1 20  days  t 

the  things  we're  selling  is  safety.  You  can  we'd  sold  in  the  last  year.  After  i 

move  a  yacht  at  your  own  discretion;  our  tember  1 1 ,  people  looked  at  themse 

yachts  are  a  composite  make-up  (very  and  said,  'It  can  happen  here.  It  o 

.'■trong  for  security  reasons);  you  can  pick  happen  to  me.  How  much  longer  < 
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INTERNATIONAL  YACHT  COLLECTION 

Specializing  in  World  Class  Megayachts 


UT6"  (44.8  m)  Slerling  1986 

Lenglh  I47'6"(44.8m) 
■Bea[ii267"(8.1ni) 
Drain  ()•()•' (3.2  m) 
l'iidll.r)0{)  gal  (44,200  llrs) 
\lilsiibishi-2\  13401111 


Conlacl  Jim  Erien 
I  (954)  522-2323 

Worldwide  Conlral  Agent. 

jim@yachlcolieetion.eoni 
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15]'6"  (46.2  m)  BENEW  1991 

Lcnglti  ir)r(r(4().2m) 

K('cim31'8"(9.(ii)m) 

Drall  11  ■()"  (3.53  m) 

Fuel  11.500  gal  (44.200  llrs) 

l2V39()MTL-2xl950li|)    [" 

ATLAS  System 

Six  Slalrnxims 

Conlacl  Mari<  Kilioll 
I  (305)794-1167 
Worldwide  Central  Agent. 
:      mark@yactilcollection.com 


enjoy! 


160'  (40  m)  Occancn/CMN  MY 2001 

Length  I ()0'(4iJm) 
Beam  3 1'j"  (9.6  m) 
I'uel33,235i!al  (113  ions) 


Large  Skylounge 
Jarii/,zi  on  Flybridge 
5  Staterooms 
(Master  w/office  on  deck) 

Conlael  Bob  0 
1  (954)  646-a 
'"  !r@yaehleolle( 


the  Total  Yachtinj 
Experience 


FT.  LAUDERDALE  •  ST.  MAARTEN  •  NEWPORT 

S.E.  17th  Street,  Suite  125  •  Fort  Lauderdale,  FL  33316  •  Phone:  1  (954)  522-2323  •  Fax:  1  (954)  522-2333  •  1  (888)  213-7577 

Visit  our  website  at:  www.yachtcollection.com 


AZIMUT 

The  solitude  of  a  hull  as  it  caresses  the 
water  and  the  blaze  of  the  sun  as  it  sets 
across  the  endless  horizon  are  just  two 
reasons  why  Azimut  was  established 
more  than  30  years  ago.  Today,  Azimut 
has  redefined  the  sport  of  yachting,  pro- 
viding the  world's  most  comprehensive 
array  of  motor  yachts. 

With, an  average  growth  of  29%  dur- 
ing the  past  five  years,  the  company  has 
become  the  first  in  Europe  and  the  third 
in  the  world  in  terms  of  technology  and 
production. 

The  reasons  for  success? 

The  latest  in  exclusive  yacht  designs 
has  satisfied  the  trends  of  buyers. 

The  production  process  has  been 
streamlined  by  the  implementation  of 
ultramodern  manufacturing  facilities. 
With  the  completion  of  a  production  cen- 
ter in  Viareggio,  Italy,  Azimut  will  become 
the  world's  largest  production  facility. 
With  the  acquisition  of  Benetti  in  1985  and 
Gobbi  in  2001,  Ajjimut  is  capable  of  satis- 
fying any  demand  of  the  market  —  from  8 
to  70  meters. 

Azimut  offers  unparalleled  service. 

Azimut's  mission  to  create  products 
that  are  difficult  to  imitate  will  continue 
to   drive    its   world   dominance    in    :r'e 
future  and  bring  more  and  more  ; 
closer  to  the  beauty  of  the  se  . 
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going  to  wait?' The  results?  Our  shipyard  '     Within   two    months   of   the   Allii' 
is  booked  for  four  years."  Bertram  merger,  another  major  Europe 

player,  The  Rodriguez  Group,  streng 
Creative  Products,  Creative  IVIarketing  ened  its  firm's  North  American  preser: 
So  how  are  yacht  builders,  brokers  and  with  the  acquisition  of  the  highly  succe 
vendors  surviving  when  the  competition  is  ful  Bob  Saxon  Associates  (BSA).  A  pubL, 
growing?  "We're  adding  new  shows  to  traded  company  listed  on  the  Paris  Stc' 
our  agenda,"  says  Kaye  Pearson,  chief  Exchange,  The  Rodriguez  Group  adcj) 
executive  of  Show  ManagementA'achting  BSA  as  a  wholly  owned  subsidiary.] 
Promotions.  "Last  year, 
we  launched  a  new 
show  near  the  Destin/ 
Fort  Walton  beach  area 
—  a  smaller  boat  venue 
than  the  ones  we  host 
on  the  East  Coast  [of 
Florida].  We're  featur- 
ing yachts  in  the  60-  to 
70-foot  range  around  a 
fun,  new,  booming 
area.  The  show  will 
attract  visitors  from 
Alabama,  Louisiana  and 
Georgia." 

In     south     Florida, 
mergers  seem  to  be  ^1 
the  trend  of  2002.  In  just  a 
year,  two  giants,  Allied  Marine  Group 
and     Richard     Bertram     Yachts, 
announced  a  "strategic  developmen- 
tal plan"  designed  to  strengthen  their 
marketing  efforts  and  increase  sales. 
As  the  dealer  for  Azimut,  Bertram, 

Ferretti  and  Tiara,  Allied  Richard  Bertram  much  like  its  other  affiliate,  Camp( 
Marine  Group,  Inc.  features  nine  sales  and  Nicholsons  International  (CNI). 
five  service  locations.  George  Jousma,  Jillian  Montgomery,  general  managi 
president  of  the  newly  established  group,  CNI,  says  the  merger  represents  a  "c 
says,  "The  goal  of  this  alliance  is  to  expand  paign  of  external  growth  that  will  not 
our  footprint  with  the  products  we  repre-  allow  CNI  to  continue  its  developmei 
sent  and  the  services  we  provide.  By  inte-  the  North  American  market  but  also 
grating  these  resources,  we  not  only  set  provide  Bob  Saxon  Associates  the  ben 
i!ie  infrastructure  needed  to  achieve  con-  of  CNI's  international  structure  and  p< 
i  nued  growth  in  the  marine  sector,  we  are  ularly  our  presence  in  Europe." 
-ble  to  offer  our  clients  all  the  benefits  of  CNI  also  has  launched  a  new  Web 
:wo  world-class,  full-service  new  yacht  that  will  give  buyers  and  sellers  the  a 
sales  and  brokerage  firms."  to  search  the  market  by  size,  charter  i 


Statistics  show  that  tl 
are  httle  more  than  5,( 
mega  yachts  in  the  woi 


#1  In  The  World  For  Over  14  Years. 
With  Results  Like  These,  Why  Use  Anyone  Else? 

New  Construction     *  Sold  Two  Times     -A^  Sold  Three  Times     OSold  Four  Times     ♦Previously  Sold  and  Currently  Offered  for  Sale 
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FLORIDA  OFFICE 

S88  East  Las  Olas  Blvd. 

Thim  Floor, 
irt  Lauderdale,  FL  33301 


MERLE  A.  WOOD,  ill 
PETER  CROKE 


Specialists  in  tlie  Sale,  Purcliase.  Cliarter  &  Construction  of  the  World's  Finest  Yachts 

PHONE:  954-525-5111  •  FAX:  954-525-5165  •  E-mail:  maii@merlewood.com 


THE  WORLD'S  MOST  EXCLUSIVE  AND  EXCITING  MEGAYACHT  WILL  SOON  BE  AVAILABLE  FOR  PURCHASE. 

CONTACT  US  NOW  FOR  DETAILS. 
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INTERNATIONAL  YACHT  COLLECTION 

Specializing  in  World  Class  Megayachts 


INTERNATIONAL 
YACHT  COLLECTION 

Whether  you  are  buying,  building,  char- 
tering or  selling  your  yacht,  first  think  of 
International  Yacht  Collection.  With 
more  than  50  years  of  knowledge  and 
experience,  our  brokers  enjoy  the  repu- 
tation of  being  the  creme  de  la  crenne 
of  the  industry.  International  Yacht 
Collection's  integrity,  financial  stability, 
extensive  selection  of  central  listings 
and  client-minded  brokers  allow  our 
customers  to  enjoy  the  overall  yachting 
experience.  Our  brokers  have  been 
directly  involved  in  over  75  refits  and  the 
building  of  more  than  35  yachts  in 
excess  of  100  feet  at  some  of  the  finest 
shipyards  in  the  world.  Making  the  right 
decision  based  on  accurate  information 
properly  presented  is,  after  all,  what  our 
valued  customers  do  best. 

Contact  International  Yacht  Collection 
today  and  let  our  dedicated  team  of  experts 
advise  you  with  all  your  yachting  needs. 

International  Yacht  Collection 

1515  SE  17th  Street,  Suite  125 

Fort  Lauderdale,  Florida  33316,  USA 

Tel:  1-954-522-2323; 

Fax:  1-954-522-2333 

E-mail:  info@yachtcollection.conr 

Web  site:  www.yachtcollection.conri 
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or  specific  boat  names.  Within  each  cate- 
gory, prospects  may  take  a  virtual  boat  tour 
by  visiting  various  rooms  navigated  by'a 
360-degree  camera  (wvvw.cnconnect.com). 
Ralph  Willard,  chief  executive  officer  of 
Hinckley  Yachts,  is  taking  his  company 
into  a  new  era,  establishing  a  brand  name 
and  sharing  his  product  with  customers 
up  and  down  the  East  Coast  and  in 
Europe.  "We  want  our  customers  to  rec- 
ognize the  name  Hinckley  as  the  Mer- 


more  than  6,000  feet  of  boats  being  I 
there  today.  Among  the  new  builds  f( 
lowing  the  success  of  the  Classic  line 
Vision,  a  luxury  145-foot  displaceme 
fiberglass  motor  yacht.  "This  yacht  boas 
the  same  technology,  constructive  loc 
and,  best  of  all,  all  the  onboard  lifesty 
normally  offered  by  bigger  mega  yachts 
says  Vitelli. 

Designed  by  Stefano  Righini  with  til 
interiors  of  Frangois  Zuretti,  Patricia,': 
Vision  yacht,  has  a  layd 
that  is  remarkable  for  tj 
wide  panoramic  viewj 
offers  from  any  positi 
inside  or  outside  t 
vessel.  A  grand  mi 
lobby  with  Italian  marl 
floors  offers  a  lift  c( 
necting  the  three  dec 
and  allowing  natural  lie 
through  the  shaft.  T 
top  of  the  lift  is  fitted  v\ 
an  etched-glass  tal 
serving  the   sun  de- 


"We  want  our  customers  to  recognize  the 
name  Hinckley  as  the  Mercedes  of  our  industi 

Ralph  Willard,  CEO.  HincUey  Yachts 


cedes  of  our  industn/, "  he  says.  Hinckley 
Yachts  recently  completed  a  number  of 
Hinckley  Experience  stops,  which  offer 
prospects  a  firsthand  look  at  Hinckley 
yachts  in  a  cocktail  party  setting  along  the 
docks  of  exclusive  yacht  clubs.  The  spe- 
cially invited  guests  are  offered  the 
chance  to  "taste,  see  and  feel"  the  latest 
Hinckley  offerings. 

Meanwhile  in  Europe,  creative  market- 

'■'0  is  J  foreign  term.  "We're  simply  build- 

■    oigoer  boats  and  more  of  them,"  says 

■     'N  representative.  While  production 

t/Benetti  has  increased  29%  in 

;oven  years,  there  are  currently 


From  the  main  lobby  forward,  the  owns 
quarters  boast  an  office  with  wardrot 
and  a  large  suite  with  a  double  bed  pla( 
on  a  rotating  platform,  which  allows 
owners  to  select  their  own  view  from 
large  180-degree  windows.  The  own( 
cabin  opens  onto  a  private  terrace  fit 
with  a  couch  and  table  for  dining,  as  v 
as  a  Jacuzzi.  | 

Patricia  mounts  two  Caterpillar  engir 
3508B  of  174  kW  (1325  hp),  each  aff( 
ing  a  comfortable  maximum  speed  of 
knots.  With  a  range  of  4,000  nautical  rr| 
at  12  knots,  she  can  easily  cross 
ocean.  Aft  the  engine  room,  which  hail 


'The  Finest  the  Worhi  has  to  Offer" 
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tISTENSEN  YACHTS,  INC.   World  Sales  and  Service  Company 

Lauderdale,  Florida   Phone  954-766-8888  Fax  954-766-8889 

tISTENSEN  SHIPYARDS,  Ltd. 

■ouver.  Washington  Phone  360-695-3238  Fax  360-695-3252 


MERLE  WOOD 
&  ASSOCIATES 

Merle  Wood  &  Associates  is  an  interna- 
tional brokerage  company  specializing 
exclusively  in  the  construction,  sale,  pur- 
chase and  charter  of  large  custom  and 
production  motor  yachts.  With  a  collec- 
tive sales  history  exceeding  200  years, 
the  company  has  concluded  more  than 
$4  billion  in  sales  since  1989.  It  is  recog- 
nized as  the  global  leader  in  the  sales  of 
large  custom  and  brokerage  yachts. 

Merle  Wood's  clients  are  the  Who's 
Who  of  the  world's  business  community, 
and  there  is  a  fast-growing  list  of  satis- 
fied clientele  who  entrust  their  yachting 
needs  to  the  firm's  professional  team  of 
brokers.  Its  established  international 
relationships  and  unrivaled  knowledge 
of  the  market  assure  clients  of  success- 
ful and  timely  negotiations. 

Contact  Merle  Wood  or  Peter  Croke 
today,  and  experience  the  tradition  of 
yachting  with  those  who  know  the  indus- 
try best!  For  more  information,  call  954- 
525-51 1 1,  or  e-mail  mail@merlewood.com. 
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air-conditioned  control  room,  there  Is  the 
garage,  housing  a  Novurania  tender  600LP 
and  a  tender  for  the  crew.  The  garage  has 
two  transonn  doors,  one  opening  aft  for 
the  launch  of  the  main  tender  and  one 
opening  starboard  for  the  launch  of  the 
crew  tender.  The  yacht  is  MCA  certified, 
typical  of  most  European-built  vessels. 

While  new  yacht  construction  ranges 
from  three  to  five  years  from  the  time  of 
order,  some  U.S.  builders  have  launched 
spec  boat  builds  that  take  the  wait  out  of  | 

m 

new  yacht  ownership.  At  Christensen,  "We  I 

CO 

have  four  to  five  spec  boats  under  con-  ° 

struction    at   one        p-,  i  ]         • 

time  so  that  within  a     ^^oHi  a  personal  standpoint, 

year,  an  owner  can       ^  yacht  is  VOUt  OWn  flVC-Star  tCSOli 

sail,"  says  Foggio. 

From  traditional  to  contemporary,  out-  International,  Power  &  Motoryacht,  Sj 

landish  to  mild,  the  array  of  yachts  available  International  and  Yachts  International 

for  purchase  and  charter  is  endless.  Pre-  just  a  few  that  are  available.  Spend  tii 

owned  yachts  for  resale  are  marketed  scanning  the  articles  that  detail  m 

through  brokers,  much  like  real  estate,  and  launches,  and  study  the  classifieds  in  lj 

the  market  is  flooded  with  selection  in  size,  back  of  each  publication, 
amenities  and  temptations.  As  one  south        Decide  whether  you'd  prefer  to  bi 

Florida  broker  says,   "More  and  more  your  own  yacht  or  purchase  a  pre-owr 

people  are  seeking  the  perfect  vacation  for  or  new  yacht  built  on  spec.  Buildin(| 

their  families.  They're  asking  themselves,  custom  yacht  from  1 25  feet  to  1 50  fi 

'Do  I  want  to  check  my  family  into  a  public  will  take  two  to  three  years.  Add  a  yeai 

resort  somewhere,  or  would  I  prefer  to  that  for  even/  1 00  feet  if  you  prefer  sor 

entertain  them  on  our  own  private,  secure  thing  larger.  Companies  such  as  Ch 

yacht  in  a  destination  that  we  select?'"  The  tensen  Yachts  often  offer  four  to  f 

answer  is  a  mere  phone  call  away.  "spec"  yachts  for  sale,  allowing  yoL 

select  colors  and  furnishings. 

Making  Ownership  a  Reality  Statistics  show  that  there  are  little  m 

If  the  call  of  the  open  seas  has  teased  than  5,000  mega  yachts  (80  feet  < 

your  senses  but  you  don't  know  the  dif-  larger)  in  the  world.  Prices  van/  depenc 

fertince  between  the  bow  and  the  stern,  on  size;  however,  the  costs  for  a  new  2 

where  do  you  start  in  your  quest  for  the  foot  yacht  might  be  in  the  range  of! 

Derfect  super  yacht  to  buy  or  charter?  million,  not  counting  operating  expeni 

Your  passport  to  the  tranquillity  of  pri-  which  can  run  about  1 0%  of  the  purch 

■  ."'te  yacht  ownership  should  begin  with  a  price  annually.  Fuel  costs  for  your  2 

oroug'-  look  at  what's  out  there.  There  footer  would  be  about  $96,000  per  v 

•  S';v'eral  yachting  publications  on  the  for  a  yacht  with  a  pair  of  4,000-horsep 

Hktl,  so  start  by  purchasing  all  or  one  er  engines.  Every  so  often,  a  paint 

■  vour  favorite  newsstand.  Showboats  would  warrant  another  $500,000, 
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43rd  Annual 

Fort  Lauderdale  International  Boat  Show® 

the  World's  Largest  Boat  Show 

October  31  -  November  4,  2002 

owned  &  sponsored  by.  The  Marine  Industries  Assoc,  of  South  Florida 
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Miami  Beach,  FL 

February  13-17,  2003 

owned  &  sponsored  by. 

The  Florida  Yacht  Brokers 

Association 


West  Palm  Beach,  FL 

March  27-30,  2003 

owned  &  sponsored  by. 

The  Marine  Industries  Assoc,  of 

Palm  Beach  County 
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Rci  ifciliniiul  Murine  liisiiraiuc 


1115  N.E.  9th  Ave.,  Fort  Lauderdale,  FL  33304 

(800)  940-7642;  (954)  764-7642 

www.showmanagement.com 
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The  Greatest  Shows  on  Water 
Three  chances  a  year  to  find  your  dream 


..f  ■ 


-*.       •' 

^t 

^Pi' 

Wim 

i^ 

^p*^^. 


>  1^^ 


BENETTI 

The  leading  custom  mega  yacht  builder 
in  the  world  boasts  a  colorful  history.  In 
the  1800s,  the  shores  of  Viareggio,  Italy, 
set  the  scene  for  the  Benetti  brothers  to 
found  the  first  shipyard. 

The  yard  continued  to  build  wooden 
sailing  vessels,  and  word  of  the  quality 
work  soon  spread.  Recognition  reached 
outside  the  waters  of  the  Mediterranean 
Sea,  bringing  about  the  first  contracts 
for  yachts.  It  was  then  that  the  Benetti 
story  of  large  motor  yachts  began. 

In  the  early  1980s,  a  new  manage- 
ment player  appeared,  Azimut  SpA.  The 
Turin-based  yacht-building  company 
spearheaded  change  and  brought  about 
a  rebirth  for  Benetti. 

Exceptional  sales  averaging  a  40% 
annual  growth  for  the  last  five  years 
have  raised  the  company  to  a  new  level. 
An  expanding  customer  base  is  return- 
ing for  more  of  Benetti's  "Tradition," 
"Classic"  and  "Vision"  composite  lines 
and  steel  lines. 

Today,  Benetti  yachts  remain  number 
one  in  the  world  based  on  .=in  unprece- 
dented onboard  lifestyle,  design  and 
technology. 
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dock  space  can  range  from  $400  per  day  durable,  Including  matte  finishes  for  woci 

for  a  1 00-footer  to  $1 ,500  per  day  for  a  that  won't  show  prints  and  satin-finish  star; 

400-footer.  "  less  handrails  as  opposed  to  stainless  ste« 

If  all  of  this  seems  too  stressful  for  you        Is  a  broker  helpful  in  finding  the  rig 

to  think  about,  then  hire  a  management  yacht,  building  one  or  hosting  a  charte 

firm  or  broker  to  tend  to  your  boat  dealings.  One  client  from  Merle  Wood  says  the  ft 

Not  only  will  the  firm  manage  your  yacht,  is  well  worth  the  cost.  "I've  been  lucky 

but  it  will  hire  your  crew  and  take  care  of  all  have  not  made  a  lot  of  mistakes  in  n 

those  tedious  details,  such  as  acquiring  a  life,"  says  John  A.  Porter,  a  yacht  own; 

particular  bottle  of  wine  for  dinner  or  prepar-  who  sought  a  broker's  help  selling  h 

ing  a  special  weekend  for  your  best  friend's  yacht,  Bellini.  "  However,  a  major  mista' 


is  having  waited  so  loi 
to  use  a  yacht  broki 
Needless  to  say,  I  \a' 
not  make  that  mista 
again." 

There's  no  better  w 
to  start  your  yacht-she 
ping  venture  than  w 
a  cruise  on  a  yacht  tf, 
fits  your  personality, 
sample  the  seas.  Chan 
a  yacht  that  fits  yc 


anniversary.  Companies 
like  International  Yacht 
Collection  (lYC)  and 
Merle  Wood  &  Associ- 
ates will  monitor  the 
building  of  your  yacht  or 
find  a  suitable  charter 
for  a  negotiable  fee 
(ranging  from  5%  to  i^ 
10%  of  the  cost  of  the  $ 

z 

yacht).  I 

s 

If  you're  building  your  S 
own  boat  with 
chartering  in  mind, 
take  Jim  Eden's 
advice.  This  lYC 
broker  and  veteran 
of  the  industry 
says  to  consider 
the  function  of  the 

yacht  during  the  production  process,  not     budget  and  travel  desires, 
after  it's  built.  "There's  an  art  to  building  a  ' 

boat  specifically  for  charter, "  he  says.  "You  What's  So  Great 
should  create  ...  a  ven/  commercial  galley.  About  Chartering  a  Yacht? 
Consider  the  number  and  layout  of  the  When  Donald  Trump's  Trump  Prina 
staterooms,  provide  ample  storage  and  made  headlines,  it  was  the  discothec 
provisioning  for  food,  including  walk-in  that  captivated  the  media.  Today,  it's' 
freezers  and  refrigerators  and  departments  drop-down  plasma  television  syste 
for  storing  glassware  and  china.  that  appear  out  of  nowhere,  just  over  ' 

"  Design  the  boat  to  allow  the  crew  easy  Jacuzzi  on  the  sundeck  beneath  the  st.  I 
c'.ocess  to  the  guest  accommodations,"  he  Charter  clients  love  their  yachts  ;' 
■"■.Ids.  "For  instance,  you  wouldn't  want  to     most  are  charter  industry  regulars  — 

■?  a  crew  member  walking  through  a     Oprah  Winfrey  and  John  Travolta  w 

;lic  place  carrying  dirty  sheets."  Eden     according  to  crew  members  who  h. 

-.issed  the  need  for  generic  decor  that  is     sensed  them,  are  "dream  charter  clierr 


"On  a  charter  vacation,  you  can  sel 
from  the  world  s  best  yachts  with 
the  most  highly  acclaimed  technoll 

Jamie  Edmiston,  Edmiston  Yachts 


NICHOLSOl^   , 


CLIPPER  STAD  AMSTERDAM 

Inspired  by  the  great  ships  of  the  19th  century,  Stad 

nsterdam.  launched  in  2000,  is  the  first  clipper  built  in 

re  than  130  years.  This  magnificent  250'  vessel  offers 

le  adventures  of  history  on  the  high  seas  with  all  the 

modem-day  amenities  for  luxury  cruising. 

Perfect  for  group  charters,  corporate  retreats, 

cocktail  buffets  and  adventure-seeking  executives. 

Exquisite  furnishings  and  dining. 

Luxurious  accommodations  in  16  twin-bedded 

staterooms  for  up  to  32  guests. 

Receptions  for  200-300. 


ZINGARO 

Winter  Caribbean;  Summer  New  England 

This  beautiful  and  luxurious  1 12' 

Sparkman  &  Stephens  sloop  accommodates  six 

in  a  master  suite,  one  guest  cabin  with  twin  lower 

singles;  and  a  second,  with  singles  that  convert  to  a 

queen,  plus  exercise  room.    For  sale  or  charter. 


DOUCE  FRANCE 

The  largest  yet  built,  this  138 'luxurious  catamaran  with 

50'  beam  accommodates  12  guests  in  6  cabins  each  with 

ensuite  head  &  shower;  huge  deck  space  and  spacious 

protected  cockpit;  exceptional  sailing  performance. 

For  sale  or  charter. 


The  Finest  Yachts  in  the  Finest  Cruising  Grounds 


CHARTER  MANAGEMENT 

Nicholson  Yachts  of  Newport 

2  Coddington  Wharf,  Newport  RI  02840 

Tel:  (+1)401-849-0344 

x:  (l+)40 1-849-90 18  /  email:  newport@nicholsonyachts.com 


YACHT  CHARTERS 

Nicholson  Yachts  Worldwide 

English  Harbour,  Antigua,  West  Indies 

Tel:  (+1)268-460-1530 

Fax:  (1+)  268-460-1531/  email:  antigua(a)nicholsonyachts.com 


ADVtRTi&EMENT 


Getting  Started:  Yachting  Basics 

How  does  a  novice  yachtsman  start  the  search  for  a  new  yacht? 
A  :    The  first  step  is  research.  Read.  Study  the  market.  Attend  boat  shows.  Tour  the 

yachts.  Then  charter  a  yacht  two  or  three  times.  With  that  knowledge,  decide 
j-i         whether  you  want  to  buy  a  pre-owned  yacht,  build  one  or  buy  one  on  spec. 

Q:  What  is  the  best  advice  one  can  offer  a  potential  yacht  owner? 

A  :  Hire  a  broker.  A  broker  will  help  guide  you  through  the  process  of  finding  the 
right  yacht,  negotiate  the  price  and  lead  you  to  your  first  sail.  Decide  whether 
your  yacht  will  be  for  your  own  use,  or  whether  you  will  offer  it  for  charter.  For 
a  fee,  your  broker  will  manage  the  details,  even  hiring  a  crew. 

Q:   How  much  does  it  cost  to  charter  a  yacht? 

A  :    Charter  rates  vary  with  the  size  and  amenities  the  boat  has  to  offer.  Prices  range 

from  as  little  as  a  few  thousand  a  week  to  $500,000  per  week.  A  very  nice  yacht 

can  be  chartered  for  as  little  as  $9,000  per  week. 

Q:   How  does  a  charter  crew  know  what  I  hke  and  don't  Hke? 

A :  Once  you've  committed  to  charter  a  yacht  (usually  by  sending  a  50%  charter 
fee),  preference  sheets  will  be  sent  to  you  for  each  guest  who  will  participate  in 
the  charter.  Your  preferences  will  cover  everything  from  special  dietary  require- 
ments to  preferred  water  sports  and  desired  beverages. 

I^re  gratuities  included  in  a  charter  fee? 

P&;As^  a  general  rule,  gratuities  are  10%  to  15%  of  the  charter  fee  for  the  cap- 

^n  to  distribute  among  the  crew. 

?.  tiiere  any,extra  costs  not  included  in  the  charter  fee? 
A  :    Yes.  A  charter  guest  should  be  aware  that,  depending  on  the  itinerary,  terms  of 
the  contract,  types  of  food,  fuel  and  marinas  selected,  the  final  bill  may  be  as 
much  as  .3P%;above  the  brochure  fee. 


planes  (p^ 
6:5,000  for  a  chef; 


A:    Shoes 
ket"  left 


uber  make? 

,u  $19,000  for  stewards  and  stewardesses; 
lief  engineer;  $40,000  for  a  second  engineer; 
t)  Si 50,000  for  the  captain.  (Salaries  vary 


•  ore  I  board  a  yacht? 
iij.toieave  your  shoes  in  a  "shoe  bas- 


But  why  would  wealthy  superstars  li 
Travolta  and  Winfrey  choose  a  chan 
vacation  when  money  is  no  object?  T' 
answer  is  sinnple.  "You  have  an  unbelie 
able  choice  of  yachts  from  which : 
choose,"  says  Jamie  Edmiston  of  Edm^ 
ton  Yachts.  "On  a  charter  vacation,  yS 
can  select  from  the  world's  best  yacfi 
with  the  most  highly  acclaimed  technolol 
features  and  fun  —  the  world  is  yours!  i 

The   world,    in   some   cases,   mici 

The  array  of  yachts  av? 

i 

include  an  eccentric  request,  which  m 

kers  say  they  always  oblige.  Like  the  till 

a  guest  on  the  former  Onassis  yac| 

Christina  O,  wanted  to  give  his  wifcl 

birthday  present  she  wouldn't  forgi 

"We  had  dinner  arranged  that  night  in  i 

formal  dining  room,"  Edmiston  sa^ 

"After  dinner,  he  and  the  guests  wall'' 

outside  to  find  a  vintage  car  wrapped  i 

large  bow  on  a  barge  trailing  the  yac# 

Figuring  out  a  way  to  get  the  car  to  '(ll 

[ 
yacht  was  a  challenge.  In  my  opini^ 

there  is  nothing  strange  about  pleas » 

charter  clients.  Helicopters,  seaplan'Jf 

rare  food  and  wine,  or  even  deliveringi: 

automobile,  it's  all  the  same  to  us." 

Sampling  the  Good  Life 

So  off  a  group  of  reporters  go  to  sarrj;: 
our  first  taste  of  the  perfect  charter  v<  p 
tion,  held  at  a  post-Newport  (Rl)  Cha  ll 
&  Yacht  Show.  Hosted  by  Mark  Elliot  f. 
lYC,  we  experienced  the  delights  of  P 
unique  luxun/  aboard  a  yacht  called  Atkh 
ca,  owned  by  a  Toronto  businessman  i 
set  at  a  charter  rate  of  $95,000  per  w(  l. 
This  sleek  Christensen-built  vessel  ^  \) 
stunning  against  the  Newport  har!|! 
Built  in  2000,  the  135-foot  mansior 
the  sea  boasted  a  fiberglass  hull  arpi 
beam  of  27  feet,  6  inches.  Designee  '4 
Donald  Starkey,  the  plush  interior  off( 
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c  Persian  rugs,  elegant  tapestries  homemade  vanilla  bean  ice  cream. 

land-painted  murals  throughout.  A  From  the  moment  we  stepped  aboard. 

Tiering  marble  foyer  with  extra-wide  each  crewmember  knew  us  by  name. 

:ases  and  a  capacity  to  keep  sound  Dining  alfresco  for  breakfast,  we  were 

ninimum  was  our  first  indication  that  treated  to  fresh  fruit  and  pastries,  home- 

'ernight  stay  aboard  Atlantica  was  made  omelets  and  fresh-squeezed  juices, 

)  to  be  too  short  for  three  hungry  as  sailboats  trekking  to  a  nearby  regatta 

rs.  off  Block  Island  passed  within 

:h  accommodations  for  1 2  guests  in  feet  of   the  yacht,   providing 

ily  furnished  staterooms,  perhaps  entertainment  for  hours. 

tica's  most  outstanding  physical  fea-  Such  is  the  life  of  the  charter 

guest.  The  toughest 

:hase  and  charter  is  endless,  decision  we  had  to 

make  was  whether 

vas  the  master  suite  forward  of  the  to  take  the  tender  ashore  or  jet 

deck.  Who  could  think  of  sleep  ski  around  the  sound.  In  this 

I  the  controls  to  every  light,  televi-  world,  your  wish  is  the  crew's 

sunshade  and  movable  wall  were  command  —  even  before  you 

1  a  finger's  reach?  wish  it. 
the  master  stateroom  and  behind  a 

hing  wall  was  a  plush  sitting  room  The  Group  Charter 

a  drop-down  plasma  television  and  A  brilliant  idea  once  occurred  to 

comfortable  furnishings.  Here  we  a  chief  executive.  Instead  of  a  ^ 

I  enjoy  a  DVD  after  the  guests  had  boring  conference  center  re-  £ 

CO 

to  bed  (providing  we  were  still  role-  treat,  energize  the  company's  I 

ig  as  the  master  and  mistress  of  this  management  on  a  group  charter  w| 
Offering  both  privacy  and 
Oft,  a  simple  touch  of  a  con- 
3vealed  magnificent  views 
1  the  shades  were  opened, 
ster  bath  with  a  Jacuzzi  and 
mafble  showers  and  com- 
JS  (each  with  its  own  televi- 
set  and  porthole)  was  ele- 
'  designed  with  a  combination 
rk  green  marble  and  black 


gettable  experiences.  The  250-foot  ship 
boasts  a  mast  height  of  1 50  feet  and  offers 
sailing  trips  for  up  to  32  guests  in  two-  to 
four-person  cabins.  With  dining  equal  to 
smaller  charters,  Stad  Amsterdam  is  remi- 
niscent of  the  clipper  ships  of  days  past 
when  similar  vessels  once  transported 


als  were  divine,  with  dainty  hand- 
menus  tempting  us  throughout  the 


.^  ■  i 
.  .  .  something  out  of  the  ordinary  that  will 
excite  and  motivate  people. 
Along  comes  Stad  Amsterdam,  a  mag- 
.)ur  formal  dinner  consisted  of  sweet  nif icent  three-masted  clipper,  built  in  1 997 
|o  and  coconut  soup,  lobster  salad  and  launched  in  2000,  filled  with  the  ameni- 
id  in  a  lemon  and  dill  vinaigrette,  mar-  ties  of  a  luxury  charter  yacht  but  overflow- 
i  veal  chops  with  caramelized  onion,  ing  with  the  adventure  of  the  high  seas. 
3  ham  and  rosemary-stuffed  potatoes  Stad  Amsterdam's  Captain  Pieter  Brant- 
0(  dessert,  traditional  South  African  jes  and  his  crew  of  25  can  help  transform 
I  and  butter  pudding  served  with     the  rigors  of  company  retreats  into  unfor- 


rl 


freight  and  passengers.  The  romance  of 
the  past  combine  with  modern  technology 
and  amenities.  Stad  Amsterdam  is  one  of 
the  fastest  oceangoing  vessels  in  the 
world,  exceeding  speeds  of  16.5  knots. 

Charter  rates  are  as  follows:  three 
days,  $47,500;  four  days,  $61,000;  five 
days,  $74,500;  six  days,  $87,500;  seven 
days,  $98,000.  They  include  the  ship  with 
a  crew  of  25;  full  catering  for  a  maximum 
of  30  guests;  coffee,  tea,  water  and  fresh 
fruit;  wines;  dinner;  and  soft  drinks.  For 
information  and  availability,  call  Cess 
Rosman  at  31  (0)  20  569  12  62  or  e-mail 
cees.rosman@stadamsterdam.nl.  ■ 


Cameron  Sindair,  Architect  -  New  York,  N 

Founder  of  Architecture  for  Humanity,  bringing 
architects  together  to  design  shelter  for  refugees 

and  AIDS, clinics  for  African  doctors. 


Innovative  comfort 


So  relaxing,  Stressless'*  w 


o  know  the  difference  between  the  ordinary  and  the  revolutionary.     { 

III  like  you  are  floating  on  air.  Known  as  the  best  recliner  in  the  world  by  those      I 
—"—-     "  "  •■  "nd  a  dealer  near  you,  888-331-3118  or  visit  www.Ekornes.com.    f 


Hcaclicsi  (/7(s  lo(ward 
us  YOU  lecline. 


iS 


Three  sizes  to  fit  vou 
perfectly. 


t 


K 
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Dn  the  Road 


Darn  big  art... Thai  detoxing...A  floating  Symphony. 
Hilltop  high-tone  in  Provence 


dson  VaDey:  Turn  into  the  driveway,  and  Storm  King  Art  Center  appears 
;  a  hallucination,  or  maybe  late-night  sci-ft  comes  closer  to  the  mark: 
najestic,  green  sweep  of  lawn  teems  with  modern  sculptures  that  seem  to 
e  grown  surreally  gigantic.  Alexander  Calder's  matte  black  The  Arch,  which 
ks  like,  well,  a  rocking  horse,  or  a  bird  of  prey,  or  a  flat,  distended  spade, 
(ending  on  where  you  stand,  soars  in  front  of  you  to  nearly  the  height  of  a 
r-story  building.  Off  to  the  left,  Alexander  Liberman's  rusted  steel  Adonai 
:mbles  a  wrecked  Lincoln  Log  cabin  with  logs  the  size  of  felled  redwoods. 
Fhere  are,  it  turns  out,  more  than  loo  sculptures  large  and  small  stashed 
put  Storm  King's  500  acres,  including  major  pieces  by  modern  masters  like 
vid  Smith,  Mark  di  Suvero,  Henry  Moore,  Louise  Nevelson  and  Isamu 
guchi.  A  dazzlingly  ambitious  current  exhibit,  called  Grand  Intuitions: 
Ider's  Monumental  Sculpture,  has  raised  an  ad- 
onal  19  giant  Calders  on  the  property  and  filled 
Museum  Building  with  six  more  sculptures,  plus 
dels,  photographs  and  Calder-ania. 
[ust  55  miles  up  the  Hudson  Valley  from  Manhat- 
,  this  may  be  the  most  impressive  museum  in  the 
ntry  that  hardly  anyone  seems  to  have  heard  of 
tead  of  works  crammed  cheek  by  jowl,  as  in 
courtyard-sized  sculpture  gardens  at  Washing- 
's Hirshhorn,  say,  or  New  York's  old  Museum  of 
•dern  Art,  at  Storm  King  they  luxuriate  in  private 
ves,  on  contoured  knolls  or,  in  the  case  of  Andy 
Idsworthy's  ribbony  stone  Sform  King  Wall,  just  go 
:arrling  off  into  the  woods.  The  landscape  sets  up 
It  Richard  Serra  in  the  Art  Center's  12-minute  ori- 
ation  vddeo  calls  "a  series  of  cues"  for  placing  pieces 
i  viewing  them.  The  lushly  forested,  high  moun- 
1  valley  setting  is,  if  anything,  as  jaw-dropping  as 
artwork.  Picnics,  hikes  and  general  lollygagging  about  are  all  encouraged. 
Fhe  Art  Center  was  founded  in  the  shadow  of  Storm  King  Mountain  by  a 
inessman  named  Ralph  Ogden  back  in  1958.  Ogden  got  things  rolling  in 
g  way  by  snapping  up  13  welded  sculptures  by  David  Smith  in  a  single  1967 
pping  spree.  Since  his  death  in  1974,  Storm  King  has  continued  to  add 
lificant  pieces  and  attract  donations  and  loans  from  renowned  artists.  It  now 
ss  a  leisurely  afternoon's  hike  or  a  20-minute  tram  ride — or  both — to  cover 
:he  outdoor  installations.  The  combination  of  autumn  leaves  and  monu- 
atal  Calders  makes  this  the  New  York  area's  best  body  and  soul  day  escape. 
^torm  King  Art  Center,  Mountainville,  NY;  (84^)  ^j4-jii^  for  driving 


Take  me  to  your  leaden  Alexander 
Calder's  massive,  painted 
steel  Five  Swords  Uom  1976 
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instructions  and  hours,  (800)  dji-S^o^ 
for  bus  transportation;  www.skac.org. 
General  admission  $<). 

— Richard  Nalley 

Thailand:  Crawford,  Texas,  and  the 
Thai  coastal  resort  of  Hua  Hin  have 
something  in  common:  They  are  both 
vacation  towns  for  heads  of  state.  In 
case  you  get  lost  in  Hua  Hin,  Pres- 
idential Palace  #9  is  the  one  with  the 
giant  portrait  of  the  king  and  queen 
posted  above  the  gate  that  surrounds 


tips  on  strengthening  my  pecs  during 
a  personal-training  session;  and  put 
myself  through  a  few  arduous  classes 
working  my  abdominals.  One  evening 
I  took  a  qi-gong  class  before  dinner; 
yoga  and  tai  chi  have  their  own  serene 
outdoor  pavilions.  Accommodations 
are  splendid — teak  for  the  walls,  floors 
and  furnishings,  spacious  patios  and, 
blessedly,  self-controlled  air-condi- 
tioning— but  you  won't  spend  much 
time  in  your  room.  If  you  aren't  re- 
ceiving a  treatment,  chances  are  you'U 


Getting  back  to  nature,  Chiva-Som  style:  perfect  powdery  sands  and  polished  teak 


the  property.  One  question,  though: 
Why  does  the  king  have  an  Instamatic 
slung  around  his  neck? 

Not  that  the  place  isn't  photogenic, 
and  more.  The  "more"  for  me  was  the 
promise  of  an  exotic,  little-known, 
world-class  spa,  which  is  why  I  em- 
barked on  a  20-hour  flight  (plus  a 
two-and-a-half-hour  car  ride)  to 
Chiva-Som.  The  seven-acre,  57-room 
resort  sits  smack  on  the  beach.  Sun- 
rises here  silhouette  long-tail  fishing 
boats  against  the  glimmering  and 
calm  waters  of  the  Gulf  of  Thailand. 

The  name  Chiva-Som  means 
"haven  of  life"  in  Sanskrit.  Its  spa 
boasts  a  vast  array  of  services  that 
range  from  massage  to  visualization 

;ric5sion  techniques  and  iridology 
■;dy  of  the  eyes").  In  keeping 
;i"''bience  of  the  place  as  a 
w;  othenvordly  peace 

an'-  "  the  spa.  You  are 

sun  'pkHng  of  small 

founu.  lisplays  and 

the  set:; 

Ofcou!  !)diful- 

ness  with  ac  1  .\  danc- 

ing and  Thai-b  received 


be  in  the  outdoor  plunge  pool,  or  per- 
haps lounging  on  the  squeaky-clean 
beach.  Or,  like  me,  you'U  do  both  but 
constantly  check  your  watch  so  you 
don't  miss  a  meal:  Low-fat,  low-cal 
Chiva-Som  cuisine,  while  flavorful 
and  satisfying,  can  leave  one  hungry 
by  dinnertime.  Come  to  think  of  it, 
perhaps  that's  the  point. 

Chiva-Som,  Hua  Hin,  Thailand; 
66-j2^j-6^j6,  www.chivasom.net. 
Weekly  room  rates  from  $2,0^1— $2,^gy, 
suites  from  $j,^20-$^,8^g,  per  person, 
double  occupancy,  including  meals,  choice 
of  daily  massage  and  participation  in 
the  fitness  and  activity  program. 

—  Lorraine  Korman 

High  Seas:  I  postponed  taking  my 
first  cruise  on  the  grounds  that  you 
had  to  be  retired  or  rich.  I'm  neither, 
but  fortune  conspired  to  walk  me  up 
the  gangplank  in  Barcelona  harbor 
aboard  the  Crystal  Symphony,  and 
right  away  I  realized  that  I  had  waited 
far  too  long.  Boarding  a  cruise  ship 
imparts  an  instantaneous  sense  of 
getaway,  a  deep  Ahhhhh,  even  before 
you've  pulled  awav  from  the  dock. 


Once  you  have  pulled  away,  you  staii 
adding /5»'s.  Ahhhhhhhhhhhh. 

You  sense  right  away  with  a  ship 
,as  I  suppose  you  can  in  a  hotel,  wha 
kind  of  hands  you  are  in.  Within  mia 
utes  of  checking  into  my  Deluxe  State^ 
room  (246  square  feet)  with  verandah 
a  pretty  Romanian  stewardess  ha( 
presented  herself,  inquiring  if  any 
thing  was  needed.  The  ship  carries  54 
crew  and  not  a  one  of  them  was  eve 
less  than  utterly  pleasant  or  eager  to  g( 
the  extra  mile.  You  feel  that  you  coulo 
call  up  room  service  at  four  in  th« 
morning  to  order  Thanksgiving  din 
ner  and  it  would  just  make  their  day. 

While  we're  on  the  subject  of  food 
The  danger,  I  guess,  is  that  you'll  ea 
all  of  it,  with  the  result  that  by  th 
time  you  get  off,  the  ship  will  list  a 
you  cross  from  port  to  starboard.  I 
addition  to  the  main  dining  roorri 
where  the  food  somehow  manages  t 
taste  as  though  it  has  been  cooked  i 
a  first-class  restaurant  serving  20  peo 
pie  instead  of  900,  there  are  super 
Italian  and  pan-Asian  restaurant; 
If  you're  still  hungry — and  you  wi 
be — there's  the  Bistro,  Trident  Gri 
and  Ice  Cream  Bar.  The  high  point  c 
my  day — well,  actually,  there  wei' 
several  high  points  to  my  days — w< 
the  afternoon  tea  in  the  Palm  Cour 
where  you  could  listen  to  harp  musi 
while  stuffing  down  scones  with  clol 
ted  cream  and  finger  sandwiche. 
Glass  of  Champagne?  WTiy  not. 

Thank  God  for  the  Fitness  Cente 
It's  the  only  one  I  know  where  yo 
can  walk  on  a  treadmill  and  watc 
your  wake.  There's  also  a  full  spa  wit^ 
exotic  treatments.  Another  high  poii 
of  my  day  was  the  massage,  lookir 
out  on  the  sea  going  by  and  listenii 
to  Japanese  flute  music. 

The  top  deck  has  two  pools  ar 
a  vast  area  for  sunbathing.  You  a 
power-walk  on  two  decks:  The  ship 
so  long  (781  feet)  that  it  only  tak 
about  four  laps  to  complete  a  mile.  Y( 
can  practice  your  golf  swing  in  one 
two  netted  driving  ranges.  And  if  gan 
bling  is  your  thing,  there's  a  Caesaj 
Palace  aboard.  Warning:  I  heard  son 
patrons  grumbfing  about  the  meas 


78  KORUESFYI 


THE 
HERO 


SHE  SEES  HIM 


IN  A  WHOLE 


NEW  WAY. 


WAS  IT  JUST  FOR  MEN®? 


Shampoos  away  gray  hair 
in  5  easy  minutes. 

Enriches  hair  with  vitamins. 

Brings  back  a  thicker,  healthier, 
natural  look. 

Rejuvenates  hair. 

Who  knows... 
just  might  rejuvenate  you. 


MORE  THAN  A 
HAIRCOLOR. 

IT'S  THE 
REJUVENATOR. 

Learn  more  at 
www.justformen.com 


output  from  the  slot  machines. 

Or  you  could  do  nothing  at  all. 
My  idea  of  heaven  would  be  pretty 
much  that:  nestled  in  my  cabin  with 
a  stack  of  books  and  the  VCR — there's 
an  ample  book  and  video  library — 
and  emerging  for  dinner  each  night, 
dressed  to  kill  in  black  tie  (required, 
nicely,  about  every  third  night  or  so). 

The  final  high  point  of  my  day  was 
going  to  the  Connoisseur  Club  after 
dinner  and  smoking  $30  Cuban  cigars 
and  drinking  $50  glasses  of  Armagnac. 
I  just  signed  "Jones,  David."  They  still 
haven't  caught  up  with  me.  But  even  if 
you're  paying,  you'll  find  the  Connois- 
seur Club  a  joUy,  woody  place  fuU  of 
colorful  characters.  My  two  favorites 
were  the  gent  from  Oklahoma  who 
lives  in  Moscow  and  owns  a  lumber 
forest  in  Siberia  "bigger  'n  Finland," 
and  the  lady  medical  examiner  from 
Arizona  with  the  eyepatch.  Cruise 
ships  are  just  fuU  of  these  people. 

Unfortunately,  cruise  ships  these 
days  come  with  computer  centers  so 
that  you  can  stay  in  touch  with  the 
world  you  thought  you'd  left  behind. 
If  you're  retired,  you  can  probably 
do  without  this.  If  you're  rich,  you'U 
probably  be  down  there  e-mailing 
away  furiously,  demanding  to  know 
why  your  AOL  Time  Warner  stock 
just  hit  $3. 

The  Symphony  sails  more  or  less 
everywhere,  around  the  world.  It  ain't 
cheap,  but  it  sure  shows. 

Crystal  Cruises,  204^  Century  Park 
East,  Suite  1400,  Los  Angeles,  CA 
90067;  (310)  j8s-9300,fax  (310)  783- 
001  r,  www.  crystalrruises.  com. 

— Oliver  Bath 

ProveoRe:  The  Chaf.€>fiiu  Domaine 

du  St.  Martin  h-as  a]wa}s  had  a  touch 
ot  hauteur,  a  sense  of  itself  as  lofty 
as  its  hilltop  perch  650  htt  above  the 
hill  town  of  Vence,  20  miles  from 
Nice.  Not  for  it  the  ]    '      .  '  .  f 

petanque  and  Pica 
Colombe  d'Or  iii  r 
Paul  a  storied  hidc.> 
Domaine  was  more  ab  - 
paneling  and  heirloom 
(Ciobelin,  to  be  precise),  o. 
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The  Crystal  Symphony:  clotted  cream 
and  scones  off  Portofino 

rooms  named  Chagall  and  Matisse 
but  hung  with  17th-,  i8th-  and  19th- 
century  paintings,  of  landscaping  that 
seemed  more  croquet-lawn  in  spirit. 
Now  though,  with  the  suburban  tide 
of  Vence  lapping  at  the  hills  and  the 
town  itself  inundated  with  day- trip- 
pers looking  for  cut-rate  Provengal 
mystique,  the  Domaine's  demeanor 
seems  more  a  sure-handed  touch  of 
class,  a  reason  to  stay  up  here,  above 
it  all,  basking  by  the  infinity  pool, 
walking  in  the  bare  gray  hiUs  behind 
the  property,  savoring  the  panoramic 
view  from  the  dining  terrace. 

And  now  there's  the  attraction  of 
a  new  chef  as  well.  Philippe  Guerin 
brought  his  many-Michelin-starred 
resume  here  in  February  2001,  and  has 
retained  the  hotel  restaurant's  one  star. 
Guerin's  cooking  is  polished — very 
much  in  keeping  with  the  hotel — yet 
with  deft  contemporary  dashes.  For 
instance,  grilled  red  mullet  is  made 


^e  the  tank  top:  sunny  and  semicasual 
cven^al  days  at  Domaine  du  St.  Martin 


new  by  cooking  it  with  spicy  caramel, 
as  is  roasted  crayfish  in  a  reduction  of 
balsamic  vinegar  and  raisins. 
.  This  season  the  Domaine  has 
unveiled  six  new  two-  and  three-, 
bedroom  villas,  called  The  Bastides. 
Perched  on  a  terraced  hiUside  above 
the  hotel,  they  should  be  the  best 
rooms  in  the  house.  But  here  formal- 
ity got  the  best  of  romance.  The  Louis 
XV-  and  XVI-style  furnishings  are 
lovely  but  too  small  and  too  sparse  for 
the  generously  scaled  living  and  din- 
ing areas,  and  the  overall  arrangement 
seems  to  admonish  you  to  "Be  on  youi 
best  behavior."  Advice:  Book  one  oi 
the  roomy,  high-casual  junior  suites- 
no.  40,  for  example,  has  a  wrap-arounc 
terrace  with  a  distant  sea  view  on  a  cleai 
day.  Room  35  is  a  cozy  duplex  with  i 
fabulous  round  tub  and  superb  view; 
by  virtue  of  its  location  in  the  towe: 
that  overlooks  the  dining  terrace.      ^ 

When  it  came  to  dining  off-cam 
pus,  our  most  delightflil  discovery  wa' 
the  one-star  Le  Cagnard  just  dowi 
the  road  in  Haut-de-Cagnes,  a  pedes 
trian-only  village  wound  as  seamlessl; 
around  its  hillside  as  stripes  around : 
barber  pole.  The  restaurant  occupie 
the  lower  level  of  the  Hotel  Cagnard 
which  is  buried  in  a  sidestreet  am 
from  the  outside  looks  like  a  dive 
But  Jean-Yves  Johany's  rustic  cookin} 
is  the  real  deal,  and  the  dining  roon 
is  a  convivial  space  with  a  briUiantl 
painted  ceiling. 

La  Petite  Maison  near  the  Cour 
Saleya  market  in  old  Nice  is  "a  loca 
secret"  recommended  by  the  concierg 
at  the  Domaine.  The  fish,  especiall 
the  St.  Pierre  for  two,  baked  in  salt 
was  superb.  The  all-white  dinin 
room  offered  a  refreshing  dash  of  hi 
(celebrity  photos  shot  off  TV  screen;! 
a  chandeher  of  handwritten  notes  Cj 
praise)  and  the  marriage  proposal  w 
witnessed  a  reminder  about  the  faste; : 
way  to  a  man's  heart. 

Chateau  Domaine  du  St.  Marti) 
Avenue  des  TempUers,  06142  VenC: 
(800J  733-2478  or  33-493-38-02-0. 
www.chateau-st-martin.com.  Rate 
$473-$2,283  high  season.   • 

— Gary  Walthe 
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vveaters  from  Scotland" 

Tlie  Largest  Selection 

&  Best  Prices  Ani/where 

of  Scottish  100%  Pure 

Caslimere,  Merino 

&  Lambswool  Siceaters 

Featuring 

Ballantyne 

Irish  hand  Knits 
800-700-8396 

Phone  or  Fax 


Swim,  Walk,  or  Run 

With  the  Premier  Tread 
&  Swim  Spa,  exercising 
in  your  home  has  never 
been  easier.  Swim  against 
a  variable  speed  current 
or  exercise  on  a  variable 
speed  treadmill.  Your 
options  are  unlimited. 


Qferno 


888-206-7802 
~rww.ferno.com 


iLjg^ 


Our  fish  fly. 


Grand  Central  Oyster  Bar's 

smoked  Imperial  Balik, 

Atlantic  Salmon,  Rainbow  Trout 

and  Sturgeon  travel  all  over 
the  world.  Great  holiday  treats, 

excellent  year  round  gifts. 
Call  for  free  mail  order  brochure. 


Belour  sea  level  in  Grand  Central. 

BAR:«ESTAURANX 

212-490-6650 
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Printed  in  the  l/OO's 
hy  our  young  Nation 

^Collect  each  L^olony 
*  A  promising  investment 
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Call  888-734-2646 


Make  Shaving 

A  Daily 

Pleasure. 
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Enjoy  fine  shaving 

products  fi'om  England. 

Brushes,  razors,  shaving 

creams,  soaps,  aftershaves 

and  more. 


Green  Pond 


800-827-7663 
www.greenpond.com 
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appearing  in  New  Line  Cinema's  S1M0NE,  takes  Air  Fra 


All  prices  approximate;  for  de- 
tails, see  last  page.  Her  silk 
dress,  $1,775,  and  shoes,  $395, 
by  Narciso  Rodriguez.  Gold 
earrings,  $1,300,  and  bracelet, 
$2,775,  by  Cartier.  His  wool 
suit,  $2,675,  and  leather  bag, 
$5,450,  by  Hermes.  Cotton  shirt 
by  Canali.  $185.  Wooi-and- 
cashmere  tie  by  Ermenegildo 
Zegna.  $120.  Shoes  by  Bottega 
Veneta,  $470.  Linen  handker- 
chief by  Robert  Talbott.  $125. 
Sunglasses  by  Robert  Marc.  $295. 


WHATEVER 

SUITS 
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orde  with  adappj&r.^mpanion  Who's  sporting  faH's  big  fashion  hit— tfie  trim-cut,  striped  suit. 
'  '*'    PfidlegsaphsJiy. Michael  Stratton  •  Prarfiiced  and  styled  by  IVIark  Grischke 
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Wool  suit,  $1,300,  and  Bisten 
trunk,  $2,900,  by  Louis  Vuitton. 
Cotton  shirt,  $155,  and  Silk  tie, 
$95,  by  Corneliani.  Shoes  by 
Michel  Perry  for  J.M.  Weston. 
$625.  Linen  handkerchief  by 
Robert  Talbott.  $125.  Opposite: 
Wool-and-mohair  sweater 
by  Missoni.  $915.  Silk-velvet 
breeches,  $1,625,  and  boots, 
$575,  by  Giorgio  Armani.  Gold 
earrings  by  H.  Stern.  $660.  Gold 
Biscayne  bracelet  with  jasper 
and  tigereye  by  Tiffany  &  Co. 
$8,600.  Suede  bag  by  Christian 
Louboutin.  $725.  Cashmere- 
and-wool  wrap  by  Hermes.  $845. 
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Wool-and-mohair  jacket  and  silk 
vest  trimmed  with  sheared  rabbit, 
$3,200,  cashmere  cardigan, 
$585,  and  cotton  skirt,  $480,  by 
Louis  Vuitton.  Crocodile  shoes 
by  Bottega  Veneta.  $2,800.  Bag 
by  Hermes.  $4,000.  Opposite: 
Escorial  wool  suit,  $4,500,  cotton 
shirt,  $295,  and  crocodile  bag, 
$9,500,  by  Brioni.  Silk-and- 
cashmere  tie,  $155,  and  linen 
handkerchief,  $125,  by  Robert 
Talbott.  Gold  Tiffany  Mark  vtzich 
by  Tiffany  &  Co.  $3,450.  Sun- 
glasses by  Robert  Marc.  $295. 
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Wool  suit  by  Canali.  $1,350, 
Cotton  shirt  by  Brioni.  $325.  Silk 
tie  by  Gianluca  Isaia.  $175.  Linei 
handkercliief  by  Robert  Talbote 
$125.  Shoes  by  IVIichel  Perry 
for  J.  M.  Weston.  $625.  Bag  by 
Bottega  Veneta.  $1,200.  Opposite 
Wool  jacket  with  fox  trim, 
$4,210,  and  wool  skirt,  $1,710, . 
by  Valentino.  Gold  watch  by 
Cartier.  $4,700.  Gold  ring  by 
H.  Stern.  $440.  Hair  by  Roberto  i 
DiCuia  @  TRAFIKinc.com.  Makfr 
up  by  Terri  Apanasewicz  for 
cloutieragericy.com.  Associate-I 
producer:  Kerry  Mullett  Strom 
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DETAILS 


BOTTEGA  VENETA:  Bottega 
Veneta  boutiques,  (877) 
362-1715 

BRIONI:  all  items  by  special 
order  at  Brioni,  New 
York  and  Beverly  Hills, 
(888)  778-8775;  shirts  also 
to  order  at  Bergdorf 
Goodman  Men,  New 
York,  and  select  Saks  Fifth 
Avenue  and  Neiman 
Marcus  stores;  suit  also 
to  order  at  select 
Neiman  Marcus  stores 

CANALI:  Harry  Rosen, 
Toronto,  Canada;  Saks 
Fifth  Avenue,  New 
York;  and  select 
Bloomingdale's  stores 

CARTIER:  Cartier  bou- 
tiques, (800)  CARTIER 

CHRISTIAN  LOUBOUTIN: 

Christian  Louboutin, 
New  York  and  Los  Angeles 

CORNELIANI:  Bergdorf 
Goodman  Men,  New- 
York;  Mr.  Sid,  Newton 
Centre.  MA;  Syd  Jerome, 
Chicago;  and  select 
Saks  Fifth  Avenue  stores 

ERMENEGILD  '  ZEGNA: 

Ermenegildo  1    :iv.i,  New 
York,  Boston,  B  i 
Harbour,  Chicag  1 

Hills  and  Costa  Mc 


CA,  (888)  880-3462, 
www.zegna.com 

GIANLUCA  ISAIA: 

Louis,  Boston,  and  select 
Neiman  Marcus  and 
Saks  Fifth  Avenue  stores; 
for  more  information, 
contact  (888)  996-7555,  or 
www.gianlucaisaia.com 

GIGRGIG  ARMANI:  select 
Giorgio  Armani  boutiques 

H.  STERN:  H.  Stern,  New 
York,  (800)  7-HSTERN 

HERMES:  all  Hermes  bou- 
tique-, (800)  441-4488, 
www  hermes.com 

J.M.  VESTON:J.M. 

Weston.  New  York,  (877) 
4-WESTON 

LOU:    VUITTON  :  Louis 


Vuitton,  New  York,  Bal 
Harbour,  Dallas,  San 
Francisco,  Beverly  HUls 
and  Costa  Mesa,  CA, 
(800)  866-VUITTON, 
www.vuitton.com 

MISSGNI:  Missoni,  New 
York,  (212)  517-9339 

NARCISO  RODRIGUEZ: 

Bergdorf  Goodman,  New 
York 

ROBERT  MARC:  Robert 

Marc  Opticians, 

New  York,  (212)  319-2000 

ROBERT  TALBOTT:  Robert 

Talbott,  (800)  747-8778, 
www.roberttalbott.com; 
handkerchiefs  also  at 
Mitchells  of  Westport, 
Westport,  CT,  and  Zarah, 
Boston;  tie  also  at  Khaki's, 
Carmel,  CA,  and 


Baumans  Menswear, 
Little  Rock,  AR 

TIFFANY  &  CO.:  Tiffany  h 
Co.,  (800)  526-0649 

VALENTINO:  Valentino, 
Naples,  FL,  and  select 
Saks  Fifth  Avenue  stores 


PAR  AVION 

Air  France  operates  its 
Concorde  service 
between  New  York's  JFK 
International  Airport 
and  Paris's  Charles  de 
Gaulle,  crossing  the 
Atlantic  at  more  than 
twice  the  speed  of  sound 
Flying  time  is  3  hours 
and  25  minutes.  For 
schedules  and  fares, 
call  (800)  237-2747. 
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Sympathie 


Hand-assembled  movement.   Limited  piodiielion  or2S  pieees.  The  (lenexa  Seal. 

For  further  information  on  this  and  other  walehes  in  our  eolleelion,  please  conlael: 

ROGER  DUBUIS  (570)970  S888  ■  MEXICO  (52-55)  52N14122 


What  do  you 
say  when  your 
wife  tells  you 
she  wants  to 
learn  to  shoot? 
How  about, 
"Yes,  dear." 


TINA'S  GOT  A 


By  RJ.D 
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{  WIFE  IS  AFRAID  OF  BIRDS.  She's  not  terrified 
aid,  not  "chicken,"  as  it  were.  Tina  just  considers  birds 
3e  air  lizards,  icky  velociraptors  in  bad  boas.  They  give 
■  the  creeps.  She  feels  about  birds  the  way  other  people 
1  about  snakes  or  spiders  or  New  York  Attorney  General 
ot  Spitzer. 

I,  on  the  other  hand,  love  birds.  I  spend  a  lot  of  money 
:ry  year  and  travel  thousands  of  miles  for  my  love  of 
ds.  I  trudge  across  acres  of  muddy  fields,  push  through 
gles  of  forest  underbrush  and  hunker  in  swamps  at  dawn 
iply  to  find  birds — and  shoot  them.  Call  it  tough  love. 
Ever\^  good  marriage  is  a  compromise.  For  years,  Tina 
pla%'ed  no  nervous  symptoms  about  mallards  in  the 
ezer,  as  long  as  the  gutting  and  plucking  had  been  done 
newhere  other  than  her  kitchen  (or  laundry  room,  as  I 
i  occasion  to  be  reminded).  And  I  didn't  go  after  pheas- 
:s  in  South  Dakota  on  our  wedding  anniversary. 
Then  one  day  Tina  said,  "I  want  to  learn  to  shoot.  I  want 
50  bird  hunting."  Why?  A  more  recently  married  per- 
1  would  have  asked  that  aloud.  But  if  I  suddenly  said,  "I 
nt  to  learn  to  empty  the  dishwasher.  I  want  to  get  up  in 
:  middle  of  the  night  when  the  kids  cry,"  Tina  wouldn't 
;ck  the  medicine  chest  to  see  what  I'd  been  taking  until 
-r.  She'd  say,  "Great!" 

I  said,  "Great!"  But  I  was  worried.  Tina  wanted  to  learn  to 
)ot.  I  mentally  reviewed  my  recent  behavior.  I  was  pretty 
e  she  was  using  "shoot"  as  an  intransitive  verb.  I  didn't 


think  I  detected  an  elision  of  "you"  at  the  end  of  the  sentence. 

Maybe  Tina  had  been  listening  to  me.  It's  always  wor- 
risome when  a  spouse  does  that.  I'd  been  telling  Tina  that 
the  way  to  get  over  her  fear  of  birds  was  to  go  hunting. 
"Shoot  at  them,"  1  advised,  "and  after  you  miss  the  little 
s.o.b.'s  three  or  four  times  in  a  row,  you  won't  be  scared, 
you'll  be  angry."  Did  I  really  want  an  angry  wife? 

Or  maybe  something  had  happened  on  our  trip  to 
London,  when  I  dragged  Tina  to  the  Holland  &  Holland 
store.  While  I  was  drooling  over  shotguns,  perhaps  Tina 
realized  that  field  sports  present  a  new  head-to-toe  ward- 
robe opportunity.  A  flash  of  pain  ran  through  my  Visa  card. 

7\lso  I  was  concerned  that  if  Tina  tried  bird  hunting, 
she'd  hate  it.  I  privately  suspect  that  men  and  women  are 
different.  They  don't  always  love  the  same  things.  No  doubt 
Tina  had  similar  gender-based  anxieties  when  our  child- 
ren came  along.  Probably  she  was  secretly  relieved  and 
surprised  that  I  didn't  eat  them.  I  thought  I'd  have  to  make 
bird  hunting  somehow  stylish  and  festive.  This  was  like 
Tina  thinking  she'd  have  to  crank  up  the  "heated  dry" 
feature  and  turn  emptying  the  dishwasher  into  a  macho 
challenge.  How  would  she,  I  asked  myself,  go  about  con- 
vincing me  that  changing  diapers  and  singing  lullabies  at 
4  a.m.  is  as  much  of  a  good  time  as  sitting  shivering  and 
soaked  in  a  pit  blind  at  about  the  same  time  of  day? 

Actually,  with  proper  application  of  Jack  Daniel's,  either 
can  be  fun.  But  women,  in  my  experience,  are  not  quite  so 


lotographs  by  Noel  Sutherland 
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easily  convinced  that  they  are  enjoying  themselves.  I  called 
my  friends  Perrv  and  Sally  Harvey  and  w^rangled  an  invi- 
tation to  Brays  Island,  a  magnificent  quail  plantation  in 
South  Carolina. 

Brays  Island  is  5,500  acres  of  tidewater  landscape  on 
the  Pocotaligo  River  not  far  from  Hilton  Head.  It's  pretty 


I  usually  hunt  in  places  that  are,  frankly,  more  purgai 
torial.  But  I  figured  that  Tina  has  years  to  learn  aboij 
bird-season  accommodations  of  the  "Fur  Seasons"  am] 
"Itch-Carlton"  kind-  No  need  to  introduce  her  immediate^ 
to  the  toilet  facilities  of  an  Arkansas  duck  shack.  Sh; 
doesn't  have  to  know,  yet,  that  the  most  productive  wooci 


much  how  1  picture  heaven, 
with,  in  the  first  place,  a  mem- 
bership far  too  exclusive  for  me. 
The  vast  woods  and  fields  and 
the  miles  of  waterways  and 
marshes  are  full  of  wildlife. 
Besides  the  quail  there's  shoot- 
ing for  Hungarian  partridge, 
chukar,  pheasants,  doves,  ducks, 
turkey  and  deer.  Largemouth 
bass  lurk  in  the  freshwater 
ponds.  The  Pocotaligo  is  replete 
with  redfish,  black  drum  and 
flounder.  In  the  nearby  blue 
water  are  sea  trout,  stripers. 


I  usually  hunt  in 
places  that  are, 
frankly,  more 
purgatorial.  But 
I  figured  that 
Tina  has  years 
to  learn  about 
bird-season 
lodgings  of  the 
"Fur  Seasons" 
and  "Itch- 
Carlton"  kind. 


bluefish  and  tarpon.  If  these 
pleasures  should  pall,  there's  skeet,  trap,  sporting  clays, 
;!n  ic-hole  private  golf  course,  tennis,  a  pool,  a  25-stall 
boarding  stable  and  40  miles  of  equestrian  trails.  The 
wearhf^v  i',  admi<-tedly  less  like  paradise  and  more  hke 
the  ;n  ;vv  place  during  the  summer,  and  Brays  probably 
has  mo.-.  ••  ^^-^  nd  dead  animals  than  heaven  does. 
Maybe  ii ,  n  that  dogs  go  to,  which,  taithfiilly,  is 

the  one  I'd  prcter.  i  i'..'  plantation  has  40  bird  dogs,  in  ken- 
nels larger  and  .:1c  ••  —  my  bachelor  apartment  ever 
was.  I  suppose  Bi.  .  ^■p^  for  quail  and  redfish, 

although,  on  previous-  ■  itters  seemed  immor- 

tal enough  when  I  wouu 


cock  cover  in  New  Hampshire  is  an  old  town  dump. 

The  entrance  to  Brays  is  a  mile-long  avenue  of  a\  h: 
board  fences  without  a  paint  flake  or  knothole  stain  in  sigl 
The  meadows  are  so  weU-tended  that  only  the  presence 
real  stable  hands  instead  of  the  cement  kind  with  a  lante 
distinguishes  them  from  suburban  lawois.  Ancient  live  oa 
rise,  arboreal  casdes  with  green  baileys,  green  keeps,  gre 
crenellations  flying — to  strain  a  metaphor — heraldic  ba 
ners  of  Spanish  moss. 

This  doesn't  look  like  a  place  to  shoot  birds.  This  loo> 
Hke  a  place  to  marry  off  the  O'Hara  girl  except  without  t 
sociological  baggage  or  liberal  guilt.  General  Shermai 
troops,  on  their  flamboyant  (in  the  root  sense  of  the  woi 
March  to  the  Sea,  burned  the  original  Brays  Plantativ 
Manor.  Instead  of  a  tick-tack  Tara  of  doubtfiol  provenan<. 
the  main  house  at  Brays  is  a  handsome  white-brick  Fe 
eralist-revival  spread  built  with  modern  plumbing  a  i 
labor-saving  kitchen  appliances  in  the  1930s  by  Francis 
Davis  of  the  sensible,  Yankee,  U.S.  Rubber  Company.  T 
Davis  home  has  been  converted  to  guest  quarters,  dini 
rooms  and  a  bar  for  the  Brays  Island  members.  Ther 
even — how  anti-ante-beUum — a  web  site:  vyww.brays 
land.com.  And  (heaven  again)  the  food  is  worth  dying  f 

Only  one  thing  was  wrong  with  Brays  Island' — it  v 
pouring  rain  there  the  next  morning.  "Darn,"  said  Tii 
"We'll  have  to  go  shopping." 

"Fortunately,"  I  said,  "I  brought  an  extra  pair  off; 
pants.  Put  a  hand  towel  inside  your  Barbour  coat  col 
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the  Avater  doesn't  run  down  the  back  of  your  neck, 
e'll  have  to  kick  the  birds  up  a  bit.  They  won't  be  flying 
y  well  in  this  weather.  Don't  shoot  at  them  if  they 
t  hop,  vou  don't  want  to  hit  the  dogs.  And  don't  worr\' 
put  the  rattlesnakes  when  we're  stomping  around  in  the 
(ish:  When  it's  chilly  and  wet  Uke  this  they're  not  very 


see  Tina  eyeing  the  spot  with  the  space-hungry  gaze  of  a 
backyard-less  denizen  of  the  urban  Northeast.  Imaginary 
swing  sets  and  Active  puppies  were  beginning  to  material- 
ize in  the  rain. 

"I  came  down  here  from  Aspen  to  visit  a  friend,"  Perry 
told  me.  "And  I  fell  in  love  with  the  place.  I  was  out  all  day. 


ivc.  Let  s  get  going. 
"Why?"  said  Tina. 

And  I  have  to  admit  that  she  had  me  there.  I  thought 
Dut  all  the  time  I've  spent  bird  hunting  in  inclement 
ather,  usually  getting  skunked.  "So  we  can  be  wet  and 
comfortable,"  I  said.  "And  not  have  very  good  shooting 
d  probably  catch  cold." 
"Are  you  crazy?"  said  Tina. 

We  went  shopping.  The  nearby  town  of  Beaufort, 
uth  Carolina,  is  very  cute  and  quaint.  It  has  a  large,  large 
mber  ot  antique  stores.  As  near  as  I  can  tell,  shopping 
for  women,  as  hunting  is  for  men.  Except  that  you  never 
t  to  use  the  remote-control  battery-operated  electric- 
3ck  collar  on  misbehaving  store  owners  who  are  sup- 
sed  to  be  helping  you  hunt  for  antiques.  Also,  as  far  as 
^  concerned,  a  lot  of  antiques  look  like  somebody's  shot 
:m  already. 

Then  we  toured  Brays  with  Sally  and  Perry  Harvey, 
le  former  cattle  ranch  was  sold  to  the  Pingree  family 
the  1960s.  They  turned  it  into  a  development  centered 
hunting  and  fishing.  The  land-use  concept  was 
sed  on  a  Frank  Lloyd  Wright  idea.  The  325  house  sites 
:  one-acre  circles  surrounded  by  common  land.  Each 
e  is  screened  from  the  next.  Membership  in  Brays 
and  is  limited  to  lot  owners,  and  the  members  own  the 
intation. 

A  few  sites  were  stiU  for  sale.  One  looked  out  over  the 
er  toward  a  bald  eagle  sanctuary  in  the  distance.  I  could 


fishing  in  the  morning  and  shooting  quail  in  the  afternoon. 
When  I  got  back  that  night,  Sally  had  bought  a  lot." 

"Sally  and  I  are  going  over  to  look  at  the  new  tennis 
courts,"  said  Tina. 

"And  I'm  sticking  right  with  you,"  I  said. 

The  rain  stopped  about  four  and  Tina  took  a  shooting 
lesson  from  the  manager  of  the  Brays  shooting  club,  Greg 
Freeman.  I  stepped  aside  on  the  theory  that  spouses  should 
never  get  pedagogical  with  each  other.  We've  been  through 
this  at  home  with  Tina  trying  to  teach  me  to  unload  the 
dishwasher.  Greg  went  through  the  gun  safety  rudiments 
and  put  Tina  on  the  No.  4  pad  on  the  skeetfield.  He 
launched  a  clay  pigeon  from  the  high  house.  She  missed. 
Greg  stepped  forward  and  spoke  to  Tina  briefly.  He 
launched  another  speedy  pass  shot  from  the  high  house. 
She  broke  it.  And  the  next  one.  And  the  next. 

After  30  years  of  shooting  I  get  a  hit  on  No.  4  high  house 
about  as  often  as  Ozzy  Osbourne  gets  one  on  the  Billboard 
Top  40  these  days. 

"I've  noticed  this  before,"  I  said  to  Perry.  'Women  are 
good  at  learning  to  use  a  shotgun.  Even  if  they've  never  shot 
before,  it  only  takes  a  little  bit  of  instruction.  Why  is  that?" 

'Women  listen,"  said  Perry. 

Not  a  male  trait.  Although  there's  30  years  of  shooting 
to  be  considered.  I  don't  hear  very  well,  as  I've  explained 
more  than  once  when  I  didn't  get  up  in  the  middle  of  the 
night  when  the  kids  cry.  "You  hear  the  little  'ping'  from  the 
microwave  okay,"  says  Tina,  "if  burritos  are  defrosting." 
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Sm^telMak  &  Scotch  "Whisky  "LT^travaganz 


An  "Evening  oj%au  and  Unique  Singk  9Adt  and  Scotch  WfOslqes 

Ladies  and  Gentlemen  are  Cordially  Invited  to  Attend  a  Gala  Evening 
Featuring  the  Finest  Single  Malt  and  Scotch  Whiskies 
and  Premium  Imported  Cigars  from  the  Humidors  of 

Montecristo,  Romeo  y  Julieta  &  Por  Larrahaga 
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15  Year  Old 

17  Year  Old 
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•  12  Year  Old 
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•  10  Year  Old 

•  16  Year  Old 
Caol  11a 

•  12  Year  Old 

The  Classic  Cask  35  Year  Old 

The  Classic  Malts  of  Scotland 
Cragganmore  - 1 2  Year  Old 
Dalwhinnie  -  1 5  Year  Old 
Glenkinchie  -  10  Year  Old 
Lagavulin  -  16  Year  Old 
Oban-  14  Year  Old 
Talisker-  10  Year  Old 
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■:  V-;:  Old 

Da  T.. 

>ld 

30 
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White  L. 

12  Year  Old 
The  Famous  Grot 
The  Famous  Grouse 
Gold  Reserve 
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Special  rates  /or  groups  oj  . 
IVIust  be  over  21  years  of  a 
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Glendronach  15^ 
Glenfiddich 

•  12  Year  Old 

•  15  Year  Old 

•  18  Year  Old 

•  30  Year  Old 
Glengoyne 

•  10  Year  Old 

•  17  Year  Old 
Glen  Grant 

•  12  Year  Old 
The  Glenlivet 

•  12  Year  Old 

•  18  Year  Old 

•  French  Oak  Ff 
Glenmorangie 

•  10  Year  Old 

•  15  Year  Old 
Glenrothes 

•  1989  Vintage 
Grant's  Family  Ri 
Highland  Park 

•  12  Year  Old 

•  18  Year  Old 

•  25  Year  Old 
House  of  Walker 

•  Black  Label 

•  Blue  Label 

•  Gold  Label 

•  Red  Label 
Knappogue  Cast 

•  1992 

•  1993 
Laphroaig 

•  10  Year  Old 
Longmorn  1 2  Ye 
Macallan 

•  12  Year  Old 

•  Cask  Strengtl 
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Old  Pulteney  1 1 
Rosebank 

•  9  Year  Old 
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'aiing  H  hiskies  Vary  by  Market        **At  Select  Venues  Only 
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"    ihire       **Cancellations  accepted  for  refunds  up  to  48  hours  prior  to  ev< 
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Co-Hosted  By 

THE  SCOTCH  MALT  WHISKY  SOCIETY 

&  FORBES  FYI  MAGAZINE 


CHICAGO  HILTON  &  TOWERS 

720  S.  Michigan  Ave.,  Chicago,  IL 
Wednesday,  October  9,  2002 

THE  RITZ  CARLTON 

15  Arlington  St.,  Boston,  MA 
Thursday,  October  17,  2002 

J.W.  MARRIOTT  HOTEL 

1331  Penn.  Ave.  NW,  Washington  DC 
Tuesday,  October  29,  2002 

THE  PYRAMID  CLUB 

1735  Market  St.,  Philadelphia,  PA 
Wednesday,  October  30,  2002 

THE  FAIRMONT  MIRAMAR 

101  Wilshire  Blvd.,  Santa  Monica,  CA 
Tuesday,  November  5,  2002 

THE  FAIRMONT  HOTEL 

950  Mason  St.,  San  Francisco,  CA 
Thursday,  November  7,  2002 

THE  BILTMORE  HOTEL 

1200  Anastasia  Ave.,  Coral  Gables,  FL 
Thursday,  November  14,  2002 

SMWS  Members:  $75.00 
Non-Member  Guests:  $85.00 

Delicious  Dinner  Buffet 
7:00-  9:00  PM' 
Jacket  Preferred 
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WIN  ^^ 

a  4-Day/3-Night  Stay** 


Whdn  Tina  had  rendered  the  clay  pigeon  a  pretty  much 
inct  species  I  asked  her,  "What  did  Greg  tell  you?" 
He  told  me  to  put  my  weight  forward  and  quit  think- 
;  about  it.  He  said,  'Lower  your  IQ_to  50.'  "  No  wonder 
:n  don't  listen.  IV ly  IQ_has  been  down  there  since 
berty,  and  if  I  put  any  more  weight  forward  I'm  going 
■have  to  give  up  on  Brooks 
others  and  get  that  flake  sculp- 
f:,  Christo,  who  draped  the 
nt  Neuf  in  bedsheets,  to  wrap 
r  gut  as  an  art  project. 
The  next  morning  was  cool 
d  bright.  Brays  Island  has  a 
:turesque  mule  wagon  that 
Tied  Perry  and  Sally  and  Tina 
d  me  into  the  quail  fields.  The 
ides  and  the  dogs  followed,  less 
rturesquely,  in  pickup  trucks. 
e  could  have  ridden  horses  to 
:  covers  if  we'd  wanted,  but 
It's  too  picturesque,  and  Brays 
I't  the  bad  movie  of  A  Man 
Fu// that  will  no  doubt  follow 
I  bad  movie  of  Tbe  Bon/ire  of 
•  Vanities. 

Most  quail  shot  east  of  the 
ississippi  are  raised  in  pens  and 
:  out  for  the  benefit  of  sports- 
;n.  Thus,  as  shopping  is  hunting  for  women,  huiuiK^  ;, 
Dpping  for  men — a  visit  to  the  poultry  department  at 
feway,  although  Perdue  roasters  never  have  a  chance  to 
away  unscathed  and  make  you  look  like  a  fool. 
The  hunting  grounds  at  Brays  are  laid  out  in  the  old 
tie  pastures  and  among  the  groves  of  live  oaks.  The 
Ids  are  carefully  sown  with  the  right  vegetation«and 
actively  brush-hogged.  Experts  make  sure  that  the  birds 
:  acclimatized  to  covev  up  the  way  they  do  in  nature  and 
well  when  flushed.  Land  that's  been  settled  since  the 
3os  requires  a  lot  of  cultivation  to  make  it  wild.  Senior 
lide  Billy  Aiken  has  a  good  of  boy's  accent.  However, 
:  in'Latin.  He  knows  the  taxonomic  name  of  every  plant 
the  quail  fields.  He  has  degrees  in  these  things. 
"So,"  said  Tina,  "there's  basically  no  point  to  hunting, 
■erv'body  goes  to  a  lot  of  bother  just  to  shoot  little  birds." 
"Um,  yes,"  I  said. 

Tina  looked  apprehensively  at  the  grass  tangles  where 
t  quail  were  hiding.  "I  can  understand  that,"  she  said. 
Billy  and  fellow  guide  Bryan  opened  their  kennels, 
easing  70-some  pounds  of  English  pointers.  Boomer 
dPal. 

"Good  doggies!"  said  Tina,  whose  loathing  of  birds  is 
Itched  by  such  affection  for  dogs  that  she  cried  at  the  end 
Cujo  because  the  rabid  St.  Bernard  died. 
"These  aren't  pets,"  I  warned.  "These  are  serious 
)rking  dogs."  The  serious  working  dogs  trotted  over 


to  Tina,  licked  her  face  and  rolled  on  their  backs  to  have 
their  tummies  scratched. 

Tina  and  Perry  Hned  up  at  a  cover  with  BiUy  in  the  mid- 
dle and  Boomer  quartering  all  over  the  place.  Boomer 
pointed  an  Audubon  Society  calendar  photograph  of  a 
covey — a  perfect  feathered  rondel  of  quail  backed  against 
each  other  and  ready  to  fly  in 
every  direction.  Billy  had  Tina 
walk  in.  I  held  my  breath.  A  big 
quail  flush  is  a  myocardial  rup- 
ture moment  for  even  the  hard- 
ened nimrod.  There  was  a  great 
burst  of  birds  at  Tina's  feet,  a 
convulsion  of  quail  rose  in  her 
face.  This  must  have  been  a 
nightmare  for  her,  an  IMAX 
screening  of  T6e  Birds  with  her 
eyelids  taped  open.  I  mean,  this 
is  the  woman  who  calls  me  at 
work  when  there  are  pigeons  on 
the  kitchen  windowsill.  Tina 
didn't  flinch. 

"It  would  have  embarrassed 
Boomer,"  she  said. 

Tina  didn't  flinch,  but,  on 
the  other  hand,  Tina  didn't 
shoot  either.  "I  was  afraid  I'd  hit 
that  tree,"  she  explained  to  BiUy. 
He  was  a  model  of  tact  as  to  the  relative  ineffectiveness 
of  No.  7  shot  against  the  mature  live  oak. 

Boomer  pointed  more  birds.  This  time  Tina  did  shoot, 
but  she  shot  from  the  hip.  "Because  my  shoulder  hurts 
from  yesterday's  shooting  lesson,"  she  stated  with  precise 
feminine  logic. 

Billy,  who  probably  should  be  our  nation's  ambassador 
to  the  U.N.,  where  ability  to  suppress  laughter  is  a  vital 
asset,  said,  "Next  time  think  one-two-three-four.  Lift  the 
gun  to  your  shoulder,  press  your  cheek  to  the  stock,  push 
the  safety  forward,  pull  the  trigger  back... 1-2-3-4.  Lift, 
press,  push,  pull." 

Tina,  being  a  woman,  listened.  Boomer  flushed  a  mad- 
house covey,  bigger  than  the  first  and  flying  harder.  Tina 
turned  her  gun  on  a  particular  bird.  There  was  a  puff  of 
feathers  and  a  perpendicular  drop.  Boomer  brought  the 
quail  to  her  feet. 

Billy  picked  up  the  bird  and  Tina  backed  away.  Billy 
thought  she  was  having  a  PETA  moment  of  animal  cru- 
elty regret.  "Aw,"  he  said,  "it's  not  like  it  would  have  lived 
very  long  in  the  wild." 

"Why  don't  you  let  Boomer  make  sure  it's  dead  right 
now,"  said  Tina. 

That  night  we  had  dinner  with  Sally  and  Perry.  'Well," 
said  Sally,  "how  do  you  like  birds  now?" 

'With  quince  preserves  and  curried  rice,  thank  you,"  said 
Tina,  spearing  another  air  lizard  on  the  serving  fork.  • 
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KNOW  THE  SECRET  TO  GETTING  ^ 

INTO  COLLEGE  TODAY?  THERE  ISN'T 
ONE.  DESPITE  THE  YUPPIE 
PARENT'S  LAMENT,  IT  MAY  BE 

EASIER  NOW  THAN  IT'S  EVER  BEEN. 

Hard 


KNOCK 

In  the  HBO  TV  series  The  Sopranos,  Mafia  capo  Tony  Soprano  takes 
his  daughter,  Meadow,  on  the  traditional  Bowdoin-Bates-Colby  college 
tour  in  Maine.  Father-daughter  bonding  ensues.  At  a  gas  station, 
7bny  spots  a  former  associate  who  had  disappeared  into  the  federal 
pss  protection  program. Tony  has  left  his  gun  at  home, so  while 
!Vie.  •  s  being  interviewed  by  an  admissions  director,  he  excuses 
s  to  the  informant's  trailer  office  and  garrotes  him. 
B        DICK    TERESI     +    JANET     MACFADYEN 
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LUSTRATIONS  BY  ANASTASIA  VASILAKIS 


The  storyline  is  preposterous;  nobody  gets  an  interview 
with  an  admissions  officer  anymore. 

These  days,  it's  more  Ukely  that  Meadow  would  have 
been  relegated  to  a  campus  group  tour,  usually  conducted 
by  an  undergraduate  employing  the  standard  backward- 
walk,  a  maneuver  that  results  in  some  spectacular  pratfalls. 

The  competition  is  seemingly  so  tough  at  top  schools 
that  parents  across  the  country  are  nervously  asking  them- 
selves: Could  I  get  into  my  alma  mater  if  I  applied  todayfWlost 
of  them  assume  that  the  answer  is  No,  you  idiot,  you  could  not. 

To  test  the  assumption,  Forbes  FYI  asked  me  and  my 
coauthor,  Janet  MacFadyen,  to  reapply  to  the  colleges 
from  which  we  graduated,  to  see  if  we  could  meet  tough, 
modern  standards.  For  me,  it  was  a  40-year  gap,  having 
applied  in  pre-Beatles  1962,  and  now  again  in  post-Tupac 
2002.  For  Janet  it  was  a  32-year  gap,  1970  and  2002. 

Janet ^  wHo -e  father  taught  at  Williams  College  and 
whose  m  ,  -at  to  Smith,  attended  Buxton,  a  small 

avant-gar*.  ,  chool  in  Williamstown,  Massachu- 
setts. "The  t-  ;  varbook  included  a  faculty  photo  with 
a  quote  from  Kar!  Marx  and  a  shot  of  the  headmaster  in 
a  white  bunny  sui:,  she  says.  "Children  of  movie  stars 
cavorted  with  stiK*     -s  freshly  plucked  from  the  ghetto." 


Janet  applied  to- Brown,  Bryn  Mawr,  Yale,  Hampshire 
and  Smith,  and  was  accepted  by  all  except  Yale.  She 
chose  Brown. 

I  grew  up  in  Robbinsdale,  Minnesota,  a  semi-ruraL 
semi-blue-collar  burg.  The  high  school  was  huge,  3,00c 
students  in  three  grades,  and  was  unquestionably  the  worsi 
in  the  state.  We  were  last  in  dollars  spent  per  student,  firs 
in  juvenile  delinquency  and  first  in  dropouts  due  to  preg: 
nancy.  Even  our  homecoming  queen  was  pregnant,  mat 
ing  us  the  only  school  with  a  homecoming  prince.  We  did 
win  a  state  title  in  ski  jumping,  a  sport  in  which  judgmen' 
is  not  an  issue. 

No  one  in  my  family  had  made  it  through  high  school! 
so  I  asked  the  smartest  girl  in  the  school  where  she  wa: 
going  to  college.  She  yelled  over  her  shoulder,  "North-i 
western  University's  Medill  School  of  Journalism."  So 
tagged  along.  My  dorm-mates  were  great  guys,  a  who'j 
who  of  the  Princeton  wait  list. 

You'll  have  to  wait  to  find  out  how  Janet  and 
fared  with  Brown  and  Northwestern  the  second  tim( 
around.  First,  some  findings: 

We  tried  to  figure  out  if  college  admissions  is  really  thai 
rough.  There  are  thousands  of  articles  on  the  subject,  ali 
saying  that  the  new  applicants  are  geniuses.  But,  we  asked' 
If  the  kids  are  so  smart,  why  are  they  so  dumb  ?  I've  met  a  YaL 
graduate  who  never  heard  of  Archimedes  and  a  straight! 
A  use  English  major  who  never  heard  of  Joseph  Conrad 
Most  college  kids  think  Sierra  Leone  is  an  SUV. 

After  a  few  months  of  digging,  we  discovered  the  sourci 
of  the  confijsion:  Everybody  is  lying.  The  high  schools  ar 
lying  about  how  smart  their  kids  are.  The  College  Boan 
is  juicing  the  scores  of  SATs.  The  parents  are  lying  abou 
what  they  really  want  for  their  kids.  The  college  admission 
directors  are  lying,  albeit  in  the  best  professional  manner.  * 

This  article  is  not  a  comprehensive  guide  to  colleg ' 
admissions;  it's  an  attempt  to  wade  through  a  little  o 
the  mendacity.  In  the  spirit  of  lowered  standards  of  test 
taking,  we'U  approach  the  topic  in  true-and-false  style.  Di 
NOT  take  this  quiz  while  walking  backwards. 

It's  diiticult  today  to  get  into  col 

lege.  False.  In  their  book  The  Shape  of  the  River,  Williar 
G.  Bowen  and  Derek  Bok,  former  presidents  of  Princeto; 
and  Harvard,  respectively,  examine  race  in  college  admis 
sions.  To  do  so  they  had  to  analyze  the  entire  systen: 
"Many  people,"  they  write,  "are  unaware  of  how  few  col 
leges  and  universities  have  enough  applicants  to  be  abl 
to  pick  and  choose  among  them." 
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THE  PROBLEM  IS  THAT 

ALL  TODAY'S  FRETFUL  PARENTS  ARE  TRYING  TO  GET 
HEIR  KIDS  INTO  THE  SAME  HANDFUL  OF  TOP  SCHOOLS. 


There  isn't  much  discrimination,  in  other  words,  be- 
luse  only  20%  to  30%  of  all  four-year  colleges  and  univer- 
ties  attract  enough  applicants  to  be  able  to  discriminate. 

The  first  revelation,  then,  is  that  college  per  se  isn't  at 
1  hard  to  get  into.  The  problem  is  that  all  today's  fretful 
irents  are  tr\'ing  to  get  their  kids  into  the  same  handful 
Ftop  schools — the  Ivies,  the  potted  Ivies,  Caltech,  MIT, 
orthwestern,  Stanford  and  others  on  the  U.S.  News  & 
'^or/ii  Report,  Dow  Jones  and  other  "best  of  lists.  Bowen 
id  Bok.  studied  the  matriculants  of  28  schools,  all  of  this 
k.  For  the  purposes  of  our  article,  this  is  the  echelon  of 
jUeges  we  will  be  referring  to  as  well. 


peak 


College  admissions  directors 

the  truth.  False.  "It's  their  business  to  lie,"  says 
[elen  Britt,  who  counsels  college  applicants  and  their 
tmilies.  A  member  of  a  growing  profession,  Britt  has 
forked  as  a  college  counselor  out  of  San  Anselmo,  Cali- 
>rnia,  since  1980.  "Admissions  officers  have  to  purvey 
i)ths  ot  their  schools.  Some  make  their  colleges  seem 
lore  competitive  than  they  are.  Others  downplay  how 
slectiv^e  thev  are."  In  the  latter  category,  she  says,  is 
kown,  which  wants  the  applications  to  keep  flowing,  so 
;  sott-pedals  the  dilficultv  ot  getting  admitted.  In  a  recent 
ear,  for  example,  1,378  high-school  valedictorians  applied 
)  Brown,  but  only  a  third  were  accepted.  Rachel  Toor,  a 
armer  admissions  officer  at  Duke,  writes  in  her  book 
y missions  Confidential:  "I  travel  around  the  country  whip- 
ing  kids  (and  their  parents)  into  a  frenzy  so  that  they 
all  apply.... Then,  come  April,  we  reject  most  of  them." 

Judging  by  their  SAT  scores,  the 
:ids  are  smarter  tnan  ever  False.  Actually, 

key' re  dumber.  In  1995,  as  the  scores  were  dropping,  the 
!lolkge  Board,  which  administers  the  SATs,  "recentered" 
tie  scoring.  This  is  a  euphemism  for  giving  every  kid  who 
ikes  the  test  an  extra  100  points,  according  to  Bowen  and 
>ok,  spread  over  the  two  segments,  verbal  and  math.  A 
ertect  score  is  800  points,  so  there's  a  possibility  of  a  total 
f  1600.  Thomas  Parker,  admissions  director  at  Amherst 
College,  says  today's  students  are  "stronger  than  ever," 
iting  last  year's  freshmen's  SAT  average  of  1402.  In  1987, 
he  average  was  only  1321.  But  wait,  if  you  "recenter"  the 
987  scores,  they  would  be  brought  up  to  1421  points, 
ctually  superior  to  today's  students. 

To  see  how  you  would  fare  in  today's  market,  add  100 
loints  to  your  SAT  totals.  Broken  down  by  verbal  and 
nath,  add  75  points  to  the  former,  25  points  to  the  latter, 
n  such  a  scheme,  the  exceptionally  smart  kids  are  deval- 


ued. An  applicant  with  an  800  verbal  of  yesteryear  would 
be  joined  today  by  everyone  with  the  post-1995  equivalent 
of  725  and  up. 

It  gets  better.  SAT  prep  courses  are  now  a  $ioo-million 
business,  dominated  by  two  companies,  Princeton  Review 
and  Kaplan.  Parents  pay  out  $700  to  $1,500  so  their  kids  can 
raise  their  scores  140  points  on  average,  as  Princeton  Review 
estimates.  (Students  don't  enhance  their  education  in  these 
classes,  they  simply  learn  the  mechanics  of  outsmarting  a 
multiple-choice  test.)  Take  a  kid  sitting  now  in  class  at  Johns 
Hopkins  (rated  i6th  by  U.S.  News).  He  scored  1350  total  on 
his  SATs,  putting  him  in  the  middle  50%  for  the  school.  But 
100  of  those  points  were  a  gift  from  the  College  Board,  the 
so-called  "recentering."  If  you  deduct  that  number,  now  he's 
down  to  1250.  Another  140  points  came  from  mom  and  dad, 
who  forked  over  a  check  to  Princeton  Review.  Subtract  that. 
So  his  real,  unaugmented  score  is  mo.  But  there  he  is  at 
Hopkins!  In  my  and  Janet's  eras,  he'd  be  sitting  in  the 
bleachers  at  Columbus,  screaming,  "Go,  Buckeyes!" 

So  what  if  the  average  SAT 
scores  are  down?  There  are  more  kids 
today  applying  to  college, so  there  is  a 
larger  universe  of  high  SATs. False. This 

seemed  so  obviously  true,  we  almost  didn't  check  it  out. 
Janet  and  I  had  similar  SATs,  with  totals  slightly  above 
1350.  These  were  plain  vanilla  scores  for  the  time,  but  good 
enough  to  put  us  in  the  Ivy  League  pool.  We  asked  this 
question:  How  many  other  seniors  with  1350  or  better  did 
we  have  to  compete  with  when  we  applied  to  college?  The 
College  Board  supplied  the  figures.  I  was  born  in  1945, 
before  the  baby  boom,  and  in  1962,  when  I  took  the  SATs, 
there  were  65,369  of  us  with  1350  or  better  scores.  Janet  was 
a  boomer,  and  in  1970  she  had  to  fight  it  out  with  80,536  of 
her  cohorts  for  a  spot  in  college,  a  much  harder  job  than  I 
had.  So  what  about  the  SAT  takers  of  2001?  We  were 
stunned  to  find  that  a  mere  38,290  scored  the  post-1995 
equivalent  of  1350  or  better. 

The  least  competitive  era  is  today. 

If  there  are  so  few  kids  with  de- 
cent scores,  then  the  colleges  must  be 
lying  when  they  claim  average  SATs  of 

1400,  even  1 500.  Lying  is  such  a  harsh  word.  Yes, 
the  top  colleges  are  advertising  astronomical  SATs  despite 
the  dearth  of  smart  students.  But  are  these  the  scores  of 
the  "accepted"  applicants  or  the  applicants  who  actually 
matriculate?  Let's  say  a  student  scores  two  8oos,  for  a  total 
of  1600.  He  applies  to  six  schools,  which  all  accept  him.  He 
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SATs  ARE  NOT  IMPORTANT-AS  LONG  AS  THEY'RE  HIGH  ENOUGH. 

do  you  sort  these -kids  out? 

Mike  Goldberger,  admissions  director  at  Brown,  says, 
"With  regard  to  test  scores,  they  are  simply  not  a  signifi- 
cant part  of  our  decision  process. . ."  Dixon  says  that  grades 
are  more  predictive  of  success  in  college  than  SAT  scores. 
That  may  well  be  true.  But  in  reality  SATs  are  not  impor- 
tant only  as  long  as  they're  high  enough.  That  is,  you  need 
to  get  into  the  "qualified  pool"  of  applicants  from  which 
a  school  selects  its  new  freshmen.  This  means  your  scoresi 
should  be  at  least  in  the  6oos  (1200  or  higher  total)  to  be 
safe.  (The  average  scores  for  colleges,  or  their  "middle 
50%,"  are  listed  in  the  various  guides  or  online.) 

Take  Brown,  which  supposedly  cares  little  about  SATs. 
It  accepted  2,729  freshmen  for  the  class  of  2005.  Of  these, 
only  41  had  math  SATs  under  550;  only  172  were  under  600 
(We  suspect  many  of  these  folks  had  a  wicked  slap  shot.) 
The  largest  number  of  acceptees,  1,718,  or  63%,  scored  700 
to  800  SAT  scores  may  not  ultimately  matter,  but  let's  just 
say  that  they  allow  you  to  ante  into  the  game. 

Admissions  officers  like  to  see  a 
lot  of  AP  (advanced  placement)  courses 

on  a  kid's  transcript.  True.  AP  courses  are  gen- 
erally a  stupid  idea — an  entire  course  aimed  at  passing  a 
particular  test.  In  the  sciences  especially,  it  would  be  more 
useful  to  take  a  real  lab  course.  But  admissions  directors, 
says  student  adviser  Britt,  don't  trust  high  schools,  and 
why  should  they?  The  course  titles  may  mean  nothing. 
One  former  student  said  he  made  it  through  aU  of  his 
English  classes  without  reading  a  single  novel.  In  one 
course  he  analyzed  lyrics  of  Led  Zeppelin  songs.  He  is  now 
a  proud  graduate  of  Amherst  College.  Standardized  AP 
courses  maybe  bad  education,  but  admissions  directors  at 
least  know  what  the  students  learned.  What  would  they 
have  made  of  a  science  class  that  was  offered  at  our  local; 
high  school  in  which  a  physics  project  in  "displacement' 
consisted  of  kids  lounging  around  in  hot  tubs?  Thank  god 
they  didn't  study  fluid  turbulence. 

The  kids  today  are  more  driven. 

True.  Brown's  Goldberger  says  applicants  there  take  "in- 
credibly difficult  course  loads  that  often  include  six  and 
sometimes  seven  major  subjects  per  year.  Last  year  we  had 
a  student  who  was  taking  eight  AP  courses  in  one  year.' 
Do  they  learn  more?  Goldberger  says,  "No,  they're  just 
more  exhausted."  Northwestern's  Dixon  was  more  blunt: 
"They're  more  grade-grubbing.  They  know  more  than  we 
know,  but  they  think  less.  They  are  less  likely  to  take  risks. 
They  are  spending  too  much  time  trying  to  qualify  and 


can  attend  only  one  college,  but  all  six  get  to  throw  that 
nice  1600  number  into  their  averages.  The  marginal  kid 
with  the  1200  also  applies  to  six  colleges,  but  is  accepted  by 
only  one.  He  brings  down  the  average  of  only  one  school. 
The  big  scorers  are  counted  several  times;  the  low  scorers 
few  times.  (With  today's  multiple  electronic  submissions, 
some  high-scorers  can  theoretically  be  counted  numerous 
times.)  The  only  averages  you  should  care  about  are  the 
SATs  of  a  school's  applicants  who  show  up  as  freshmen. 

Admissions  directors  and  high 
schools  dismiss  the  importance  of  SATs. 
Grades  matter  more  than  SAT  scores. 

False.  Colleges  will  tell  you  that  kids  have  better  grades 
than  ever  before.  In  fact  grade  inflation  is  worse  than  SAT 
inflation.  Plus,  many  high  schools  have  eliminated  the 
class  ranking  system.  Rebecca  Dixon,  associate  provost 
of  enrollment  at  \  rthwestern,  says  that  today,  "It's  Lake 
Wobegon,"  refern  10  Garrison  Keillor's  fictional  town, 
"where  aU  the  childi  >  are  above  average."  In  1999,  39%  of 
students  who  took  th    SATs  reported  an  A  average.  How 
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BELIEVE  THAT  ADMISSIONS  PEOPLE  DON'T  KNOW  THE 
DIFFERENCE  BETWEEN  BROWNSVILLE  AND  BRONXVILLE? 


not  enough  time  learning.  But  we  force  them  into  it. 
Students  today  want  a  $100,000  salary,  three  cell  phones 
and  a  Jaguar." 

In  the  course  of  reporting  this  story  we  heard  one  ugly 
phrase  about  admissions:  "Asian-driven."  It  evidently 
refers  to  the  stereotype  of  the  Asian- American  student, 
achievement-oriented  but  duU.  (On  the  other  hand,  in  my 
day,  back  in  Minnesota,  we  were  "Swedish-driven."  We 
wanted  to  brood  and  eat  lingonberries.) 

Diversity,  diversity,  diversity  Col- 
leges want  diversity  True,  up  to  a  point.  But 
there  is  little  real  diversity  at  the  upper-tier  schools.  During 
my  visit  with  Amherst's  Parker,  he  told  me  that  he  had 
just  returned  from  Texas,  where  he  had  recruited  a  Mex- 
ican-American student.  I  envisioned  an  itinerant  farm- 
er's son.  It  turns  out  both  mom  and  dad  are  high  school 
administrators. 

For  sure,  there  is  more  diversity  today  among  the 
exclusive  schools  in  color  and  race,  but  it  is  mostly  skin- 
deep.  From  a  socioeconomic  standpoint,  there  is  less 
diversity.  Bowen  and  Bok  found  that  only  2%  of  white  kids 
entering  prestigious  colleges  in  1989  were  from  low- 
income  families  in  which  neither  parent  had  a  BA.  That 
number  has  been  dropping  since  the  1970s.  This  figure  fell 
to  14%  in  1989  for  African- Americans.  It  pays  to  be  middle- 
class,  as  64%  of  African- Americans  in  these  schools  had 
at  least  one  parent  with  a  BA.  "First-generation  college 
students,"  Dixon  says,  "have  difficulty  in  the  application 
process  because  they  are  unfamiliar  with  its  complexities. 

"If  you  want  diversity,"  she  suggests,  "try  CUNY  [City 
University  of  New  York]." 

So  we  did.  Barbara  Sproul,  a  professor  of  religion  at 
Hunter  College,  CUNY,  described  students  who  appeared 
recently  during  her  office  hours:  "A  former  Maryknoll  nun 
back  from  running  a  leprosarium  off  the  coast  of  Korea  for 
seven  years,  a  one-legged  elephant  trainer  (really!),  fol- 
lowed by  the  Dominican  immigrant  who  had  taught  him- 
self to  read  and  speak  proper  English  using  Gore  Vidal 
histor)'  books,  a  Guyanese  Hindu  whose  father  won't  let 
her  date  Americans. . ."  Now,  that's  diversity. 

Now  that  many  colleges  have 
gone"need-blind"theres  a  level  playing 

field  for  rich  and  poor.  False,  it's  money  that 
matters.  Do  y;  •  ■'::  ''•  ^'-'ieve  that  admissions  people  don't 
know  the  differe . .  ..n  Brownsville  and  Bronx-viUe? 

That  they  don't  k;  significance  of  a  90210  ZIP 

code?  That  they  can't  tcu        i's  background  from  his  essay? 


They  know  who'  needs  financial  aid  and  who  doesn't 
Carlene  RicceUi,  the  college  adviser  at  our  local  Amherst 
Regional  High  School,  sends  more  than  90%  of  her  senior 
class  off  to  college  each  year  despite  the  fact  that  Amherst 
has  the  second-largest  population  in  the  state  of  children 
below  the  age  of  5  living  in  poverty.  There  are  different 
levels  of  "need-blind,"  she  says.  Some  need-blind  schools, 
like  Amherst  CoUege,  in  fact,  will  find  financial  aid  for 
all  acceptees  who  need  it. 

Other  schools  may  be  need-blind  "except  for  the  wait 
list"  or  "except  for  the  last  50  students  admitted."  Others 
may  compile  an  acceptance  list,  but  then  turn  it  over  to  the 
financial  aid  office,  only  to  find  that  the  college  can't  afford 
its  new  freshman  class.  Then  the  admissions  department 
edits  the  list  in  favor  of  richer  kids.  Scholarships  and  loans 
may  not  solve  the  problem,  either.  The  average  aid  pack- 
age at  Amherst  is  huge:  roughly  $25,000  per  year.  But  a 
year  at  the  school  costs  $38,000.  The  average  needy  kid's 
family  must  come  up  with  $13,000  per  year.  The  genuine 
poor  don't  have  that  kind  of  money.  I  earned  half  my  col- 
lege expenses  every  summer  working  as  a  pipe  fitter's 
helper.  No  one  can  do  that  today. 

The  parents  are  hideous.  True. 

They're  worse.  They're  hysterical.  WTien  Amherst's  Parker 
was  director  of  admission  at  Williams,  his  office  over- 
looked the  parking  lot,  and  he  would  see  the  anxious  par- 
ents tightening  a  son's  tie,  the  kid  in  wool  slacks  and  blue 
blazer  in  July,  melting  in  the  90-degree  heat,  the  mother 
drilling  last-minute  instructions  ("don't  forget  to  tell  him 
you're  also  a  flautist").  "Designer  kids,"  Parker  calls  them. 

Britt  asks  parents  if  prestige  is  important.  They  always 
say  no,  but  then  are  insulted  if  she  suggests  excellent 
schools  such  as  the  University  of  Denver  or  Wooster  in 
Ohio.  They  don't  want  anything  in  the  "fly-over  zone" 
except  Northwestern  or  the  University  of  Chicago.  If  she 
says  Yale  is  out  of  the  question  for  their  child,  they  reply, 
"Okay,  we'll  settle  for  Swarthmore  or  Haverford,  then." 

"Stress  levels  of  parents  are  high,"  she  says,  "and  rising.' 

First-class  faculty  is  important  to 

schools  and  to  parents.  False— in  most  cases, 
Leaving  Parker's  office,  I  slipped  into  a  tour  group  at 
Amherst.  The  backward-walking  kid  knew  copious  details 
about  the  food  service  but  little  about  the  faculty.  He  kepi 
saying  only  that  they  were  "famous."  I  kept  waiting  for  2 
parent  to  ask  the  obvious  question.  The  kid  droned  on.j 
"This  is  the  English  department.  It's  great  to  be  taughil 
how  to  write  by  famous  writers."  It  wasn't  my  place,  but  ]| 
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had  to  ask.  "Like  who?"  Silence  befell  the  tour  group. 

"Like  what?" 

"Like  who.  Who  are  these  famous  writers?" 

"Oh,  I'd  have  to  look  that  up.  I  know  there's  a  lady  who 
almost  won  a  PEN/Faulkner  award. . ." 

I  went  to  Northwestern  knowing  I  could  get  poet 
Stephen  Spender  as  a  writing  teacher,  and  I  did.  In  the 
1970s,  Amherst  students  were  taught  by  novelist  and  lit- 
erary god  Robert  Stone.  Today,  parents  are  shelling  out 
$38,000  a  year  for  anonymous  teachers.  Like  many  other 
popular  schools  on  the  U.  S.  News  list,  Amherst  is  not  over- 
stocked with  Nobel  laureates  or  other  academic  stars.  I'm 
not  trying  to  pick  on  Amherst,  but  it  is  the  number-one- 
rated  small  college  in  America,  and  a  good  example  of  how 
schools  are  marketed. 

The  parents  don't  know  a  Ph.D.  from  an  STD.  They 
don't  care  who's  teaching  their  kids  or  what  they're  being 
taught.  Just  so  long  as  the  college  is  high  on  a  list.  If  they 
did  care,  no  one  could  get  near  the  University  of  Chicago, 
arguably  the  best  college  anywhere — 73  of  its  teachers 
and  alumni  have  won  Nobel  Prizes  in  the  school's  history. 

So,  DID  Janet  and  I  get  thick  envelopes  or  thin  ones? 

The  envelopes... please. . . 

My  high  school  was  closed  decades  ago,  but  a  nice  lady 
named  Gretchen  found  an  ancient  microfiche  that  included 
my  transcript.  It  had  not  improved  during  the  past  40 
years.  Like  a  madeleine  soaked  in  vinegar,  the  transcript 
brought  back  memories  of  humiliation  and  failure:  a  3.4 
GPA.  I  had  been  blamed  for  a  nitrogen  tri-iodide  explo- 
sion that  almost  blew  the  science  teacher  out  of  his  shoes, 
and  I  was  tossed  out  of  honors  physics  and  math.  My  class 
rank  plummeted.  The  only  bright  spots  were  my  IQ_and 
weight.  It  was  the  last  time  the  former  exceeded  the  latter. 

Janet  did  better:  She  ranked  second  in  her  class,  in  a  far 
better  school.  She  had  a  727  verbal  and  a  624  math  for  a  total 
of  1351. 1  had  a  658  verbal  and  a  704  math,  for  a  total  of  1362. 
Still,  we  were  both  worried.  Brown,  the  armpit  of  the  Ivy 
League  in  the  1970s,  is  now  probably  the  most  popular 
school  in  the  countr^^  Northwestern,  a  party  school  and  Ivy 
safety  in  1'  .f  jmool-.  now  has  SATs  rivaling  Amherst. 

Janei  ck  envelope.  Admissions  director  Mike 

Goldbergs  ■  ■  lier:  "Janet,  I  hope  that  you  are  as 

happy  to  ret  rter  as  we  are  to  send  it  to  you.  You 

have  been  the  237th  class  to  enter  Brown 

University."  1  I  the  fact  that  she  skipped  math 

her  final  two  yt  chool  and  took  only  three  sci- 

ence courses  in  ti  ith  only  one  AP  course.  But 

he  liked  her  class  1  t  that  Buxton's  curriculum 
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was  good  for  its  era,  her  writing  and  teacher  references.' 
Goldberger  called  her  SAT  scores  "solid  enough."  I  would 
hope  so.  Janet's  total  of  1351  put  her  one  point  off  the  1352 
mean  for  females  at  Brown  in  1970.  Brown  would  only  say 
that  today's  mean  is  "between  1300  and  1500."  Adding  the, 
recentered  100  points,  the  1970  Brown  girls  would  be  at 
1452.  In  other  words,  the  "armpit  Brown"  students  out-|J 
pointed  students  at  today's  darling  of  the  Ivy  League. 

Rebecca  Dixon  from  Northwestern  called  with  myifci 
results.  "Young  man..."  she  began,  and  I  knew  I  was  inf 
trouble.  As  with  Brown,  SATs  were  dispensed  with  as  ifj 
immaterial.  Northwestern's  latest  freshman  average  was's 
1383,  and  if  you  add  the  requisite  100  points  to  my  total, 
I  was  above  that  with  1462,  though  Dixon  would  give  me 
credit  only  for  1409.  In  any  case,  my  scores  were  "fine." 

But  Carol  Lunkenheimer,  the  dean  of  admissionSjia 
found  me  "academically  below  competition."  My  classf 
rank  was  too  low,  my  senior  year  schedule  too  light,  and[, 
though  my  "blunt,  crisp  writing  style"  in  the  applicatiorf' 
essay  was  judged  "intriguing,"  I  failed  to  answer  the  ques- . 
tion  posed.  It  was  barely  passable.  My  only  extracurricu-st-.; 
lar,  two  hours  per  week  on  the  student  newspaper,  "ratesij;,' 
poorly  by  today's  standards."  I  was  found  to  have  exhibiteoj;  r 
"no  leadership"  and  engaged  in  "no  meaningfiil  activity.'!  | 
I  was  rejected.  Didn't  even  make  the  wait  list.  !;■* 

Abe  Peck,  a  Medill  professor  for  22  years,  described'! 
today's  students  as  "diamonds,"  smart,  more  technological , ' 
better  team  players.  He  says,  however.  Northwestern  nc 
longer  admits  the  "journalistic  gym  rat,"  the  strong,  inditi? 
vidualistic  writer/reporter  who  cares  little  about  grades ; ! 
"Fewer  students  want  to  be  Hunter  Thompson.  Woodwarc, 
and  Bernstein  are  from  a  different  era."  And,  Peck  point 
out,  many  graduates  do  not  become  writers  because  thi  1 
pay  is  low.  "Low  pay  makes  law  school  and  public  relation 
that  much  more  attractive." 


So  Janet's  in,  I'm  out.  I'm  now  wondering  how  I  wa 
ever  accepted  the  first  time  around.  But  no  matter, 
already  have  my  degree  and  36  years  of  bylines.  StiU,  whei 
I  got  that  application  I  wanted  to  get  in.  True,  there  wa 
no  risk  in  reapplying,  but  I  felt  the  tension.  Dixon  hai 
warned  me,  though,  that  first-generation  college  stu 
dents  don't  do  well  in  today's  climate.  And  Lunkenheime 
was  right:  I  wouldn't  have  fit  in  with  today's  kids.  I  neve 
wanted  grad  school  or  law  school  or  corporate  publi 
relations.  I  wanted  to  write. 

As  for  you  boomers  of  Janet's  era,  those  of  you  wh 
breezed  through  the  SATs  in  the  late  1960s  and  earl 
'70s,  you  can  relax:  Your  kids  wouldn't  stand  a  chanc 
against  you.  • 
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iinci  Redwoods 

A  Short,  Strange  Trip  to 
Mendocino's  Wild  Coast 

The  foghorn  on  the  Mendocino  headlands  moaned  through  the  night 
like  a  lovelorn  elk,  the  only  clue  to  what  lay  outside  my  windows  at  the  Albion 
River  Inn.  I  had  checked  in  late  after  winding  my  way  up  California's  Route  128, 
a  drive  from  San  Francisco  that  somehow  takes  much  longer  than  its  180  road  miles 
should,  and  leaves  you  somewhere  much  farther  away.  •  Past  Healdsburg  in 
northern  Sonoma,  the  familiar  California  of  honking  freeways  and  backlit  plas- 
tic signs  begins  to  fade  out  like  a  weakening  radio  signal.  By  the  Mendocino 
County  line  you  are  surrounded  by  tan,  wide-open  cowboy  country,  which  gives 
way  to  the  gentle  green  vineyards  of  Anderson  Valley,  then  to  dark  corridors  of 
redwoods,  with  shafts  of  sunshine  piercing  the  gloom  like  smoky  spotlights.  I  had 
rounded  the  bend  at  the  mouth  of  the  Navarro  River  with  evening  coming  on, 
catching  snootfuls  of  salt  breeze  by  leaning  my  head  out  the  window  like  a  basset 
hound  •  Mendocino's  famous  seashore,  however,  was  invisible.  Over  the  coast 
range,  up  and  down  the  shore,  the  evening  was  a  pea  souper,  the  mini-fjords  at  the 
mouths  of  the  Navarro  and  Albion  rivers  glimpsed  through  gauze.  It  wasn't  until 
the  next  morning,  after  dripping  a  cup  of  in-room  coffee  and  settling  in  on  my  cot- 
tage's back  porch,  that  I  was  able  to  bask  in  The  View.  Across  the  little  bay  behind 
the  inn  looms  a  classic  Mendocino  scene:  a  craggy  palisade  of  sea  cliffs — lichen- 
streaked,  wave-laced  and  pocked  with  mysterious  caves.  •  Along  with  the  white 
clapboard  town  of  Mendocino  itself,  this  wild  coast  is  the  major  recreational  draw 
hereabouts.  Visitors  explore  the  sea  caves  in  kayaks,  clamber  on  slippery  head- 
land trails,  watch  for  whales,  splash  around  in  tidal  pools  and,  if  they've  got  a  li- 
cense and  their  mojo  working,  aive  for  abalone.  •  Or  drip  another  cup  of  coffee. 
I'm  just  finding  the  range  on  the  Bushnell  binoculars  the  inn  obligingly  places  in 
the  cottages  when  the  whole  field  is  blurred  by  an  osprey  cruising  past  at  eye  level 
and  almost  close  enough  to  smell  the  fish  on  his  breath.  Within  moments  a  pair 
of  California  quail  have  waddled  by,  and  a  fat  brown  rabbit,  and  a  squadron  of 
turkey  buz2Kirds — majestic  gliders — have  taken  up  their  circling  station  across  the  way. 

By  Richard  Nalley 
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Turning  the  glass  to  the  north,  however,  I  reaUze 
there's  one  animal  I  won't  see  this  morning:  the  horse  I 
was  supposed  to  ride  along  the  beach.  A  fog  bank  the 
color  of  tarnished  pewter  is  rolling  across  the  river  mouth, 
preceded  by  a  chill  rain.  This  isn't  perfect,  no,  but  it's  not 
quite  the  disaster  in  Mendocino  it  might  be  elsewhere: 
There's  a  whole  different  day — clear  and  warm — unfold- 
ing on  the  inland  side  of  the  coast  range. 

The  shore  is  really  only  the  icing  on  the  seductive,  if 
eccentric,  home-baked  cake  that  is  Mendocino.  It's  tempt- 
ing to  compare  the  place  to  Montauk  a  generation  ago,  or 
to  certain  parts  of  Maine,  meaning  the  kind  of  boondocks 
that  appeals  to  un-boondocksy  people.  The  artists  and 
writers  and  career  escapees  are  already  here,  and  with 
them  scattered  oases  of  luxury  restaurants  and  boutiques. 

But  Mendocino  clings  to  its  own  curious  identity.  Or 
identities:  Cattle  ranchers,  wine  makers,  loggers,  com- 
mercial fishermen,  dotcom-ers,  survivalists — live  and 
let  live.  Its  fogged-out  coast  and  shadowy,  old-growth 
redwood  forests  are  what  happens  when  Jurassic  Park 
meets  Twin  Peaks.  This  is  a  place  where  real  estate  ads 
tout  properties  as  "Ideal  for  Off-Grid  Living!",  where 
marijuana  is  said  to  be  the  leading  agricultural  product. 
(A  Mendocino  bumper  sticker,  with  a  silhouette  of 
Rasta-man  Bob  Marley:  "The  more  you  smoke,  the  more 
Babylon  loses.") 

Even  the  on-grid  places  here  like  to  think  of  them- 
selves as  remote  bastions.  The  town  of  Boonville,  in  a  kind 
of  touristic  jujitsu,  turned  isolation  into  an  attraction 
in  itself  It  began  when  some  19th-century  wisenheimers 
devised  a  local  patois  called  Boontling  to  "shark"  (baffle) 
the  occasional  city  slicker  who  found  his  way  to  this  back- 
water Eden.  Boontling  is  now  a  mild  tourist  shuck — a 
running  gag  to  advertise  local  beers  and  dining  spots — but 
the  natives  still  enjoy  their  nonurban  amusements. 

The  inland  sky  above  Boonville  is  powder-blue  as  I 


Clockwise  from  near 
right:  De-boutique- 
ifying  at  Dick's  Place;| 
central  casting  New 
England?  No,  it's  IVien-:| 
docino  town;  party 
on  the  sandbar,  mouth 
of  the  Navarro  River; 
iniandranchiandona 
lazy  country  road 


Luke's  owner,  a  building  con- 
tractor and  sheep  rancher  named 
Tom  Trent,  takes  his  dog's  disap- 
pointing showing  in  stride.  He's 
just  glad  the  trial  series,  begun  in 
1947,  is  stiU  around.  As  he  explains 
it,  the  gradual 'movement  of  coy- 
otes northward  plus  the  rise  of  syn- 
thetic fabrics  have  combined  to 
make  sheep-raising  an  endangered  occupation  in  these 
parts.  Says  Trent,  "We're  just  trying  to  maintain  whatw 
think  are  stiU  worthwhile  traditions." 

Next  door  to  the  stadium,  the  California  Wool  am 
Fiber  Festival  occupies  the  fairgrounds'  Floricultun 
Building.  Inside  the  hangarlike,  cinder-block  space,  fold- 
ing tables  are  piled  with  mountains  of  yarn,  looming  geai 
and  books  with  titles  like  Knitting  with  Dog  Hair.  In  thei 
color  and  milling  about,  my  eye  picks  out  a  basketball-size 
cloud  of  pure  white  puffiness  across  the  floor,  a  vision  tha 
turns  out  to  be  a  giant  Angora  rabbit  named  Alice.  Alice's 
owner,  a  silver-haired  local  weaver  named  Vicki  Eraser 
explains  that  she  is  at  work  on  a  monumental  art  piec( 
called  The  California  Rug  Project,  a  mixed-textile  map  de- 
picting "the  state  of  the  state,"  which  Eraser  apparent!) 
believes  is  none  too  good.  Will  Alice's  snowy  locks  pla} 
a  role?  "Well,  yes,"  says  Eraser.  "Alice  is  the  smog." 

Dinner  that  night  is  at  the  nearby  Boonville  Hotel,  on( 
of  those  "country  inns"  that  sneaks  up  on  you  in  being  dis 
armingly  casual  and  sophisticated  at  the  same  time.  Th( 
interior  of  the  clapboard  building  provides  the  first  hints 
Sleek  and  spare  with  a  whiff  of '50s  retro,  its  spiffed-uj 
palette  includes  terra-cotta,  mint  and  pale  yeUow.  Tin 
place  is  owned  by  the  Schmitt  family,  refugees  from  Nap: 
Valley  whose  previous  business  was  the  famed  restauran 
The  Erench  Laundry.  Here  in  Boonville,  I  had  read,  thi 
Schmitts  intend  to  be  "cooks,  not  chefs,"  and  son  John' 


Mendocino  is  what  happens  when  Jurasi 


enter  the  Mendocino  Fairgrounds 
for  the  annual  Floyd  R.  John- 
son Memorial  Sheep  Dog  Trials. 
About  200  people  are  seated  in  the 
covered  grandstand,  wreathed  in 
billows  of  hot  dog  smoke  from 
the  concession  booths.  A  mus- 
cular Border  collie  named  Luke 
rockets  down  the  field  toward 
three  skittish  sheep.  This  was,  I 


later  learn, 
Luke  comes  a 
sheep  smoothly 
first  obstacle.  Unj 
on  a  fascination  the 
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unable  to  herd  the 
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menu  is  short  and  crystal-clear.  This  is  the  sor 
of  high-quality  ingredient,  straight-ahead  horn  • 
cooking  you  might  have  had  if  your  mom — lik 
John's — made  spicy  pork  dumplings  in  ginger 
soy  broth,  or  smoked  trout  pate,  or  thought  t 
add  a  side  of  roasted  tomato  salsa  to  the  rib  eyt 
The  next  morning,  I'm  driving  along  tli 
coast  on  Highway  i,  admiring  the  bucolic  gra) , 
weathered  fences  and  barns  on  one  side  and  th 
vertiginous  cliffs  and  smashing  waves  on  th 
other.  The  sunlight  is  stitching  in  and  out  c 
clouds,  seemingly  determined  to  hold  its  own.  Then, ;' 
about  the  moment  I  see  the  curtain  of  fog  and  rain  aroun 
the  next  turn,  the  drops  begin  pelting  the  windshielc 
Right.  I  head  back  through  the  tunnel  of  redwoods  t 
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r/f  meets  Twin  Peaks 


:nd  the  day  in  Anderson  Valley,  one  of  California's 
>st  pleasant  places  to  go  wine  visiting. 
The  valley  itself,  about  a  20-minute  drive  inland  from 
i  coast,  is  idyUic  in  a  fruit-crate-picture  sort  of  way,  with 
atle  spruce-  and  fir-topped  slopes,  and  vineyards  con- 
jred  over  swelling  knolls. 

The  wine  made  here  is  of  good  quality,  and  it  certainly 
esn't  taste  like  it's  aimed  at  any  broad  median.  In  one 
mpact  stretch  near  the  hamlet  of  Philo,  Navarro  offers 
ilifornia's  most  graceful  gewiirztraminers,  while  next 
or,  beyond  the  Nepalese  prayer  flags  and  grazing  llamas, 
'eenwood  Ridge  offers  spicy  zinfandels.-  Handley's 
ndsome  tasting  room  not  only  pours  Milla  Handley's 
:h  chardonnays  but  offers  an  intriguing  selection  of  fine 
id  pricey)  Asian  and  African  folk  art.  What's  more,  at 


this  distance  off  the  Napa/Sonoma  wine  axis,  you 
will  often  have  the  tasting  room  to  yourself,  with 
plenty  of  time  to  talk  and  linger.  The  winery 
owner  may  be  the  guy  polishing  the  glasses  behind  the  bar. 
In  this  cool,  ocean-influenced  climate,  pinot  noir — the 
great  red  grape  of  Burgundy — has  long  been  the  Holy 
Grail,  and  has  proven  nearly  as  elusive.  Oddly  enough  in 
this  tucked-away  spot,  it  was  left  to  French  people  to 
make  the  breakthroughs.  In  the  remote  hiUs  above  Ukiah, 
a  Franco-American  partnership  called  Germain-Robin 
turns  out  luxury-priced  brandies  that  regularly  whup  the 
grand  Cognacs  in  blind  tastings.  The  secrets:  The  kind  of 
old-fashioned,  small-lot,  artisanal  distilling  all  but  aban- 
doned by  the  big  Cognac  houses,  and  the  added  fruit 
character  of  the  local  pinot  noir. 

Meanwhile,  back  in  Philo,  Roederer  Estate,  the  Cali- 
fornia branch  of  France's  Champagne  Louis  Roederer, 
makes  the  finest  sparkling  wines  in  the  New  World.  Stop 
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off  at  the  low  Prairie  Schoolish  building  along  Highway 
128  to  taste  the  wonders  their  exacting  standards  bring  out 
in  the  local  pinot  and  chardonnay. 

Now  a  number  of  producers  are  finding  the  range  on 
producing  truly  Burgundian  still  pinot  noirs  from  these 
tricky  grapes  (look  especially  for  Goldeneye  and  Adrian 
Fog  on  local  wine  lists).  With  prestigious  producers  from 
Napa  and  Sonoma  now  crowding  in  to  buy  fruit,  could  it 
be  that  sleepy  little  Anderson  Valley  will  be  California 
wine's  Next  Big  Thing? 

If  so,  not  everyone  in  this  insular  community  will  be 
overjoyed.  The  wine  business  may  be  one  of  Anderson 
Valley's  most  prominent  institutions,  but  so  is  the  harsh- 
est critic  of  the  French  and  Napan  incursions,  a  man 
coincidentally  named  Bruce  Anderson.  Anderson  is  the 
legendarily  contentious  editor/publisher  of  The  Anderson 
Valley  Advertiser.  A  weekly  newspaper  with  a 
Menckenesque  sardonicism,  the  Advertiser  has  ^™ 
developed  a  cult  readership  that  extends  to  sub-       ^F 


scribers  in  over  forty  states.  In  addition  to  the  wine  busi-) 
ness,  the  paper  shines  its  light — some  would  say  obses- 
sively— on  Mendocino  County's  darker  local  dramas. 

A  classic  Bruce  Anderson  vignette:  On  the  afternoorj 
I  was  to  meet  him  at  the  shed/garage  that  serves  as  th( 
Advertiser?,  office,  I  arrived  to  find  that  Anderson  hacl 
already  left  to  testify  in  a  suit  h{| 
was  filing  against  the  manager  orj: 
the  regional  Solid  Waste  Manage-^ii 
ment  Board.  Pretty  bland  pud  j 
ding,  you  might  think.  Not  exactlyi 
Anderson  was  suing  this  official 
for  failing  to  post  public  notices— j 
i.e.,  buy  space — in  the  newspape  j; 
based  solely  on  his  personal  ani  „ 
mosity  toward  Anderson  himselfa 


Clockwise  from  top 
/eft,  vines  of  the  times: 
Anderson  Valley's 
suddenly  fashionable 
vineyards;  a  tough- 
looking  gang  of  red- 
woods; Cafe  Beaujo- 
lais,  having  a  moment 
to  itself;  Napa  refugee 
John  Schmitt  of 
The  Boonville  Hotel 
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nd  why  might  this  fellow  have  it  in  for  Anderson?  Pos- 
blv  because  the  Ac^verttser  accused  him  of  planting  the  car 
3mb  that  maimed  his  wife,  a  local  environmental  activist, 
ompared  to  Mendocino,  Pe\ton  Place  is  for  pikers. 

Later  in  the  afternoon  I  wind  my  way  up  the  coast  to 
^e  town  of  Mendocino,  visible  through  the  wisps  of  fog 
Lanks  only  to  the  beaming  red  martini  glass  in  front  of 
'ick's  Place,  the  only  neon  sign  in  town,  maybe  in  the 
[hole  county.  Dick's — or  Richard's-by-the-Sea,  as  it's 
nown  to  some  aficionados — is  not  a  bad  place  to  recoup 
"ter  a  stroll  about  the  tidy  Mendocino  town  streets, 
cruffy,  fiinky  and  local  as  unpasteurized  cheese,  Dick's 
rovides  an  instant  antidote  to  the  sometimes  cloying 
ijutique-itude  of  a  town  of  wooden  whirligigs,  spouting 
Jiale  T-shirts  and  baby  clogs. 

Not  that  there  aren't  enterprises  here  worth  visiting. 


dining  doesn't  mean  leaving  hungry. 

What  has  remained  is  most  of  the  staff,  a  pared-down 
but  still  fine  California  wine  list  and  some  sensational 
food.  A  Washington  sturgeon  came  with  locally  foraged 
candy  cap  mushrooms,  which  infused  the  dish  with  an 
exotic,  spicy  maple  syrup  quality.  The  warm  brick-oven 
bread,  from  the  restaurant's  bakery.  The  Brickery,  was 
almost  dessert  by  itself.  It  may  have  been  partly  the 
romantic  feeling  of  haven,  partly  gratitude  at  having  the 
old  Beaujolais  back  in  form,  but  that  night  there  seemed 
to  be  an  unusual  number  of  couples  leaning  across  their 
tables  to  kiss.  I  just  pass  this  along. 

The  following  morning  was  departure  day,  but  I'd  left 
a  couple  of  hours  to  tromp  around  the  redwoods— or 
"redweeds"  as  the  locals  say  with  feigned  insouciance. 
Within  half  an  hour  I  found  myself  in  the  leafy  sunshine. 


lley  be  California  wine's  Next  Big  Thing? 


|he  Highlight  Gallery  on  Main  Street  features  periodic 
lows  of  furniture  made  by  disciples  of  legendary  wood 
orker  James  Krenov  at  the  nearby  College  of  the  Red- 
oods. 

Many  of  the  pieces  I  saw  at  one  such  exhibit  in  the 
)ring  of  200I  were  masterful.  Compositions  in  exotic 
cods  hke  paduk,  curly  koa  and  kwila,  they  were  practi- 
d  as  desks,  sideboards,  whatever,  but  so  sculptural  you 
juld  hang  a  velvet  rope  around  them  and  charge  admis- 
bn.  A  block  or  so  away,  the  unrelated  Gallery  Bookshop 
Dt  only  has  a  superb  collection  of  books  about  the  area 
Ut  relishes  its  role  as  a  center  of  the  community.  Among 
^her  things,  the  store  maintains  an  activist  political 
^enda  that  when  last  visited  included  an  attempt  to  block 
Dnstruction  of  a  Wal-Mart  in  Fort  Bragg,  a  proud,  un- 
iiain-store-afflicted  blue-collar  town  up  the  coast  where 
Hks  were  still  smarting  from  the  opening  of  a  Denny's. 

But  probably  the  best  thing  about  Mendocino  town  is 
afe  Beaujolais.  This  modest-sized  restaurant  in  a  19th- 
:ntury,  pale-yellow  frame  house  was  purchased  by  chef 
largaret  Fox  in  1977  as  a  kind  of  Chez  Panisse  North,  a 
tchen  that  gloried  in  the  organic,  the  locally  produced, 
»e  presentation  of  authentic  flavors.  Cafe  Beaujolais  be- 
ime,  in  itself,  a  travel  destination  for  food  lovers. 

But  in  recent  years,  personal  difficulties  among  the 
ice  tightly  knit  staff  had  caused  the  place  to  slip,  and  Fox 
Jt  it  on  the  market. 

It  was  bought  in  late  2000  by  Steve  Jenks,  a  weU-heeled 
.A.  emigre  who,  as  he  says,  "just  didn't  want  to  see  my 
vorite  place  to  eat  disappear."  Jenks'  goal  was  to  return 
afe  Beaujolais  to  its  glory  days,  and  he  is  headed  the 
ght  way.  Most  of  the  changes  I  noticed  were  minor — 
eaujolais'  old  floral  wallpaper  is  gone  in  favor  of  a 
)ol  mint-green  with  white  wainscoting,  and  Jenks  also 
rdered  up  larger  plates,  to  reflect  his  feeling  that  fine 


walking  the  easy  slope  that  leads  over  into  Montgomery 
Woods  State  Reserve's  monumental  redwood  groves. 
Said  to  be  among  the  tallest  in  the  world,  they  are  soaring 
and  seemingly  in  perfect  plumb,  surrounded  by  surreal 
altars  of  roots. 

Here  and  there  in  Montgomery  Woods  are  great 
charred  stumps  like  scorched  battlements,  some  of  them 
once  hollowed  out  to  serve  as  settlers'  chicken  pens.  Fallen 
logs  are  chest-  or  head-high.  An  open  canopy  allows  sun- 
light to  filter  down  and  reach  normal-scale  alders,  maples, 
sword  ferns  and  tiny,  purple  wild  irises.  I  followed  the  trail 
beside  a  dry,  cobbled  roadbed  of  a  creek,  with  an  immense 
number  of  patiently  smoothed  rocks  appearing  from 
nowhere  like  a  seam  in  the  forest.  I  saw  blue  jays,  chip- 
munks, orange  and  yellow  butterflies,  garter  snakes  and, 
at  last,  a  handsome,  black-and-white-banded  king  snake 
stretched  taut  as  a  ruler  in  a  splash  of  sunlight  across  the 
path.  The  snake  eyed  me  languidly  as  I  conceded  him  the 
path  and  cut  gently  around  into  the  woods.  It  made  me 
goofily  pleased  that  he  didn't  move,  seeming  to  interpret 
my  gentlemanly  gesture  as  I  intended  it.  What's  so  flmny 
'bout  peace,  love  and  understanding?  I'm  having  a  fine 
morning  already.  • 


THE  ALBION  RIVER  INN'S  ocean-view  cottages  ($200-  $310)  are  very 
comfortable  and  put  you  in  the  middle  of  everything.  (800-479- 
7944/albionriverinn.com)  The  most  stylish  digs  are  at  THE  harbor 
HOUSE  in  Elk  ($295-$425)  (800-720-7474,  theharborhouseinn.com). 
Inland,  the  boonville  hotel  (707-895-221  o/boonvillehotel.com) 
is  more  casual  but  also  crisp  and  modish.  Reserve  ahead  of 
time  for  cafe  beaujolais  (707-g37-56l4/cafebeaujolais.com). 
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How  to  Proceed  When  You  Discover 

Which  Car's  Alarm  Keeps 

Going  Off  in  the  IVIiddle  of  the  Night 


1)  NOTE  THE  LICENSE  PLATE.  Once  you  have  the  car's  Hcense 
plate  number,  you  can  obtain  the  name  and  address  of 
the  owner  from  the  Department  of  Motor  Vehicles  or 
from  online  databases.  If  the  owner's  phone  number 
is  unlisted,  go  knock  on  his  door  and  explain  that  the 
Neighborhood  Watch  patrol  is  gathering  the  phone 
numbers  of  all  residents  in  order  to  alert  them  of  any  sus- 
picious activity. 

2)  DISABLE  YOUR  PHONE'S  OUTGOING  CALLER  ID. 

3)  GO  TO  BED  EARLY. 

4)  SET  YOUR  BEDSIDE  ALARM  FOR  3  A.M. 

5)  CALL  THE  OWNER  OF  THE  CAR.  Identify  yourself  as  the 
"Watch  Commander"  of  the  neighborhood's  new  "Auto 
Alarm  Rapid  Response  Unit." 

Report  that  a  "suspicious-looking  person"  has  been  ob- 
served near  the  car,  and  that  since  the  car's  alarm  normally 
goes  off  whenever  anyone  walks  by  it,  you  were  "naturally" 
concerned  and  "just  had  to  call  and  check." 

6)  CALL  BACK  AT  3:30  A.M.  Apologize  if  you  gave  the  im- 
pression in  your  last  call  that  his  car's  security  was  "not  a 
matter  of  life  and  death."  Say  that  all  the  other  neighbors 
have  pledged  to  "pay  any  price,  bear  any  burden"  to  pro- 
L''  ■■  i'.is  car  radio. 

V, ,  •,; ,  p/;cK  AT  4  A.M.  Say  you're  "just  calling  to  report" 
'ghbors  have  "established  a  secure  perimeter" 
'^'  c:'  I .  Explain  that  the  "no-walk  zone"  is  "heav- 

ily and  that  he  must  inform  the  "Command 

Ceil  V  will  be  approaching  the  vehicle. 

Ti  '  en  the  sentry  challenges  him  with  the 

pass  c  o.iq  coyotes  in  Colorado  congregate 

cacopl  1  •(  yjy  with  an  e  :act  imitation  of 

his  car  \u  uii  that  the  imitation  must  be 


"exact"  or  the  situation  could  "end  badly." 

8)  MAKE  HIM  PRACTICE  WHOOPS  OVER  THE  PHONE. 

9)  CALL  BACK  AT  4:30  A.M.  Play  a  tape  of  the  car  alarm  goingi 
off  into  the  receiver.  Shout  "Code  Orange!"  Tell  him  that 
the  "perimeter  has  been  breached"  but  that  the  neighbors 
are  "holding  the  line"  while  "awaiting  reinforcements." 

10)  SAY  YOU'RE  CALLING  WITH  "GREAT  NEWS" — it  was  "just  a 
bird"  and  the  car  is  "secure."  Tell  him  to  "rest  easy,"  but 
emphasize  that  "this  is  no  time  for  complacency,"  as  there 
is  still  an  hour  to  go  before  dawn. 

11)  CALL  BACK  AT  DAWN.  Tell  him  that  the  threat  level  has 
been  downgraded  from  Orange  to  Tangerine. 

Assure  him  that  the  Command  Center  will  be  back  on 
full  alert  tonight  "and  every  night."  TeU  him,  "The  whole 
neighborhood  would  be  up  anyway.  Who  could  sleep, 
knowing  that  your  CD  changer  is  at  risk?" 


I 


What  to  Do  When  You're  the  Only 
Person  at  the  Fishing  Lodge  to  Catch 
Anything— and  It's  a  World  Record 


1)  BE  ANNOYINGLY  GRACIOUS.  "It's  not  really  fair — ^with  this 
fly,  they  just  don't  stand  a  chance." 

2)  OFFER  TO  LET  YOUR  DISGRUNTLED  FELLOW  FISHERMEN  BE 
PHOTOGRAPHED  HOLDING  YOUR  FISH.  Add  insult  to  injury  b) 
saying,  "It  was  a  team  effort.  Really,  it  belongs  to  a// of  us." 

3)  USING  THE  PHONE  IN  THE  LOBBY,  LOUDLY  CARRY  ON  A  FAKl 
CONVERSATION  WITH  THE  CHARTER  SEAPLANE  PILOT.  BecoHM 
increasingly  indignant:  "What  do  you  mean  it's  to( 
long?...  All  right,  if  it  won't  fit  in  the  cargo  hold,  I'll  buj 
a  row  of  seats  for  it...  No,  it's  not  to  mount  in  my  den 
The  scientists  say  they  need  to  study  it  before  it  goes  t( 
the  museum." 

4)  ASK  THE  MOST  RESENTFUL  FELLOW  FISHERMAN  IF  HE'D  MINI 
GIVING  UP  HIS  SEAT  ON  THE  RETURN  CHARTER  FLIGHT  TO  MAKl 
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AND  THEN  THERE  ARE  THOSE  OF  US 
WHO  BELIEVE  THE  GLASS  IS  HALF  FULL. 

HEREWITH,  A  USER'S  GUIDE  TO 
SU  R  VIVUlfiifiAflJL£ORTU  N  E. 


^^^^^PWOHNTIERNBi^^^^^^^^^^B 

scenarios] 


lOM  FOR  YOUR  FISH.  Say  cheerfully,  "There's  another  flight 
a  week.  Who  knows,  you  might  even  catch  something!" 

How  to  Cope  with  a  Broken  ATM 
That  Will  Not  Stop  Dispensing  Cash 

REMAIN  CALM.  Do  not  try  to  repair  the  machine.  The  job 
n  be  done  safely  only  by  a  certified  technician. 
MAKE  SURE  YOU'RE  ALONE.  If  others  are  present,  show  no 
rprise  as  the  machine  spews  thousands  of  dollars.  Ex- 
lin  politely:  "I'm  afraid  I'll  be  a  while.  Do  you  mind  going 
mewhere  else?  I'd  appreciate  some  privacy."  Deflect  ques- 
ms  by  saying  you  have  "one  of  the  new  platinum  cards." 
If  anyone  lingers,  put  on  an  official  air.  Pick  up  the 
achine's  service  telephone,  if  there  is  one,  or  lean  toward 
1  imaginary  microphone  on  the  machine.  Speak  loudly: 
ecurity.  Code  23.  Proceed  to  shutdown  mode."  Tersely 
der  the  bvstander  to  exit. 

If  anyone  still  hngers,  put  your  face  within  three  inches 
his  face  and  snarl,  "This  is  a  robbery,  you  [expletive] 


moron.  You've  got  three  seconds  before  we  blow  your  fat 
[expletive]  head  off"  Start  counting. 

3)  CHECK  TO  SEE  IF  THERE  ARE  ANY  SECURITY  CAMERAS.  If 
not,  proceed  to  Step  4. 

Leave  the  money  in  front  ot  the  machine  as  if  you 
want  no  part  of  it.  Pick  up  the  service  telephone,  if  there 
is  one,  or  pretend  to  look  for  an  emergency  phone  num- 
ber on  the  machine. 

Suddenly  throw  your  hands  up  in  the  air.  Slowly  turn 
around  and  gaze  in  terror  at  an  imaginary  armed  assailant 
beyond  camera  range.  Nod  obediently.  Carry  the  money 
to  the  imaginary  assailant. 

4)  TAKE  THE  MONEY  AND  DON'T  RUN.  Stuff  the  bills  into  your 
pockets  and  clothing.  For  more  storage  space,  tuck  your 
pants  into  your  socks  cyclist-style.  To  turn  a  sweater  into 
a  valise,  knot  one  sleeve  at  the  cuff,  and  use  the  other  to 
cinch  the  sweater  just  below  the  neckband.  Walk  briskly 
but  calmly  away  from  the  ATM. 

5)  STASH  THE  CASH.  Hide  it  in  a  secure  place  unlikely  to  be 
searched  by  the  police.  Make  no  suspiciously  large  expen- 
ditures of  cash  for  at  least  a  year. 


lain  calm. 


^r, 


fig.  2  Make  sure  you  are  alone 


ustrations  by  Pablo  Medina 


y  V 
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fig.  3  Take  the  money  and  don't  run. 
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fig.  1  Look  rich 


fig.  2  Slip  a  crisp 
bill  into  your 
ticket  folder. 


fig.  3  Be 
magnanimous 
in  victory. 


6)  TELL  NO  ONE.  Any  revelation  makes  you  vulnerable  to 
legal  action  as  well  as  the  expectation  by  your  friends  that 
you'll  always  be  picking  up  the  check. 

If  you  enacted  the  holdup  drama  for  the  security  cam- 
era, immediately  report  your  driver's  license  stolen,  and 
get  a  new  one.  If  bank  or  police  officials  later  question  you, 
say  the  assailant  took  your  license  and  threatened  to  hunt 
you  down  if  you  reported  the  crime. 

If  bank  officials  continue  harassing  you,  ask  them  why 
security  was  so  poor  at  the  ATM  facility.  Tell  them  you've 
been  advised  to  sue.  Mention  your  recurring  nightmares. 


I 


How  to  Fly  First-Class 


1)  PURCHASE  A  DISCOUNTED  COACH  TICKET.  To  improve  your 
odds,  pick  a  flight  that  has  at  least  four  seats  available  in 
first  class. 

2)  LOOK  RICH.  Shorts,  tank  tops  and  jogging  outfits  do  not 
impress  airline  check-in  personnel.  Encase  your  body  and 
your  possessions  in  thin,  expensive  materials.  Carry  only 
the  newest  and  smallest  travel  toys.  Use  luggage  tags 
that  keep  your  name  covered — no  true  V.I.P.  wants  to  be 
revealed  to  the  masses. 

Bring  very  little  on  board.  A  mogul  leaves  the  schlepping 
to  assistants,  and  a  sophisticated  traveler  realizes  that  the 
odds  of  losing  a  checked  bag  are  minuscule  now  that  airlines 
are  matching  luggage  with  passengers  before  each  flight. 

3)  SLIP  A  CRISP  BILL  INTO  YOUR  TICKET  FOLDER.  Figure  on  $50 
domestic,  $100  international. 

4)  AT  THE  AIRPORT,  PROCEED  TO  THE  FIRST-CLASS  CHECK-IN. 
Give  the  impression  you  want  to  buy  a  fiiU-fare  first-class 
ticket.  Ask:  "Any  jom  up  front  on  [number  of  flight]  to 
[city  or,  for  larger  /'iports,  three-letter  code]  today?"  (This 
is  how  airline  pej  soimcl  and  travel  pros  put  it  among 
themselves.)  If  tht  r-Ts\/er  is  yes,  smile  knowingly,  and 
hand  the  ticket  fo  ntaining  the  bribe  to  the  agent. 

5)  SAY,  "ANY  POSSi.         ,  OF  AN  UPGRADE?"  If  the  answer  is 


no,  discreedy  remove  the  money  from  the  folder  and  hand 
over  the  ticket.  At  least  you've  finessed  checking  in  at  firs^ 
class.  Pause  to  contemplate  the  half-mile-long  check-ir 
line  for  economy  class. 

At  the  gate,  ask  again  if  there  is  any  room  "up  front"  ir 
the  event  of  no-shows.  If  the  answer  is  yes,  reinsert  th( 
bribe  in  the  ticket  folder  and  repeat  the  step  above. 

Don't  waste  your  time  in  the  gate  area  ingratiating 
yourself  with  the  flight  attendants,  who  have  no  authority 
to  order  upgrades.  Concentrate  on  the  senior  gate  agenr 
Also  look  for  an  employee  behind  the  counter  who's  no ' 
in  uniform  and  has  a  two-way  radio  and  a  lot  of  keys.  Thi 
is  the  "special  services"  representative  for  the  flight,  whc' 
has  the  authority  to  order  anything. 

Praise  airline  personnel:  "Considering  the  pressun' 
you're  under  at  this  terminal,  the  quality  of  service  is  jus 
remarkable.  I  know  the  company's  got  problems  in  otha 
places — I  hear  about  them  every  weekend  from  [firsi 
name  of  airline's  president].  But  he'U  be  glad  when  I  tel 
him  the  story  around  here." 

Be  seen  noting  names  of  employees.  They  know  they'l 
be  rewarded  for  a  commendation  from  a  frequent-flyei 
They  also  know  it  looks  bad  if  they  leave  paying  customer 
in  coach  while  giving  away  empty  seats  up  front  to  oft 
duty  airline  employees  along  for  a  free  ride.  This  forr 
of  professional  courtesy  is  so  common  on  some  airline 
that  the  first-class  cabin  is  referred  to  as  "the  employe 
lounge."  Make  them  share  it  with  you. 

6)  ONCE  YOU'VE  GOT  THE  UPGRADE,  HANG  BACK.  When  the 
announce  boarding  "for  our  first-class  passengers,"  do  no 
be  among  the  first  to  leap. 

Security  personnel  charged  with  doing  the  "randor 
searches"  delight  in  class  warfare  against  pampered  spend 
thrifts. 

Wait  until  they're  busy  emptying  the  Fendi  purses  an 
Armani  pockets  of  eager- to-board  first-class  passengei 
before  presenting  your  ticket. 

7)  ON  BOARD,  ACT  AS  IF  YOU  PAID  FULL  FIRST-CLASS  FARE.  Fc 
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AS  YOU  SETTLE  INTO  YOUR 
BARCALOUNGER-SIZED 


OMPLAIN 


LANGUIULYTDYOUR  SCAnOTAlL:  "KIRST  CLASS 

CERTAINLY  ISN'T  WHAT  IT  USED  TO  BE." 


m'Wjw-^'  ^m^ 


■^^^., 


U  they  know,  this  seat  cost  you  five  grand.  For  the  next 
;ven  hours,  they  work,  for  you. 

Don't  deUghtedly  open  the  overnight  kit  or  play  with 
le  seat,  foot  rest  or  various  buttons.  As  you  settle  into 
our  Barcalounger-sized  seat,  complain  languidly  to  your 
satmate:  "First  class  certainly  isn't  what  it  used  to  be." 

Find  fault  with  the  hot  towel  ("practically  room  tem- 
erature")  and  the  Dom  Perignon  ("clearly  not  the  '93 "). 

If  you're  attracted  to  the  flight  attendant,  don't  be  shy. 
Irush-offs  are  automatic  in  the  rest  of  the  plane,  but  not 
ere.  Meeting  the  rich  and  powerful  is  one  of  the  main 
;asons  that  attendants  vie  to  work  up  front. 
)  DEFEND  YOUR  TURF!  If  anyone  from  business  class  tries 
3  use  the  lavatoH',  muke  a  scene. 

)  BUT  BE  MAGNANIMOUS  IN  VICTORY.  After  lunch,  take  a 
troll  into  business  class,  bringing  with  you  any  leftover 
3od  (caviar,  lobster  tails,  gravlax  and  so  on).  Offer  it  to 
be  person  you  had  evicted  from  the  first-class  lavatory, 
aying,  "No  hard  feelings,  I  hope." 

It  the  person  icily  declines,  saving  he  has  had  lunch, 
xpress  surprise — "Oh,  they  serve  food  back  here?" — 
(^hile  looking  about  the  cabin  as  if  it  were  a  damp  cave. 


How  to  Receive 
A  Divine  Visitation 


)  DO  NOT  LOOK  DIRECTLY  INTO  YOUR 
ISITOR'S  EYES.  Some  deities  con- 
ider  this  "not  done,"  and  a  few 
espond  quite  badly. 
)  ASCERTAIN  THAT  IT  REALLY  IS  GOD. 
)iscreedy  ask  questions  that  only 
deity  could  answer,  but  do  not 
e  rudely  confrontational  (e.g., 
Okay,  Mr.  Omniscient,  tell  me 
/hat  number  I'm  thinking  of"). 
Be  leerv  of  indirect  manifesta- 


tions. Many  bleeding  statues  and  crying  Madonnas  have 
been  traced  to  leaky  roofs.  Before  concluding  that  the 
sound  emanating  from  the  basement  is  the  "Voice  in  the 
Whirlwind,"  check  your  furnace. 

3)  WAIT  PATIENTLY  FOR  THE  DEITY  TO  REVEAL  THE  PURPOSE  OF 
THE  VISIT.  Do  not  ask  for  money,  personal  favors  or 
tricks — mowing  your  lawn  with  a  sweep  of  the  hand,  lev- 
itating the  toaster  oven  and  so  on.  This  is  God,  not  a 
Bewitched  rerun. 

4)  BE  ACCOMMODATING  BUT  NOT  SLAVISH.  Politely  but  firmly 
decline  it  asked  to  sacrifice  your  oldest  son. 

If  you're  a  woman  and  the  deity  appears  in  the  form  of 
a  swan,  close  the  door  and  dial  911. 

5)  TAKE  NOTES!  You  will  be  writing  a  book.  And  you  don't 
want  it  to  say,  "Then  God  promised  to  send  a  rain  of  fire 
and  frogs  and  something  else — hubcaps,  maybe — over  a 
great  sinful  city.  Either  L.A.  or  Bombay.  Or  Adelaide.  I 
forget  which,  but  He  was  really,  really  mad." 

6)  ASK  FOR  A  MEMENTO.  Ask  God  if  He  or  She  would  mind 
leaving  a  little  "souvenir"  of  the  occasion,  like  a  healing 
spring  or  roses  that  bloom  in  winter. 

After  the  Visitation,  decide  if  you  want  to  start  a  reli- 
gion, and  make  a  list  of  the  pros 
(e.g.,  large  adoring  crowds)  and  cons 
(e.g.,  large  angry  crowds). 

Don't  announce  the  news  your- 
self. The  Visitation  will  be  more 
credible  if  others  reveal  it  first,  like 
Mrs.  McCarthy  down  the  street, 
whose  dog  drank  out  of  your  bird- 
bath  and  spoke  in  tongues. 

With  the  advance  from  your  pub- 
lisher, acquire  the  surrounding  land 
for  future  parking  and  concessions.  • 


This  article  is  adapted  from  The  Best- 
Case  Scenario  Handbook,  to  he  pub- 
lished this  month  by  Workman  Publishing. 
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Cook's  discoveries  rediscovered;  the  quest  for  mechanical  life;  and  more 

Book 


]y{QY]p|g  Pictures  trout  and  salmon  of  north  America, 


good  reference  book  is 
as  versatile  as  a  Swiss  army 
■■  K  knife.  This  new  guide  to 
trout  and  salmon  has  enough  hard 
information  about  fish  biology  and 
evolution  to  be  useful  to  ichthyolo- 
gists, enough  practical  stuff  about 
distribution,  feeding  habits  and  ap- 
pearances to  serve  anglers,  and  plenty 
of  colorful  details  and  anecdotes 
to  captivate  casual  readers.  Its  illus- 
trations are  accurate  down  to  the  last 
fin  ray  and  parr  mark,  and  so  gor- 
geous that  Trout  and  Salmon  of  North 
America,  on  sale  in  October,  is  as 
much  an  art  book  as  it  is  a  reference 
volume. 

The  book's  text,  written  by 
Colorado  State  University  professor 
emeritus  Robert  Behnke,  is  on  the 
drier  side  of  gripping,  but  is  clear 
and  well  organized.  Each  section  for 
each  subspecies  is  broken  down  into 
passages  on  distribution,  biology, 
evolution,  classification  and  con- 
servation. If  you  look  for  them,  there 
are  fascinating  stories  throughout, 
such  as  that  of  the  now-extinct  Al- 
vo  -1  cutthrci.if  trout.  Most  Alvords 
w        wipec  'irough  hybri- 

'  fi  in  t.  ,,  when  farmers 

Juced  raint        trout  to  their 
nitive    ti.  ,  r;  alo:   ,  the  Oregon- 


by  Robert  J.  Behnke,  illustrated  by  Joseph  R.  Tomelleri;  The  Free  Press;  $41 


Nevada  border.  But  in  a  headwater 
section  of  Virgin  Creek  in  northern 
Nevada,  a  small  population  survived 
until  the  1980s,  isolated  by  a  rock- 
slide  downstream.  The  park  rangers 
who  discovered  these  holdouts  tried 
to  get  a  few  out  alive,  but  tragically, 
the  helicopter  scheduled  to  pick 
them  up  never  arrived,  and  the  cap- 
tives died.  Meanwhile,  the  rainbows 
had  already  infiltrated  the  creek  and 
Alvord  cutthroats  soon  bred  them- 
selves out  of  existence. 

Trout  lore  aside,  it's  the  illustra- 
tions that  make  this  book  truly 
special.  It  is  difficult  to  comprehend 
the  transformation  undergone  by  a 
spawning  male  sockeye  salmon — 
from  a  sleek,  silvery  feeding  mach- 
ine in  the  ocean  to  a  hump-backed, 
blood-colored,  testosterone-addled 
ghoul  in  freshwater — until  you've 
seen  Joseph  Tomelleri's  vivid  draw- 
ings. He  spends  35  to  50  hours  on 
each  of  them,  and  that  doesn't  in- 
clude the  time  he  spent  catching  the 
models.  All  the  loo-plus  drawings 
in  the  book  were  done  from  real 
specimens,  three  quarters  of  which 
he  caught  himself  in  places  as  far- 
flung  as  Alaska  and  Mexico.  When 
he  lands  a  good  one,  he  photographs 
it  to  record  its  coloration,  then  he 


either  freezes  it  or  suspends  it  i 
formalin  before  taking  it  back  to  hi 
studio  in  Kansas.  There,  with  th 
specimen  on  his  drawing  table,  h 
can  count  the  scales,  the  number  c 
rays  in  the  fins  and  every  other  phys 
ical  detail,  creating  a  true-to-lii 
depiction  of  the  fish  looking  ai 
vibrant  and  colorful  as  the  momer 
he  puUed  it  from  the  water. 

Fellow  anglers  supplied  the  re.'' 
of  Tomelleri's  specimens,  with  th 
exceptions  of  the  Alvord  and  th 
yellowfin  cutthroat  trout,  the  book 
only  other  extinct  subspecies.  Th 
yellowfin,  a  whopper  of  a  freshwat< 
fish  measuring  up  to  28  inches  an 
weighing  up  to  10  pounds,  ws 
last  seen  alive  more  than  100  yea: 
ago.  Fortunately,  the  Smithsonia 
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istitution  has  a  few  pickled  speci- 
icns,  originally  pulled  from  the 
lilly  depths  of  Colorado's  Twin 
akes  in  1889  by  a  fisheries  surveyor 
imed  David  Starr  Jordan.  With  a 


preserved  fish  from  the  museum's 
store  room,  Jordan's  field  notes  and 
a  black-and-white  photo  of  a  few 
yellow^ns  from  the  June  1891  issue  of 
Sports  Afield,  Tomelleri  was  able  to 


draw  a  portrait  of  the  yellowfin  look- 
ing as  beautiful  as  the  day  Jordan 
caught  it.  Step  right  up.  You'll  only 
see  it  here,  folks. 

— Thomas  Jackson 


ieq 


Uir6^(i    RP(^(iin^     blue  latitudes:  Boldly  Going  where  CaptamCook  Has 

Gone  Before,  by  Tony  Horwitz;  Henry  Holt;  $26 


[magine  you're  an  editor  at  a 
book  publishing  firm,  and  a 
writer  comes  to  you  with  the 
lea  of  traveling  to  Seattle,  Tahiti, 
ora  Bora,  New  Zealand,  Australia, 
onga,  England,  Alaska  and  Hawaii 
I  search  of  Captain  Cook,  the  ex- 
lOrer  who  charted  and  helped  to 
liscover"  about  a  third  of  the  planet 
little  over  200  years  ago.  He  would- 
t  be  able  to  say  who  he  was  going  to 
iterview  at  any  given  place,  because 
>r  the  most  part,  he  wouldn't  know 
;t.  Instead,  he  would  take  things  as 
»ey  came,  asking  strangers  if  they 
lew  about  Cook,  and  if  so,  what 
ley  thought  of  him.  He'd  follow  one 
ad  to  another,  do  a  lot  of  reading, 
tend  some  Cook-related  festivities, 
sit  some  monuments  and  write  a 
nny,  thought-provoking  travelogue 
im  biography  of  the  great  explorer. 
I'd  say  no.  It's  a  sad  day  for  the 


guy  who  embarks  on  such  a  vague, 
unruly  quest.  It's  like  renting  a  Zil 
in  St.  Petersburg  and  setting  out 
to  "find"  Russia.  But  somebody  at 
Henry  Holt  and  Company  said  yes 
to  Pulitzer-winning  war  correspon- 
dent Tony  Horwitz  and  by  golly, 
they  were  right  to  do  so.  Who  better 
to  search  for  the  legacy  of  Captain 
Cook  than  the  reporter  who  wrote 
an  acclaimed  book  about  the  Civil 
War,  Confederates  in  the  Attic,  by 
schlepping  around  the  South  for  a 
year  interviewing  reenactors?  With 
prodigious  research  and  a  willing- 
ness to  raise  the  subject  of  Captain 
Cook  with  anyone,  including  a 
drunk,  a  king  and  a  girl  in  a  wet 
T-shirt,  Horwitz  has  managed  to 
muscle  a  big,  sloppy  idea  into  some- 
thing .coherent  and  fun  to  read. 

Granted,  it  takes  him  450  pages. 

He  starts  his  journey  with  some 


frontline  experience,  pressing  him- 
self into  service  on  the  Endeavour,  a 
working  replica  of  the  beamy,  flat- 
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Who  said 

the  world  is  getting  smaller? 

Not  Forbes  Global. 


We  just  increased 
our  rate  base  —  again! 
to  125,000. 


That's  a  150%  increase 
since  we  started 
four  short  years  ago. 


You  don't  have  to  be 

an  economist  to  see  where  the 

world's  business  leaders 

are  getting  their  information. 


I 


global 


bottomed  ship  Cook  sailed  on  the 
first  of  his  three  voyages.  Sea  travel 
18th-century  style  turns  out  to  be  as 
grueling  and  degrading  as  one  would 
expect.  The  spaces  are  cramped,  the 
officers  are  mean  bastards  and  the 
work  is  backbreaking.  Horwitz  only 
crews  for  a  week,  which  hardly  com- 
pares to  an  eight-month  passage  from 
Plymouth  to  Tahiti,  but  he  paints  a 
vivid  picture  of  life  on  that  wobbly 
tub,  plying  along  for  months  at  a  time 
without  sight  of  land  or  a  bite  of  fruit. 

That  trial  endured,  Horwitz  heads 
to  Australia,  his  base  of  operations  for 
hopping  to  points  Cook-related  all 
over  the  Pacific.  In  alternating  pas- 
sages, he  describes  the  wonders  Cook 
found  on  various  virgin  shores,  then 
reports  on  the  state  of  each  place 
today.  One  shudders  to  imagine  the 
original  Endeavours  arrival  at  Tahiti 
in  1769,  when  Cook's  sex-starved, 
syphilitic  sailors  were  loosed  on  that 
verdant  island's  girls,  who  were 
pretty,  generally  naked  and  willing 
to  trade  their  favors  for  a  nail.  (Cook 
had  a  serious  nail  theft  problem.) 
Hospitality  doesn't  come  so  cheap  in 
Tahiti  today — a  rental  car  goes  for 
about  $100  a  day  and  the  bikini  babes 
are  standoffish.  But  even  though 
the  Tahiti  of  the  i8th  century  is  long 
gone,  overrun  by  sailors,  mission- 
aries, French  colonialists  and  tourists, 
Horwitz  manages  to  find  traces  of  the 
place  Cook  described  in  his  journal. 
He  sees  the  island's  libertinism,  so 
so  shocking  to  the  captain,  on  raucous 
display  at  a  transvestite  club,  and  he 
meets  a  group  of  teenagers  who  are 
as  laid-back  and  starry-eyed  as  the 
Tahitians  Cook  met  200  years  ago. 

Whenever  he  can,  Horwitz  tries  to 
create  a  Cook-like  sense  of  discovery. 
He  prepares  for  his  visit  to  an  island 
nation  called  Niue,  a  tiny  speck 
between  Tahiti  and  Tonga,  by  riot 
learning  anything  about  it.  All  he 
knows  is  that  when  Cook  arrived 
there  in  1774,  he  was  confronted  by  an 
angry  group  of  men  whose  mouths 
were  stained  a  bloody  shade  of 
red,  which  compelled  the  captain  to 
dub  the  place  "Savage  Island"  before 


blowing  out  on  the  next  gust. 

Brief  as  that  encounter  was,  Hon 
witz  discovers,  Niue's  inhabitant 
are  still  trying  to  erase  the  spot  it  pu' 
on  their  reputation,  particularly  th 
widespread  assumption  that  the  ret 
stuff  was  human  blood.  Was  it,  as  thj 
natives  today  contend,  the  smeareJ 
flesh  of  a  local  species  of  red  bananal 
If  so,  why  can't  anyone  show  Horwif 
a  red  banana  tree?  Presented  with 
quirky  little  conflict  like  this,  Horwit 
is  in  his  element.  He  dashes  aroum 
the  island  asking  about  bananas,  am 
discovers  all  sorts  of  other  secret 
along  the  way.  Niue  is  an  offshore  ta 
haven — just  $385  a  year  to  register! 
company — and  despite  the  religiosit 
of  its  inhabitants,  a  major  hub  fo 
telephone  sex  chat  lines.  It  even  h? 
what  appears  to  be  a  sham  medici 
school.  To  watch  Horwitz,  the  stfi 
reporter,  unravel  that  island  lik 
a  ball  of  twine  is  pure  pleasure.  Th 
Niuens  are  glad  to  see  him  leave. 

As  for  his  spot  surveying,  Horwit 
finds  that  Captain  Cook  is  many  di: 
ferent  things  to  many  different  peC 
pie.  To  the  Hawaiians  who  choppe', 
him  up  and  barbecued  him  in  1779,  li 
was  a  god,  and  to  many  history  buf t 
he  still  is.  Yet  in  New  Zealand,  thi 
native  Maori  see  him  as  a  villain, 
do  most  natives  of  the  places  he  vi;i 
ited.  In  Australia,  Horwitz  says  Coo 
is  being  written  out  of  history  as  i 
act  of  atonement  to  the  wronged  ab( 
rigines.  The  girl  in  the  wet  T-shii 
has  but  a  tentative  grip  on  his  charai 
ter.  "He'd  think  I  was  a  complete  h 
natic,"  she  says.  Strangely  enough,  tJ 
man  who  still  elicits  such  passion  wi 
remarkably  rational  and  coolhead( 
himself,  temper  tantrums  notwid 
standing.  If  anything,  Horwitz  reve£ 
the  most  about  Cook  by  acting  Ji! 
Cook,  exploring  each  place  with  d 
same  energy  and  relentless  curiosi 
as  the  man  himself.  A  lesser  writ 
would  have  gotten  lost  out  there 
the  big  blue,  then  chopped. up  ai 
barbecued  by  book  reviewers.  N 
Horwitz.  He  has  one-upped  Co* 
and  made  it  home  in  one  piece. 

— Thomas  Jacksc 
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EDISON'S  EVE: 

A  Magical  History  of  the  Quest 

for  Mechanical  Life; 

by  Gaby  Wood;  Knopf;  $24 

ur  fear  of  human  cloning  and 
jpitv,  thinking  computers  may 
em  unique  to  our  age,  but  this 
)ok  shows  that  people  have  been 
ying  to  create  artificial  life,  or  play 
od,  for  a  long  time.  Archytas  of 
arentum,  a  contemporary  of  Plato, 
said  to  have  built  a  flying  wooden 
geon,  and  Hero  of  Alexandria  cre- 
ed a  simulated  human  that,  thanks 
1  a  special  neck  mechanism,  defied 
1  attempts  at  decapitation.  Things 
ally  got  busy  in  the  Age  of  Reason, 
heo  science  began  to  suggest  that 
en  were  machines  (with  souls).  In 
le  1730S,  Jacques  de  Vaucanson  built 
1  elaborate  flute-playing  auto- 
aton  that  actually  "breathed"  air  and 
'lighted  Parisian  audiences  with 
different  melodies.  (Diderot  saw 
le  show  and  coined  the  term 
ndroide.")  He  soon  topped  himself 
ith  a  mechanical  duck  that  "ate 
od  out  of  the  exhibitor's  hand,  swal- 
wed  it,  digested  it  and  excreted  it" 
:fore  the  likes  of  Louis  XV  and 
oltaire.  The  Hungarian  Wolfgang 
m  Kempelen  subsequendy  created  a 


mechanical  chess  player  that  toured 
internationally  over  many  decades, 
taking  on  Napoleon  (who  lost),  Cath- 
erine the  Great  (who  was  disqualified 
for  cheating)  and  Benjamin  Franklin 
(outcome  undocumented).  This  baf- 
fling wooden  "Turk"  rolled  his  eyes 
and  moved  game  pieces  with  an 
ingeniously  engineered  arm.  It  (he) 
made  ladies  faint,  whipped  up  wide- 
spread philosophical  debate  about  the 
nature  of  intelligence  and  stirred 
Edgar  Allan  Poe  into  writing  an  ex- 
pose in  which  he  asserted,  rightly, 
that  a  human  being  had  to  be  inside. 
Needless  to  say,  the  area  between  sci- 
ence and  spectacle,  experiment  and 
amusement,  metaphysics  and  fun 
has  historically  been  rather  gray. 
There's  even  evidence  that  Thomas 
Edison  developed  the  phonograph  as 
a  component  for  a  talking  doll  he 
wanted  to  mass-produce.  He  did  in 
fact  create  a  metal  doll  with  a  tiny 
phonograph  inside,  the  Eve  of  this 
book's  title,  but  it  was  a  huge  com- 
mercial flop.  (Recording  technology, 
on  the  other  hand,  has  done  pretty 
well.)  Simulations  of  life  have 
always  been  creepy,  if  not  downright 
frightening,  even  when  meant  to 
entertain.  One  day  in  1895,  in  Paris, 
the  first  paying  audience  sat  down 
to  experience  the  Cinematograph. 
When  the  moving  image  of  a  train 
came  rushing  toward  them,  they  ran 
right  out  of  the  theater.  In  the  end, 
the  author  says,  each  of  these  inven- 
tions has  been  "a  riddle,  a  fiindamen- 
tal  challenge  to  our  perception  of 
what  makes  us  human."  And  there 
are  more  of  them  on  the  way. 

— John  Glassie 

THE  MINIMALIST 

COOKS  AT  HOME:  Revised  Edition, 

by  Mark  Bittman; 

Broadway  Books,  $26 

New  York  Times  columnist  and 
author  of  the  heroic  How  to  Cook 
Everything,  Mark  Bittman  spends 


hours  in  the  kitchen  so  you  don't  have 
to.  This  new  edition  offers  100  recipes 
based  on  his  column,  all  of  them 
simple  enough  to  be  cooked  by  any- 
one old  enough  to  be  allowed  around 
an  open  flame.  Reformatted  from 
the  first  edition,  this  version  offers  not 
only  ways  to  improve  each  dish  "With 
Minimal  Effort"  but  also  "Keys  to 
Success"  cooking  tips  ("Buy. .  .skinned 
salmon  fillet  taken  from  the  thick 
[not  the  tail]  end  of  the  fish")  and 
wine  pairings.  It  drops — ^which  seems 
like  cheating — the  first  book's  prep 
times.  The  Pasta  with  Potatoes,  for 
instance,  which  the  first  book  noted 
took  30  minutes  of  work  time  and  60 
minutes  of  prep  time  is  now  listed 
simply  as  taking  60  minutes,  making 
the  identical  recipe  seem  more  "min- 
imal"— until  you  try  to  cook  it  in 
less  than  90  minutes.  Still,  Bittman's 
dishes  nearly  always  come  out  won- 
derfully well,  like  the  flavor-packed 
Quick  ScaUion  Pancakes,  or  the  juicy, 
almost  self-saucing  Chicken  Under  a 
Brick.  The  tips  and  improvements 
sections  are  well  thought  out  and 
convey  a  wealth  of  shopping  and 
cooking  lore,  aU  pared  down  and  bul- 
let-pointed to  be  read  faster  than  it 
takes  to  cook  the  Ten-Minute  Stir 
Fried  Chicken  with  Nuts.  • 

— Clarence  Vaughan 


the  minimalist  cooks  at  home 
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Recipes  Thai 
Give  You  More  Fi; 
from  Fewer  Ingredient 
in  Less  Time 


mark  bittman 
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Your  Horoscope 


By  Christopher  Buckley 


VIRGO 

(Aug.  23-Sept.  22) 

Jupiter  just  passed 

through  your 
fifth  house  and  left  it  a  mess. 
However,  there  are  several 
good  cleaning  services  that 
specialize  in  mopping  up 
after  large  planets.  If  your 
business  partner  is  an  Aries, 
he's  probably  cheating  you, 
but  don't  worry:  An  asteroid 
shower  is  passing  through 
his  house.  However,  now  is  not 
the  time  to  run  for  Congress 
or  re-gravel  the  driveway. 

LIBRA 

(Sept.23-Oct.23) 
Take  that  shotgun 
barrel  out  of  your 
mouth  and  do  something 
positive  for  a  change!  Wash  the 
car,  tip  the  pizza  man  an  extra 
dollar,  propose  to  the  airport 
security  person  who's  just  asked 
you  to  turn  your  belt  buckle 
inside-out.  Do  not  appoint 
Pisces  as  your  executor.  He's 
sleeping  with  your  girlfriend. 

SCORPIO 
(Oct.24.-Nov.21) 
Scorpios  love  a 
threesome,  but  with 
Taurus  in  Virgo  and  Capricorn 
in  Aquarius,  this  is  no  time 
for  sex  with  Gemini,  instead 
concentrate  on  ridding  the 
basement  of  radon  and  learn- 
ing classical  Portuguc 
that  you  finally  make  ^ 
your  vow  to  enjoy  the  Ll 
of  Camoes  in  the  original 
Sell  your  remaining  AOL  when 
it  hits  73  cents  a  share. 


® 


SAGITTARIUS 
(Nov.  22-Dec.2ii 
If  you  drive  a 
Swedish  or  Japan- 


ese car,  avoid  oncoming 
16-wheelers  driven  by 
amphetamine-crazed  Libras. 
With  your  parents  redoing 
their  wills,  this  is  an  oppor- 
tune time  to  tell  them  that 
it  was  your  brother's  idea, 
not  yours,  to  put  them 
in  that  assisted-living  home 
that's  just  been  cited  by 
the  state  attorney  general 
for  health  code  violations. 

CAPRICORN 
(Dec.22-Jan.l9) 
Concentrate  on 
financial  matters. 
Now's  an  ideal  time  to  "come 
clean"  with  the  SEC  about 
that  $1.4  billion  "profit"  you 
reported  in  the  second  quarter, 
but  make  sure  your  commis- 
sioner is  a  Leo  or  Cancer,  or 
you  could  find  yourself  sharing 
a  cell  with  Michael  Skakel 
for  the  next  ten  years.  By 
all  means  treat  yourself  to  that 
new  yacht,  but  with  Neptune 
on  the  rise,  be  on  the  lookout 
for  giant  sea  serpents,  oil 
spills  and  rogue  North  Korean 
submarines  looking  to  provoke 
an  international  incident. 

AQUARIUS 
(Jan.  20-Feb.  18) 
Do  not  engage  in  any 
"air"  element  activi- 
ties, such  as  bungee-jumping, 
skydiving  or  playing  profes- 
sional basketball.  Instead, 
concentrate  on  indoor  activi- 
ties, such  as  baking  cakes, 
scular  surgery  and  insider 
titling.  It's  also  a  good  time  to 
recharge  your  intellectual 
ijstteries.  Recite  Proust  out 
loud  in  pig  Latin.  Emembrance- 
R-.y  of  hings-  Tay  Ast-Pay. . . . 
But  be  war '  of  voices  you  hear 
that  aren'i    -ally  "there." 


PISCES 

(Feb.  19-March  20) 
Your  friends  are 
sick  and  tired  of 
hearing  you  complain  and  are 
plotting  to  kill  you.  Don't  go  to 
the  police — they  hate  you,  too, 
and  are  in  league  with  your 
friends.  Move  to  the  Cape 
Verde  Islands  and  take  up 
whaling  until  they've  forgotten 
you  ever  existed,  then  move 
back  and  act  like  it  never  hap- 
pened. But  no  more  whining 
about  your  problems! 

ARIES 

(March21-April 
19)  Avoid  kitchen 
appliances  and 
people  named  "Jim,"  "Nancy" 
or  "Blethersthwaite-Jones." 
Be  wary  of  letters  from  share- 
holders whom  you  have 
bankrupted.  If  you  encounter 
anyone  with  freckles,  throw 
white  wine  on  them  and  shout, 
"Fiend — you  have  no  power 
here!"  Tell  the  waiter  the 
fish  has  "too  much  mercury" 
and  send  it  back.  Menace 
the  people  at  the  next  table 
with  the  pepper-grinder. 

TAURUS 

(April  20-May  20) 
Postpone  that  trip 
to  Spain,  Mexico 
or  other  Latin  countries. 
Write  Merrill  Lynch  and 
propose  that  they  make  you 
their  new  corporate  logo.  Do 
not  have  sex  with  cows  until 
the  bovine  spongiform  en- 
cephalitis epidemic  is  erased 
from  the  planet.  If  you  find 
yourself  in  a  china  shop,  vio- 
lently smash  everything  in  it. 
People  expect  that,  and 
with  Pisces  rising,  you  don't 
want  to  disappoint. 


GEMINI 

(May  21-June  21 
We  told  you — 
didn't  we? — not  to 
tightrope  walk  across  Victoric 
Falls  in  Manolo  Blahniks 
when  Capricorn  and  Libra 
were  in  your  11th  house.  But 
listening  has  never  been  a 
Gemini  strong  point.  All 
you  can  do  at  this  point  is  tn 
to  swim  faster  than  those 
crocodiles  and  postpone 
making  any  long-term 
romantic  commitments.  If 
you  make  it  to  the  mudbank, 
avoid  Leos  and  Scorpios. 

CANCER 
'^]  (June  22-July  22> 
Go  easy  on  the 
hollandaise — your 
cardiologist  has  four  kids 
in  college  and  is  just  looking 
for  an  excuse  to  do  a  triple- 
bypass.  When  taxiing  for  take 
off,  do  not  stand  up  and 
shout,  "Allahu  akbar!"  but  d( 
leave  yourself  open  to  the 
possibility  of  romance,  espe^ 
cially  with  wildly  attractive, 
scantily  clad  members 
of  the  opposite  sex.  An  old 
friend  posing  as  a  telemarketr 
for  a  long-distance  phone 
company  is  searching  des- 
perately for  you  with  amazin] 
news.  Take  the  call. 

LEO 

(July23-Aug.22) 
Watch  out  for 
radioactive  bags  o 
potato  chips,  rivers  of  molter 
lava  and  people  who  introduc 
themselves  only  as  "Turk." 
Keep  your  left  arm  straight 
and  your  chin  down.  Listen 
to  Aries,  but  say  you'll  have  t 
get  back  to  him.  Avoid 
asparagus  and  manatees. 


124  KORBl'.SFYI 


2002      1      IDff 

RSPOOKS  1 

TAKEN      A 
INAGE— J 

DSION-fl 

"^ 

m 

SATE        ^ 
BACK          ^ 

^^ 

STUDY: 


M 


-Breed  Companp 

^,,iipi^niiiii    1 

PW042  05547433  9           I 

-p 

.^^ 

^^■tami^t^ 

9 

^tf 

*T 

^ll^^l^*     d 

-•i 

% 

^ 

Lv^ 

|S£P  2  6  kuo2 


SOT 

T9Td 

<720T2 


0T0<7-0T0<76      V3   3MV9NI-|Ung 
Qtl    aSOUMIUd   081? 

an  and  3wv9Nnana 
Ill"l""llll' I 

2033022    ^wJOOOO  tZ/2ZI«>S69£00aMJt 

020-3**101  ia-MV3KXKxx)t*xKXKif)t  r9a3axat 


I'll in"r"i 


|..,...,.ii 


intel.com 


Can  a  microscopic  piece 

of  technology  solve 

enterprise-sized  problems? 


An  Intel  engineer  holds  a  batch  of  silicon  wafers,  each  one  containing  up  to  hundreds  of  processors  and  up  to  12  billion  transistors. 

You're  probably  familiar 

with  the  emblem  on  so  many  PCs: 

Intel  Inside^  But  88%  of  the 

world's  servers'  are  powered  by 

Intel  processors,  too. 


The  data  center  powers  today's 

enterprise.  Intel  technology  makes 

powerful  servers  more  cost-effective. 


intel.com 


Dl  "^ 


'  That  shouldn't  be  too 

considering  that  Intel-based  servers 

deliver  higher  performance, 

lower  costs  and  all  the  flexibility 

that  comes  with  an 

open  computing  architecture. 

Which  can  yield  savings 

that  are  anything  but  microscopic. 


Intel  innovations  that  begin  at  the  molecular  level  result 
in  enterprise-wide  benefits  at  the  economic  level. 


So  when  you  choose  new 

technology  -  especially  the  servers 

that  drive  your  company  -  look  for  the 

two  biggest  words  in  computing: 

Intel  Inside. 


Powerful  and  cost-effective 

servers  to  run  the 
iroadest  range  of  applications. 


High-performance  technology 

for  the  most  data-intensive 
business-critical  applications. 
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can  cover  hundreds  of  miles,  but 
reputation  rests  on  the  last  few  inches. 


You  own  a  small  business.  A  moving  company  with  a  solid  reputation  for  making 
your  customers'  moves  as  easy  and  painless  as  possible. 

Before  anything  is  boxed,  packed  or  taped,  you  record  the  layout.  You  digitally 
photograph  the  entire  house,  observe  the  details  and  make  notes,  all  with  your 
Sony®  CLI^"'  handheld.  You  can  then  store  everything  on  the  Memory  Stick® 
media*  This  is  your  road  map  to  a  happy  client.  A  point  of  reference  to  tell  you 
where  everything  should  go. 

It's  a  great  idea.  A  moving  company  that  puts  every  last  thing  where  it  belongs. 
Accomplished  with  a  rather  unique  piece  of  Sony  technology.  And  as  the  referrals 
continue  to  roll  in,  you  remain  happily  convinced  that  your  attention  to  detail  has 
made  all  the  difference. 

Every  day,  more  small-business  owners  are  using  Sony  technology  in  new  ways  to 
solve  ti"aditional  business  problems.  If  you've  got  a  story,  we'd  love  to  hear  from 
you.  Let  us  know  at  www.sony.com/smallbiz. 


Go  beyond  black  and  white.  Get  stunning  color  that's 
surprisingly  affordable  with  the  Xerox  Phaser  8200  print( 

There's  a  new  way  to  look  at  it. 


Now  Kvyry  idea  you  hatch  can  look  brilliant. 

Statnii  ;;  .ii  „nly  iji  ll!)!),*  Ilic  i'liiiscr'  8200  color  printer 
drlivcrs  .  <  .lijiant  color  and  crisp  hlack  and  white 
prints  up  to  i .'()()  dpi  —  all  at  a  surprisinj^ly  low  eost 
l)cr  paj2;e.  .lust  a,  aitractivc  as  its  low  cost  is  jls  high 
speed.  With  an  intinsirv  leading  first -page-out  of  only 


9  seconds  and  16  pprn  full  color,  the  Phaser 
is  faster  than  90%  of  today's  office  printers.*  ^ 
more,  it's  just  one  of  a  full  line  of  olUce  |)i 
designed  to  help  your  business  break  out  and  s[ 
For  more  information,  call  1-877-362-6567,  ex 
or  visit  xerox.com/officeprinting/egg 
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TO 

FEEDBACK 
UNIVERSE 

Forget  relativity. fusion,  and  the  double 
helix.The  fire  next  time  is  feedback. 
By  Michael  S.  Malone  Page  20    > 

MOTHER  KNOWS  BEST 

Nature  was  perfecting  feedback 
when  we  were  just  a  gleam  in 
evolution's  eye. 
By  Richard  Martin  Page  26 

VOX  UNPOPULI 

When  public  indignation  turns 
the  feedback  loop  livid,  companies 
had  better  heed  the  howls. 
ByJoshMcHughPage32 

FRUIT  LOOPS 

In  Washington  state  orchards, 
life  is  just  a  bowl  of  meticulously 
measured  cherries. 
By  Edward  Clendaniel  Page  37 

WHY  SPY? 

We  have  the  tattletale  tech  to 
find  out  almost  everything. 
What  we  don't  have  is  a  way 
to  know  what  we  know. 
By  John  Perry  Barlow  Page  42 

FROM  HARVARD  YARD 
TO  VEGAS  STRIP 

Trading  ivy  for  neon,  former 
B-school  Professor  Gary  Loveman 
is  teaching  Harrah's  some  wired 
new  ways. 
By  Carol  Pogash  Page  48 


HER  FEATURES 


I  ZINGTHE  BODY  ELECTRIC 

Not  all  supermodels  are  named  Cindy. 
Pharmaceutical  companies  are  now  testing 
drugs  on  computer-generated  virtual  humans. 
By  Karen  Southwick  Page  54 

VIRGINS  VERSION 

Brash  Richard  Branson  joins  the  U.S.  mobile 
phone  battle  with  a  secret  weapon:  cozying 
up  to  cool  customers. 
By  Richard  Rapaport  Page  58 


Annual  B2B  Guide: 
80  Best-of-Breed 
Companies  Profiled... 
B2B  Makeovers — 
from  Web  Services 
to  Security 
toCRM... 

Plus:  Enterprise  PDAs. 
Starts  after  Page  36 
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EDITOR'S  LETTER 

Everybody's  Talkin' 

How  to  make  intelligence 
.intelligent, emulate  nature's 
.fine-feathered  feedback, 
:.and  stay  in  the  loop, 
■By  Patrick  Dillon  Page  6 


ASAP  LETTERS 

Reading  and  writing  and 
kvetching.oh  my   Page  8 

HOW  IT  WORKS 

Here  we  go  a-Googling. 
By  Kip  Crosby  Page  68 


LETTER  FROM 
WASHINGTON 

Suits  vs.  Suits 

Learning  to  love  those 
"legal  leeches." 
By  Carl  M.Cannon 
Page  18 

MORES 

The  Real  Laws 

Three  big  flies  in  our 

soothing  technological 

ointment. 

By  Owen  Edwards 

Page  72 
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I  DITOR'S  LETTER  m  BY  PATRICK  DILLON 


With  thanks  to  the  late 
Harr\'  Nilsson,  this  quarterly 
issue  of  Forbes  ASAP  is 
devoted  to  the  crucial  flow  of 
human  communication,  both 
natural  and  technological. 
Specifically,  we're  looking  at 
feedback  loops  and  how  they 
alter  and,  when  properly  used, 
advance  our  lives.  Those  of  us 
with  long  enough  memories 
may  recall  Nilsson,  a  sixties 
musician  who  wrote  a  song 
that  provided  the  theme 
music  for  Midnight  Cowboy, 
the  1969  Academy  Award- 
winning  movie  starring  Jon 
Voight  and  Dustin  Hoffman. 

Everybody's  talkin'  at  me/ 
Don't  hear  a  word  they're 
saying/ 

Only  the  echoes  of  my  mind . . . 

Those  lyrics  might  well 
serve  as  the  theme,  too,  for 
John  Perry  Barlow's  article  on 
the  failure  of  our  nation's  secu- 
rity agencies  to  communicate 
(page  42).  Barlow  also  hap- 
pens to  be  a  former  music- 
maker  of  the  sixties  and 
seventies  who  wrote  songs 
for  the  Grateful  Dead.  But  his 
most  influential  writing  can 
be  found  in  two  seminal  essays. 


Forbes  ASAtP 
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The  first,  written  for 
Wired  magazine  in 
1994,  was  titled  "The    A 
Economy  of  Ideas: 
Selling  Wine  Without  ..:, 
Bottles  on  the  Global  Net." 
That  essay,  w^ch  argued  that 
trying  to  exercise  digital  propi 
erty  rights  on  the  Internet  w; 
a  fool's  errand,  igntlld  the  cur- 
rent debate  about  intellectual 
property  laws.  The  second, 
bearing  the  immodest  title  "A 
Declaration  of  the  Indepen- 
dence of  Cyberspace,"  was 
written  ifl  1996  for  the  World 
Economic*  Forum  in  Davos, 
Switzerlan4.  In  it.  Barlow, 
who  also  founded  the  Elec- 
tronic Frontier  Foundation 
with  Lotus  Development 
Corp.  creator  Mitch  Kapor, 
argued  persuasively  that,  for 
the  sake  of  democracy  and  a 
global  society,  information 
must  not  be  bpund  by  borders 
or  governor  and  must  be 
allowed  to  flow  freely  past 
guard  posts  such  as  the  sup- 
pressive Telecommunications 
Reform  Act. 

Now  Barlow,  a  former 
adviser  to  various  national 
security  agencies,  launches  a 
well-informed  attack  against 
some  of  those  agencies.  Did 
you  know  that  the  National 
Security  Agency's  lack  of  tech- 
nology and  human  where- 
widial  lets  it  process  only  about 
8%  of  the  information  the 
agency  gathers?  That's  a  lot  of 
water  through  a  $7  billion, 


38,000-employee 

sieve.  Barlow  pin- 

i    points  the  paralysis  of 

I     our  so-called  security 

'  ■<  agencies,  reminding 

us  that  th^  were  con- 

^Ifructed  on  :^  jfoundation 

of  Cold  War 

ecrecy  and  ■•^'l'^A'il 
^designed  in  part 
to  stanch  the  flow 
of  information,  even  ifit  means 
preventing  key  intelligence 
from  reaching  those  who  need 
it.  He  also  advocates , reforms 
that  follow  proven  models  in 
science  and  technology. 

Indeed,  beyond  what  might 
be  called  the  Iron  Beltway,  a 
20-year  technological  evolu- 
tion has  busted  the  barriers 
that  dammed  the  flow  of  infor- 
mation and  prevented  feed- 
back loops  from  closing.  We 
now  have  standardized  com- 
puter  languages.  We  have 
widespread  wireless  informa- 
jtion  access.  We  have  cheap 
/  Information  storage  and  vast 
facilities  for  retrieving  it.  And 
we  have  a  huge  increase  in 
network  capacity  and  power. 
iThe  only  thing  that  hasn't 
evolved  as  rapidly,  Forbes 
ASAP  Editor  at  Large  Michael 
'S.  Malone  points  out  in  our 
•issue's  leadoff  piece  (page  20), 
is  human  nature.  But  after 


consulting  leading  thinkers  i 
the  information  field,  Malon 
concludes  that  the  scienc 
of  feedback  has  taken  o 
greater  urgency  and  clariti 
For  the  first  time,  he  say 
we  are  building  systems  th^ 
collect,  process,  ar 
1 1 '  i'#>'^  direct  our  respor 
ses  as  quickly  an 
nimbly  as  those  four 
in  nature. 

Does  this  mean  we  ca 
build  systems  to  emulate  tl 
somr  navigation  of  bats  ; 
flight  or  construct  skins  f 
machines  that  are  as  inform 
tion-sensitive%as  fish  scale 
In  his  story  (page  26),  Richa 
Martin,  a  former  technoloj 
editor  at  the  Iruiustry  Standai 
observes  how  the  phenor 
ena  of  nature  are  pointii 
the  way  for  the  developme 
of  feedback  technologies. 

Ultimately,  in  this  issue, 
we  always  attempt  to  do, 
present  an  array  of  both  t 
here  and  now  and  of  t! 
near  and  very  practical  futu 
You'll  meet  scientists,  bu 
ness  practitioners,  risk  take 
inventors,  and  even  fiuit  gro 
ers  who  have  something 
common:  They  are  all  decc 
ing  experts.  Even  more  imp 
tant,  they  all  understand  tha 
there  is  such  a  thing  as  te( 
nological  destiny,  it  will  sur 
arrive  in  the  form  of  feedb; 
loops.  All  we  have  to  dc 
listen  better. 
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How  do  you  get  daily  updates 
on  your  business  health? 


Help  departments  set 
well-defined  objectives? 


And  respond  quickly  to 
changing  market  conditions? 


SAS  is  all  you  need  to  know. 


Only  SAS  provides  a  complete  view  of  your 
enterprise — one  that  brings  together  Finance,  HR 
and  other  business  units  to  meet  strategic  goals. 
So  you  can  keep  stakeholders  happy,  employees 
productive  and  competitors  on  the  defensive.  To 
find  out  how  leading  companies  are  reaping  the 
rewards  of  SAS  enterprise  intelligence,  call  toll  free 
1  866  270  5722  or  visit  www.sas.com/enterprise 


The  Power  to  Know,. 
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PATENT  POSTMORTEM 

Thanks  for  the  focus  on  patents  in  your  June  [Summer  2002]  issue.  A 
a  software  company  general  counsel,  I'm  a  strong  supporter  of  I] 
[intellectual  property]  protection.  But  I  have  to  say  I'm  dismayed  b 
the  opportunistic  hoarding  of  patents  for  the  purpose  of  hitting  uj 
inadvertent  infringers. 

Patents  are  a  particular  problem  in  the  software  area.  Since  soft 
ware  code  is  kept  secret,  there  is  little  published  prior  art,  so  to 
many  bad  patents  are  issued.  Also,  software  programs  often  contar 
hundreds — or  thousands — of  potentially  patentable  "inventionsi 
and  patent  holders  inevitably  try  to  capture  more  than  their  fa 
share  of  revenues. 

IP  rights  should  be  protected  to  support  continued  inventior 
But  copyrights,  patents,  and  trade-secret  rights  should  not  necej 
sarily  be  overlaid.  Software  should  be  protected  by  trade  secret  an 
copyrights,  not  patents. 

Marcia  K.  Sterling 

Senior  vice  president  and  general  counsel 

Autodesk 

San  Rafael,  California 


I  think  you  presented  the  patent 
agency  in  a  much  better  light  than 
it  deserves.  None  of  your  pieces 
touched  on  the  very  simple  solution 
that  would  clean  up  the  whole  mess 
there  —  a  solution  that  some  coun- 
tries have  already  adopted:  certifying 
patents  instead  of  examining  them. 
In  effect,  the  Patent  Office  would  sim- 
ply become  a  super  notary  public  — 
a  clearinghouse  for  inventions  that 
would  officially  establish  when  and  by 
whom  something  was  invented.  And  if 
an  inventor  felt  infringed  upon,  then 
he  or  she  would  go  to  federal  court, 
which  has  rules  of  evidence  and  judges 


who  are  far  more  qualified  to  hand 
the  controversy. 

David  Brown 

Sun  City  Center,  Florida 

The  [Summer  2002]  edition  of  Fori 
ASAP  was  the  best  ever  from  my  pt 
spective.  "The  Inventor  Next  Doc 
by  Carleen  Hawn  and  Michael  Bola: 
was  priceless.  I'd  like  to  suggest  tb 
the  world  of  dreamers  (inventors)  st 
away  from  the  scam-artist  compan 
that  promise  to  "help"  with  taking  th 
dream  to  market. 

Russ  Bauman 
Chatsworth,  California 
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HE  SAMSUNG  a500  COLOR  PHONE. 

Open  up  with  the  Samsung  Color  Phone. 
True  vivid  colors  to  reveal  the  real  you. 

Advanced  polyphonic  ringers 
Full-action  games 

•  Internet  access  with  sound  and  color 

•  Voice-activated  dialing  and  recognition 

•  Personal  organizer 

Find  out  more  at  www.samsungusa.com/wireless 
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ALKING. 


ARE  YO 

LISTENING? 


Island  Data's  real-time  analytics- 
»Todu'  -t  RT,"'  turns 

■\  into  increased 
customer  satis^ 


Your  series  of  articles  regarding  the 
woes  of  the  USPTO  was  outstanding. 
The  opportunistic  pillaging  of  patents 
is  a  sign  of  the  times  and  ought  to 
be  stopped. 

The  likes  of  Ronald  A.  Katz,  who 
cowardly  sets  patent  traps  for  true  inven- 
tors, are  an  indication  of  a  culture  run 
amok  in  self-serving  exploitation.  It  is 
a  feeding  frenzy  with  only  the  most 
unscrupulous  surviving. 

Brad  Riegg 

Portland,  Oregon 

brad.riegg@pcschools.org 

Authors  viewing  the  complexities  of 
the  U.S.  patent  system  offer  valuable 
insights  regarding  the  currently  over- 
burdened, understaffed  USPTO  and  the 
obsolete  procedures  designed  to  reward 
inventors.  Beyond  the  contemplation 
of  the  framers  of  the  Constitution  is 
the  expensive  and  cumbersome  attempt 
to  sort  out  the  world  of  technology  that 
permeates  the  modern  intellectual 
property  domain. 

Rather  than  trying  to  fix  the  domes- 
tic process,  why  not  support  funding  for 
globalization  and  consolida- 
tion of  the  entire  frame- 
work among  industrialized 
nations  respecting  value  for 
research  and  development. 

Forbes 


The  parts  have  been  in  place  for  years 
Examples  include:  the  World  Intellec 
tual  Property  Organization  (WIPO) 
the  Paris  Convention  for  the  Protec 
tion  of  Industrial  Property,  and  agree 
ments  such  as  the  Patent  Cooperatioi 
Treaty  and  the  World  Trade  Organiza 
tion's  agreement  on  intellectual  prop 
erty  rights. 

It  is  time  for  a  treaty  creating  ; 
World  Patent  Office  that  would  affon 
standard  application  forms  coded  fo 
brevity;  the  filing  of  patent  licensin| 
and  a  short,  effective,  single  path  t> 
appropriate  enforceable  sanctions  fc 
infringements  via  the  WIPO. 

Frank  Swacker,  Esq. 
St.  Petersburg,  Florida 
integralO@aol.com 


CORRECTION 

Samsung  Electronics  is  headqua; 
tered  in  South  Korea — not  in  Japai 
as  was  incorrectly  depicted  in  the  graph 
"Top  10  Global  Patenting  Companie 
(Summer  2002,  page  62).  We  regr 
the  error. 
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Vhat's  the  value  of  a  company 
hat  discovers  how  to  double 
he  average  lifespan? 


a  word:  inestimable.  Yet  Senesco  Technologies 
js  done  just  that.  We've  developed  gene  technology 
lat  allows  us  to  delay  the  aging  of  plants 
ter  harvest.  The  result  is  greatly  extended  shelf 
e  -  double  or  more  -  and  vastly  reduced  waste 

food  crops,  which  today  runs  anywhere  from 
I  to  30  percent  in  the  S600-billion-plus  world 
jricultural  industry.  We  have,  in  short, 
•veloped  a  minor  miracle. 


ENESCO  TECHNOLOGIES.  PATENTS  PENDING.  EXCITEMENT  MOUNTING. 


iir  specialty  is  "senescence,"  the  natural 
^ing  process  in  plants  that  causes  the 
eakdown  of  cellular  tissue.  By  suppressing 
•nes  already  existing  in  all  plants,  and 
It  altering  their  natural  taste,  nutrition,  or 
xture,  we've  bred  tomatoes  that  remain 
ispoiled  for  as  long  as  five  weeks  after  picking, 
jn-of-the-mill  tomatoes  last  around  two  weeks. 

e  potential  is  immense.  Our  scientific  expertise  is 
irivaled.  And  approvals  with  key  regulatory  agencies  are 
latively  straightforward.  The  fact  is,  there  may  not  have  been  a 
ore  exciting  breakthrough  in  agriculture  since  the  creation 

synthetic  fertilizers. 

5  may  be  small.  This  is  big.  A  minor  miracle  with  major  implications. 

U  CAN  LEARN  MORE  ABOUT  SENESCO  TECHNOLOGIES,  INC.  AT  WWW.SENESC0.COM. 
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David  Lynch  Flies 
Under  the  Radar 

The  strange  tale  of  a  Web  site 
that  makes  money 

Irrational,  surreal,  well  versed  in  alter- 
nate realities — who  better  than  movie 
director  David  Lynch  {Mulholland  Drive, 
Twin  Peaks)  to  grapple  with  the  enter- 
tainment industry's  most  pressing 
mystery:  how  to  get  people  to  pay  for 
online  content. 

In  December  2001  the  director 
launched  DavidLynch.com  as  a  sub- 
scription site.  Viewers  pay  $9.97  a  month 
for  videos,  animation,  comic  strips,  puz- 
zles, and  any  other  strange  concepts 
Lynch  can  digitize.  Why  are  so  few  other 
established  artists  trying  to  market  their 
work  this  way?  "Because  they're  smarter 
than  me,"  Lynch  deadpans. 

Lynch  started  building  the  site  in 
1999.  The  server  infrastructure,  con- 
tent production,  and  some  deluxe  CD 
and  DVD  packaging  cost  around 
$800,000,  but  after  six  months  of  oper- 
ation, the  site's  monthly  revenues  now 
exceed  its  monthly  expenses.  "Up  to 
two-thirds  of  our  money  comes  from 
our  store,"  says  managing  consultant 
Eric  Bassett,  "but  membership  fees  pay 
for  the  site  overhead." 

While  Bassett  declined  to  provide 
exact  numbers  —  it  wouldn't  be 
DavidLynch.com  without  a  touch  of 
ambiguity — he  says  it  takes  around 
$35,000  to  $40,000  a  month  to  maintain 
the  site.  A  bare-bones  staff  and  sponsor- 
ship deals  with  Apple  and  4D  (a  French 
software  developer)  help  minimize  costs. 
|t  also  helps  that  they  haven't  spent  a 
^cnny  on  advertising. 

"Right  now  we  just  want  to  fly  under 
i^ie  radar,"  Bassett  explains.  "Eventually, 
small  guys  like  us  are  going  to  prove 
,|hat  you  can  make  money  doing  this,  and 
6nce  that  happens,  the  studios  are  going 
t^  come  in  here  with  allAheir  talent  and 
try  to  blow  u§  awaW^  f  G.  BEATO 
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here  Ought 
I  Be  Clones 

hy  doesn't  anyone  else 
what  Lucas  does? 

eorge  Lucas'  tilmmaking 
novations  have  helped 
ike  him  a  regular  on  the 
rbes  billionaire  list. 

So  why  isn't  anyone  in 
3ll>^ood,  an  industry  well 
rsed  in  copycat  strategies, 
ing  to  follow  in  his  footsteps  ? 

Lucas'  willingness  to  take 
ks  has  resulted  in  seven  suc- 
ssful  spin-off  companies  and 
visions  of  Lucasfilm,  which 
Dught  in  estimated  revenues 
$1.5  billion  in  2001,  accord- 
s' to  research  firm  Hoover's. 


"No  other  product  in  the 
world  has  the  potential  for 
more  cash  returns  over  such 
short  periods  than  a  suc- 
cessful movie,"  says  Rick 
McCallum,  producer  of  the 
latest  Lucas  endeavor,  Star 
Wars:  Episode  11.  Yet  Holly- 
wood film  companies  have 
spent  some  $10  million  total 
on  R&D  in  the  past  100 
years.  McCallum  attributes 
Hollywood's  unwillingness  to 
invest  in  R&.D  to  its  conser- 
vative nature. 

Lucas'  latest  crusade  in  the 
filmmaking  industry  is  his 
effort  to  go  totally  digital. 

Lucas  and  McCallum 
recently  met  with  Sony  ro 


1977  he  pioneered  com- 
terized  special  effects  using 
niature  models  to  simulate 
:ion.  That  technique  caught 
quickly  in  the  industry.  His 
ual  effects  house.  Industrial 
^ht  &.  Magic  (ILM),  was 

t  to  incorporate  computer 
jphics  in  1982.  And  the 
iater  sound  standard  THX, 
other  of  Lucas'  ventures, 
lerates  54%  higher  box- 
ice  revenue  than  the  indus- 

average. 


check  on  the  progress  of  the 
first  10-megapixel  digital  cam- 
era, which  is  being  built  for 
Episode  111  of  the  Star  Wars 
saga.  Lucas  is  convinced  that 
the  new  camera  will  produce 
such  high  quality  that  others 
in  Hollywood  will  be  forced  to 
follow  suit. 

"It's  happening  slower 
than  we  want  it  to,"  says 
McCallum,  "but  it's  going 
to  happen." 

MICHAEL  BOLAND 


Core  Problem 

Will  Apple  get  an  ROI  or 
a  lesson  in  futility? 

Quick,  which  two  computer 
companies  that  have  smoth- 
ered us  in  ads  are  the  only 
profitable  ones?  Smirking 
"Steven,"  with  his  "Dude, 
you're  getting  a  Dell"  catch- 
phrase,  has  helped  boost  Dell's 
profits  and  increase  its  unit 
market  share  to  an  industry- 
leading  27%  position  in  the 
U.S.  The  other  company? 
Apple,  with  its  born-again 
Macolyte  TV  ads,  and  the 
free  publicity  from  adoring 
media,  remains  the  only 
other  company  to 
maintain  a  positive 
operating  margin. 

But  pity  poor  Apple. 
No  matter  what  Steve  Jobs 
and  friends  at  Time  magazine 
do,  Apple  can't  break  out  of  its 
minuscule  3%  unit  market 
share.  In  the  four  quarters 
ending  March  2002,  Apple 
spent  $117  million  in  adver- 
tising according  to  CMR,  an 
ad-tracking  unit  of  London- 
based  Taylor  Nelson  Sofres. 
That's  2%  of  the  com- 
pany's net  sales,  nearly 
three  times  the  percentage 
that  Dell  spent  on  ads  during 
the  same  period. 

This  leaves  industry  ana- 
lysts wondering  whether 
Apple's  ad  outlays  are  well 
spent.  Apple's  core  markets 
are  schools — a  low-budget, 
limited-growth  sector;  the 
graphic  design  community — 
now  suffering  from  an  adver- 
tising slump;  and  the  home- 
buying  consumer  market, 
which  was  down  24%  in  2001 
and  remains  depressed. 


The  home  PC  market  is 
expected  to  pick  up  next  year, 
forecasts  Charles  Smulders, 
senior  PC  analyst  with  Gart- 
ner. With  its  new  ads  aggres- 
sively targeting  this  segment, 
that  could  boost  Apple's 
share.  Others  feel  that  the  com- 
pany needs  to  stake  out  new 
ground.  "Apple  has  superior 
design,  and  the  design  game  is 
best  played  in  consumer  elec- 
tronics," says  Charles  Wolf, 
PC  analyst  at  Needham  & 
Company.  Apple  has  taken  a 


step  in  this  direction  with  the 
acclaimed  iPod  MP3  player, 
for  which  Wolf  estimates 
a  $650  million  market  in 
2003  — that's  12%  of  the 
company's  $5.4  billion  2001 
revenues.  Still,  having  hov- 
ered under  5%  of  the  total 
U.S.  unit  market  share  for  the 
past  four  years,  the  best  advice 
for  Apple  may  be  to  "think 
different."    MICHAEL  BOLAND 
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Yachta, 
Yachta,  Yachta 

Click  a  Web  site,  get  a  call 

Sure,  the  Internet  lets  real  estate 
agents  and  other  sales- 
people show  their 
listings  to  a  world- 
wide audience. 
But  when  San 
Diego  yacht 
broker  James  Tay- 
lor created  a  Webpage.lthe  number 
of  phone  inquiries  he  was  gettin 


ing^ijuieh  information 
avait^fil&thaf  people  had  no  reason 
to  call  us,"  he  says.  That  meant 
Taylor  was  losing  opportunities 
to  do  what  salespeople  do  best: 
convert  interested  browsers  into 
committed  buyers. 

The  solution:  a  Web-based  form 
that  requires  visitors  to  provide 
their  contact  info  before  viewing  a 
complete  listing.  But  instead  of  sim- 
ply sending  the  info  to  an  email 


address,  the  form  also  f onwards  iti 
the  salesperson's  cell  phone.  "Yoi 
phone  beeps,  and  you  know  somi 
one's  looking  at  your  listings  at  thi 
moment,"  says  Taylor.  "And  you  ci 
act  on  their  momentary  interest  I 
calling  them  directly." 

Of  course,  some  visitors  won 
actually  share  their  contact  in! 
just  to  look  at  a  few  more  picture 
But  those  who  do,  Taylor  say 
"are  almost  always  pleasant 
surprised  by  the  rapid  response 
While  email  to  cell  phone  messagi 
forwarding  isn't  new,  Tayli 
notes  few  brokers  i 
any  kind  ai 
making  use  of  it  Sensing 
potential  market,  he's  creati 
eFastResponse.com,  a  service  th 
makes  it  easy  for  salespeople ; 
add  such  functionality  to  thr 
Web  pages.  "You  fill  out  a  fd 
online  forms  and  then  add  a  linli 
Taylor  says.  "In  ten  minutes,  you  c 
turn  your  passive  Web  site  ini 
an  interactive  marketing  even 
Cost  for  the  service?  About 
per  message  received. 

G.BEJI 


The  Check's 
Not  in  the  Mail 

Ths  U.S.  Postal  Service 
<  .'iipetes  with  itself 

It's  been  a  tough  year  for  the 
IJ.S  i^)stal  Service.  First 
ar.-;  ^hen  $1.6  bilhon 

los,  .  \\A  now  a  3-cent 
inc:  Tst-class  niail. 

But  th.  -  Dangei-field 

of  an  agi  :  mllv  doing 

somethin 

■  !.i\  i.if  :rneii  chat 

online  cI'  ll-payin^ 

would  V  ,>ilUon  in 

anni.  il  .the  Post 


Office  joined  the  ranks  of 
the  enemy,  partnering  with 
CheckFree,  the  electronic 
payment  pioneer  based  in 
Norcross,  Georgia.  For  $6.95 
a  month  for  20  transactions, 
users  receive  one  of  the  best 
bill-paying  services  online. 
They  can  pay  or  send  money 
to  anyone  with  a  direct 
deposit  account  in  the  U.S. 
from  anywhere.  The  year-old 
service  pays  bills  from  multi- 
ple accounts.  Users  can  also 
download  transactions  into 
\'irtually  any  of  the  ptipular 
personal  finance  programs. 


But  wait.  There's  more. 

A  year  ago  the  USPS  added 
a  new  service,  tapping  into 
the  lucrative  online  auction 
business.  When  an  item  is  pur- 
chased from,  say,  eBay,  the 
buyer  can  pay  using  the  Post 
Office's  "Pay  at  Delivery" 
option.  The  seller  must  ship 
the  item  using  USPS  Priority 
Mail  with  delivery  confir- 
mation. This  creates  a  fresh 
revenue  source  for  the  PO's 
traditional  snail-mail  service. 
The  buyer's  money  is  released 
to  the  seller  the  moment  the 
package  is  scarmed  upon  deliv- 


ery and  the  buyer  sigiis  for  i 
But  this  spurt  of  entrep 
neurial  energy  has  elicited  cr 
of  foul  from  the  private  sect 
The  Computer  &.  Commui 
cations  Industry  Associatic 
representing  e-commei 
companies,  complains  thai 
a  quasi-govemment  entity  i 
Post  Office  is  engaging 
unfair  competion. 

Worse,  the  USPS  has  m; 
a  cheeky  move,  changing 
address  from  www.usps.gox 
www.usps.com. 

What's  next?  An  IPO? 
STEPHEN  pi; 


FORBf. 


'  )ciobcr  7.  2002 


''■<«iiiS«S^ 


How  oiu 

Upgrade 

brand  awareness 
for  the  launch  of 


mcfo 


\\0^^ 


Edition 


By  adding  the  active  ingredient. 

Brand  after  brand  are  proving  that,  when  it  comes  to  connecting 
with  customers,  fostering  action  and  driving  sales.  Interactive  is 
the  active  ingredient.  And  that  the  more  Interactive  is  part  of 
your  mix,  the  more  you  increase  awareness,  preference  and 
purchase  intent.  Only  Interactive  provides  the  interaction  that 
sparks  brand  action. ..and  business  results.  Which  is  why  it's  a 
key  ingredient  in  your  brand's  success. 


INTERACTIVE.  It's  the  active  ingredient. 


Interactive 
Advertising 
Bureau 


For  the  complete  Microsoft  XP  case  study  as  well  as  other  cases 
and  research  results,  visit  www.iab.net/activeingredient 

Microsoft,  Windows,  and  the  Windows  logo  are  trademarks  or  registered  trademarks  of  Microsoft 
Corporation  in  the  United  States  and/or  other  countries.  Active  Ingredient  is  a  registered  trademark 
of  Active  Ingredient. 


PUNK 


ASAP  Records 

Nanotechnology- 
It's  a  small,  small  world 

Category:  Smallest  machine 
Record  holder:  Electronic  charge 
measuring  device 
Record:  20  nanometers  (one-fiftieth 
the  size  of  a  human  hair) 


Designed  by  physicist  Michael 
Roukes  of  the  California  Institute  of 
Technology,  the  world's  smallest 
machine  could  make  it  possible 
to  create  new  magnetic  resonance 
imaging  machines  to  examine  sin- 
gle molecules. 

Caltech's  Jim  Hone  says  the 


f^^V^' 


\\w 


A<'^^^ 


Three    days    after 


^SS>      xji^  signing  a  three-year,  $50  milUon  con- 


machine  may  make  it  possible  to  do 
MRIs  locally,  rather  than  having  the 
entire  body  scanned.  "We're  trying 
to  get  to  the  point  where  we  can 
detect  what's  going  on  atom  by 
atom,"  he  adds. 

Bet  you  didn't  know:  The 
world's  smallest  pen,  designed 
by  researchers  at  Northwest- 
ern University,  can  draw 
lines  as  thin  as  15 


nanometers. 
>^    <i^^"  tract,  one  of  the  greatest  soccer  players  in  the  world 

^>>    ^^         was  working  out  on  a  treadmill  when  he  suffered  a  devastating 
^  J^        knee  injury.  Since  his  signing  more  than  two  years  ago,  Fernando 
.^5^       Redondo  has  been  unable  to  play  for  the  AC  Milan  soccer  team.  Following  that 
financial  mishap,  the  Italian  soccer  team  began  a  project  to  better  predict  athletic 


# 
^ 


Category:   Smallest  musical 

instrument 

Record  holder:  Nanoharp 

Record:  Six-by-eight  micrometers, 

or  about  the  size  of  a  red  blood  cell 

You  can't  see  it  Nor  can  you  heai 
it.  Carved  on  a  whim  out  of  a  single 
crystal  of  silicon  by  researchers  aj 
Cornell  University,  the  nanoharp 
can  play  real  music,  although  to 
pluck  its  strings  you  would  need  i 
silicon  rod  capable  of  sending  oul 
radio  frequency  voltage  signals. 

"The  main  point  is  not  to  suggest 
that  people  are  going  to  be  playint 
smaller  and  smaller  instruments  bu 

to  show  the  fabrication  possibil 


^     injuries.  "Until  now,  predicting  sports  injuries  has  been  close  to  flipping  a  coin,"  says  Jean      '"^^'  ^^^  Graham  Kersiick 
Pierre  Meersseman,  the  head  of  AC  Milan's  medical  team.  "That's  unacceptable  for  a  team  that     associate  director  of  th( 

Nanobiotechnoli^  Cente 
at  Cornell. 

Bet  you  didn't  know 
Kersiick  says  an  evei 
smaller  instrument - 


is  investing  a  high  percentage  of  its  money  in  its  players.  The  pilot  program  has  been  able  to  pre- 
dict injuries  with  75%  to  85%  accuracy,"  he  adds,  "and  the  data  are  not  very  well  refined.  We  think 
we  can  dcy  even  better."  Computer  Associates  International  worked  with  AC  Milan's  biomedical  team  to 
stall  an  array  of  sophisticated  biomedical  devices  to  test  its  players  at  its  Milanello  sports  center.  Data  are 


lected  by  a  team  of  technicians  using  wireless  PDAs  during  training  sessions  and  games.  AC  Milan  also    g  saxODhone— wa- 

ponducts  a  series  of  psychological  tests  and  monitors  what  its  players  eat.  Every  15  days  the  players  place    Qceated  at  Corner 

jnearly  20  sensors  on  their  bodies  and  perform  a  battery  of  repetitive  tests,  including  sprints  and  workouts  on    for  then-Presiden 

|xercise  machines.  The  medical  team  and  technicians  feed  the  data  into  Computer  Associates'  computers,    Clinton.  But  the  sa 

comparing  not  only  any  changes  in  the  athlete's  health  and  performance  but  also  his  condition  in  compari-    can't  play  a  note. 

son  with  athletes  who  have  suffered  injuries.  "A  player  will  sometimes  say  he  feels  all  right,  but  our  tests    Category:  Smalle! 

show  he  is  not  yet  ready  to  play  in  a  match,"  says  Meersseman.  "Or  we'll  be  able  to  recognize  why  a  player     measured  mass 

is  running  a  little  slower  or  not  performing  well.  If  we  had  had  the  system  in  place  before  we  signed     Record  holder:  Georgi 

Redondo,  maybe  we  would  have  been  able  to  stop  him.  Or  maybe  we  wouldn't  have  signed  him."      '"Stitute  oi  lecnnoiog 

James  Hashimoto,  trainer  for  the  United  States  men's  World  Cup  team,  says  that  a  lot  of  teams 

Using  carbon  nanr 


are  exploring  ways  to  reduce  injuries,  "but  this  program  is  unique  and  pretty  interesting. 

I  would  think  it  would  be  especially  capable  of  forecasting  ankle,  knee,  and  other  joint 

injuries."  Hashimoto  and  Meersseman  foresee  a  time  in  which  the  question  of  how 

much  data  te;i:ns  will  be  willing  to  share  with  other  teams  before  entering  into 

a  deal  for  a  player  w  ill  grow  in  importance.  "I'd  like  to  be  able  to  keep 

all  the  information  I  have  to  myself,"  says  Meersseman. 

i       /\'t  think  that's  going  to  happen." 

EDWARD  CLtNPANIEL 


tubes  one  micron  in  lengt 
researcher  Walter  de  Heer 
Georgia  Tech  in  1999  weight 
a  22-femtogram  speck  of  graphit 
A  femtogram  is  a  million  billion 
of  a  gram.  De  Heer  hopes 
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use  his  instrument  to  weigh  ind 
vidual  viruses. 
Bet  you  didn't  know:  A  carbt 
nanotube  is  the  strongest  knov 
material,  20  times  as  strong  as  ste 
and  stronger  even  than  a  diamor 
EDWARD  CLENOANI 


Your  legacy  systems  have  helped  you  grow  strong. 


|__IETTER  from  WASHINGTON*  by  CARL  M.  CANNON 


Once  upon  a  recent  time, 
when  Washington's  establish- 
ment was  atwitter  over  the 
endless  possibilities  of  the 
new  economy,  there  was  one 
meddlesome  sector  that 
wouldn't  get  with  the  program. 
These  infidels  were  plaintiff's 
attorneys,  experts  in  securities 
law  who  had  this  annoying 
habit  of  suing  companies  for 
fraud  when  their  stock  prices 
dipped,  especially  if  the 
CEOs  had  cashed  out 
just  before  the  crash. 

"Protect  us  from  these 
frivolous  class-action 
lawsuits,"  the  nation's 
technology  executives  im- 
plored Congress.  "These  legal 
leeches  are  not  only  shaking 
down  venerable  technology 
companies  but  also  burying 
promising  startups  in  attor- 
neys' fees  and  paperwork." 
The  plaintiff's  lawyers  begged 
to  differ,  as  did  the  nation's 
consumer  groups,  but  this  was 
the  mid-1990s,  when  the  new 
economy  was  king. 

Part  of  the  problem  was 
that  the  excesses  of  the  board- 
rooms remained  hidden, 
while  the  excesses  of  the 
courtroom  occurred  in  plain 
sight.  Absurd  personal  injury 
verdicts  such  as  the  $2  million 
judgment  in  Alabama  against 
3  CG'  dealer  for  a  botched 
pail  ir  ->.  m  gave  way  to 
hmx,  ni-dollar  class 


actic 

dubious  pi 
ducedacasiei 


■f  them  oi 

hit  pro- 

.  -^nely  rich 


and  politically  active  trial 
lawyers,  most  of  them  Demo- 
crats. Predictably,  there  was 
a  backlash,  seized  upon  by 
Republicans,  who  made  tort 
reform  a  cornerstone  of  their 
Contract  with  America  in 
1994,  the  year  the  GOP  cap- 
tured control  of  Congress. 

The  result  was  the  Private 
Securities  Litigation  Reform 
Act  of  1995,  which  raised  the 
burden  of  proof  for  plain- 
tiffs— more  specifically 
for  their  lawyers.  No 
onger  could  aggrieved 
investors  assume  the 
presence  of  securities 
fraud — and  then  use  the  dis- 
covery process  to  prove  their 
point  in  what  oppotients 
described  as  "fishing  expedi- 
tions." They  had  to  have 
evidence  of  wrongdoing 
before  being  allowed  in  court. 
It's  only  a  slight  exaggeration 
to  say  this  law  was  aimed 
at  Milberg  Weiss  Bershad 
Hynes  &  Lerach,  which 
boasts  of  being  "the  world's 
leading  class-action  law  firm," 
and  particularly  William  S. 
Lerach  of  San  Diego,  their 
prolific  and  much-feared 
securities  litigator. 

President  Clinton  vetoed 
the  PSLRA,  citing  his  con- 
cern for  investors,  but  the 
media  pointed  with  more  con- 
cern at  Clinton's  training  as  a 
trial  lawyer,  to  Milberg  Weiss' 
generous  contributions  to  his 
coffers,  and  to  the  fact  that 
Lerach  had  attended  a  White 
House  dinner  days  before  the 
veto.  When  tech-friendly 
Democrats,  notably  Senator 
(Christopher  Dodd  of  Con- 


f^ 


r 


J 


necticut, 
joined  with 
Republicans 
to   override 
the  veto,  it  was 
seen  as  a  vic- 
tory for  good     \ 
government. 

But  was  it? 

"Even  in  those 
halcyon  days,  there 
were  a  few  of  us 
viewed  as  cranks  at  the  time 
who  warned  that  underneath 
this  veneer  of  prosperity  an- 
profit  actually  lay  widespread 
accounting  rot,  falsifi-ed 
profits,  inflated  asset  values, 
and  executive  chicanery 
which  would  collapse  the 
system,"  Lerach  said  in  a 
recent  address  at  Stanford 
Law  School.  "What  hap- 
pened did  not  happen  by 
accident,  and  a  full  account- 
ing is  owed  to  the  people  who 
were  fleeced." 

Not  content  merely  to  sue 
Enron  and  80  other  troubled 
firms,  Lerach  is  on  a  mission 
to  make  government  officials 
face  up  to  their  own  role  in 
the  financial  debacle  of  2002. 

He  makes  a  persuasive 
case.  A  curious  1994  Supreme 
Court  decision  had  coii- 
cluded  that  the  Securities 
Exchange  Act  of  1934  does 
not  allow  bilked  investors  to 
sue  secondary  actors — such 
as  lawyers  and  accountants — 
who  merely  "aid  and  abet" 
in  securities  fraud.  SEC 


Chairman  Arthur  Levitt 
r    called  on  lawmakers  to  fix 

this  loophole,  but  Congress 
was  already  moving  in  the 
other  direction. 

'  ^hen  plaintiff's  law- 
yer^ sought  more  hospita- 
ble ground  in  state  courts 
for  securities  class  actions. 
Congress  passed  the  Securities. 
Litigation  Uniform  Standards 
Act  6f  1998,  requiring  them 
to  bf  filed  in  federal  court. 
Clinfon  signed  this  law. 

But  in  2002  a  new  con- 
sensus holds  that  much  of  the 
1990s  prosperity  was  built 
on  fanciful  dot-com  dreams 
sketchy  accounting  methods 
misleading  corporate  reports, 
straight-up  fraud  —  and 
government  that  wasn't 
doing  its  job.  "The  chickens,' 
Lerach  says,  "have  come  home 
to  roost." 

In  the  aftermath  of  the 
Enron  collapse,  Senatt 
Democrats  tepidly  explorec 
whether  the  PSLRA  needec 
amending  or  the  variou: 
Supreme  Court  decision; 
needed  clarification.  Th< 
effort  gained  some  momen 
tum,  then  fizzled  as  Congres 
turned  to  other  legislativi 
fixes,  notably  sweeping  nev 
"corporate  responsibility' 
reforms  that  included  nev 
accounting  requirements 
beefed-up  enforcement  tooh 
and  broadened  SEC  power? 
But  it  seems  safe  to  say  tha 
neither  Washington  no 
Silicon  Valley  has  seen  th 
last  of  Bill  Lerach 
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WIRELESS  E-MAIL 

BUILT  AROUND 

YOUR  BUSINESS. 


HOWEVER  BIG  - 


INTRODUCING  XPRESS  MAIL'"  FROM  CINGULAR. 

Whether  you're  an  office  of  thousands  or  an  office  of  one, 
Cingular  Wireless  builds  wireless  e-mail  around  your  business 
needs,  offering  Xpress  Mail  for  easy  to  manage  on-the-go 
access  to  your  vital  corporate  information.  The  best  part 
of  our  service?  It's  simple  to  use.  Xpress  Mail  leaves  you 
in  control  because  it  does  not  tie  you  to  a  specific  device. 

We  offer  several  different  editions  of  Xpress  Mail  to  suit 
your  business  needs.  For  example,  Xpress  Mail  Enterprise 
Editions  offer  the  benefit  of  end-to-end  security  and  full 
IT  control.  Easy  for  corporate  users.  Even  easier  for  IT. 


Xpress  Mail  Network  Edition  is  easily  deployable,  leveraging 
the  security  of  Cingular's  network  without  the  need  for 
hardware  or  software  installation.  Whether  your  business 
has  an  IT  department  or  not,  Cingular's  easily  managed 
system  saves  your  company  time  and   money. 

Cingular  provides  wireless  voice,  dat?,  e-mail  and  inter- 
active services  to  almost  half  the  Fortune  1000.  With 
nearly  10  million  e-mails  securely  sent  over  the  Cingular 
network  each  day,  you  can  be  sure  all  of  your  business 
needs  will  be  met.  Call  1-877-330-7577  or  visit  us  online 
at  cingular.com/business. 


i  B  I 
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What  do  you  have  to  say? ' 


WELCOME  TO 

FEEDBACK 

UNIVERSE 

SURRENDER  TO  THE  SELF-CORRECTING  SYSTEM 
BY  MICHAEL  S.  MALONE 


r  IS  EMERGING  AS  THE  DEFINING  METAPHOR  OF 
ur  time.  Like  other  great  scientific  phenomena  discovered 
ver  ^e  past  two  centuries — natural  selection,  genetics,  rel- 
tivity,  nuclear  fission,  DNA,  digital — feedback  is  about  to 
ursf  out  of  the  theoretical  stage  and  into  everyday  life. 

"Feedback  is  what  has  been  missing  from  science  since 
iewMi,"  says  British  scientist  Steve  Grand,  who  is  trying  to 
evelop  artificial  life  forms.  "We  thought  it  was  a  rare  phe- 
omenon — now  it's  hard  to  name  anything  in  the  universe 
"lat  isn't  feedback.  Life  itself  turns  out  to  be  feedback." 

We  are  starting  to  rethink  science  in  light  of  feedback.  It 
i  at  the  heart  of  the  most  compelling  new  inventions.  And 
ow  we  are  seeing  the  first  signs  that  it  is  beginning  to  reor- 
anize  both  corporations  and  national  economies. 

"We  don't  even  have  the  words  yet  to  describe  this,"  says 
Jtand.  "We  don't  yet  have  the  names.  Before  this  is  over, 
e're  going  to  need  a  new  mathematics,  a  new  physics,  and 
new  ontology  of  the  world." 

Welcome  to  Feedback  Universe. 


Thinking  Machines 


When  we  speak  of  feedback,  we  don't  mean  strictly  the  squeal 
from  a  microphc  )ne  placed  too  close  to  a  speaker,  or  customer 
comments  to  a  corporate  service  center.  Rather,  the  term  is 
shorthand  for  "feedback  loop,"  which  is  a  closed  system  by 
which  the  consequences  of  an  event  send  back  data  that  in 
turn  modify  that  event  in  the  future.  For  example,  hunger 
followed  by  eating  to  assuage  that  hunger,  is  a  simple  feed- 
back loop  we  all  experience. 

Only  a  few  people  have  experienced  the  power  of  fast 
feedback  loops.  Most  are  either  early  riders  of  the  Segway 
scooter  or  Formula  One  race  car  drivers.  But  they  are  the 
vanguard  of  millions. 

Already,  an  estimated  100  companies,  from  Microsoft  and 
IBM  to  tiny  startups,  are  pursuing  a  vision  of  high-speed  infor- 
mation feedback  systems  among  the  departments  of  corpor- 
ations, their  employees,  suppliers,  distributors,  and  end  users. 
This  vision,  called  real-time  enterprise  computing,  offers  the 
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Computer 
languages 


Wireless 
communication 


The 
Internet 


1989 

Tim  Berners- 
Lee  creates 
HTML  language, 
Internet 
protocol  (http), 
and  addressing 
scheme 
(URL/URIs), 


1991 

Sun  begins 
developing 
its  new 
programming 
language.  Oak 
(later  modified 
as  Java), 


1990 

The  number 

of  cell  phone 

users  in  the 

U.S.  reaches 

5  million. 


1995 

Sun  introduces 
Java,  the  f  rst 
universal 
software 
platform  for 
the  Internet. 


potential  for  companies 
to  instantly  identify 
changes  in  orders  and  then 
quickly  respond. 

But  the  corporation 
isn't  the  only  sector  of  mod- 
ern life  ahout  to  he  trans- 
formed  hy  the  use  of  feedback 
loops.  Automobiles  already 
have  demonstrated  feedback 
technology's  effects  in  engine 
computers  and  autt)matic  trans- 
mission settings;  now  computer- 
controlled  feedback  is  moving 
into  the  drive  train,  suspension, 
passenger  compartment  environ- 
ment, and  collision  avoidance. 

Two  high  tech  legends  are  also  in 
pursuit  of  new  ways  to  use  feedback. 
Federico  Faggin,  co- inventor  of  the 
microprocessor  and  a  founder  of  Zilog, 
has  been  working  with  neural  networks 
for  more  than  a  decade  at  his  current  firm. 
Synaptics.  For  Faggin,  the  ultimate  chip 
would  be  a  processor  that  continually  recon- 
figures itself  through  interconnects  and  software 
to  become  the  application  —  word  processor, 
adding  machine,  cell  phone,  fax,  microcontroller — 
needed  by  the  user  at  that  moment.  "I  see  reconfigura- 
bility  as  an  es.sential  ingredient  in  learning  and  in  the 
construction  of  intelligent  machines,"  says  Faggin.  "By  giv- 
ing machines  more  self-control,  we  are  freed  to  express  our 
higher  goals  and  desires." 

Carver  Mead,  a  Caltech  professor  and  veteran  tech  visionary, 
has  been  pursuing  one  of  the  most  common  feedback  loops: 
vision.  He  is  founding  and  investing  in  companies  that  deal  with 
feedback  loops  and  images.  Best  known  of  these  is  Foveon  of 
Santa  Clara,  California,  which  has  developed  a  radically  new  dig- 
ital camera  that  imitates  the  workings  of  the  human  eye. 

Ultimately,  says  scientist  Crand,  who  invented  the  artificial- 
life  software  program  Creatures,  a  milestone  in  portraying  how 
feedback  drives  learning,  "the  rise  of  feedback  will  push  the  mer- 
ger of  semicondiK  tor  and  biology  tt)ward  what  1  call  'squishy 
machines.'  That's  in-cause  the  proper  medium  for  informatit>n 
processing  is  not  silicon  bur  protein — the  latter  is  one  of 
nature's  most  powerful  feedback  computers." 

Any  regular  user  of  Amaion.com  knows  about  fast  feedback 
loops.  They  can  be  found  in  those  ever-changing  lists  of  "Other 
hems  You  Might  Enjoy."  Everv  Amazon  purchase  you  make 
teaches  that  algorithm  a  little  more  ahout  you.  Cither  companies, 
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creates  the 
Worldwide 
Web. 


f995 

Wireless  Internet 
access  begins. 
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1993 

Marc  Andreessen, 
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1997 

The  cost  of 

storing  I  gigabyte 
drops  to  $50.33, 


2000 

The  number  of  cell  phone 

users  in  the  U.S.  reach 

110  million. 


such  as  credit  card  firms,  supermar- 
kets, and  department  sttires  (Wal-Mart, 
for  example;  see  "The  ASAP  Feedback  Ftnir," 
page  25)  are  following  suit,  tracking  your  every  pur- 
chase to  build  a  profile  of  your  buying  habits. 

Mix  that  information  in  a  vast  shared  database  with  moun 
tains  of  data  coming  in  about  you  from  millions  of  sensor 
scattered  across  the  landscape  in  roads,  cash  registers,  an 
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video  cameras,  and  it  scxin  will  be  possible  to  construct  a  virtual 
image  of  you — your  tastes,  interests,  patterns,  and  perhaps 
e\en  dreams — that  will  be  almost  indistinguishable  from  the  real 
thmg.  This  will  be  the  face  of  retail — and  probably  law,  edu- 
cation, health  care,  and  entertainment  —  in  the  21st  century. 

Stable  Instability 

Feedback's  first  genius  was  Harry  Nyquist,  the  greatest  inven- 
tor you've  never  heard  of.  Beginning  in  the  1920s,  while 
jworkini;  at  American  Telephone  and  Telegraph  Company 
mow  AT6cT),  Nyquist  began  to  study  the  properties  of  elec- 
trical w  i\  Ci.  In  the  process,  he  invented  the  CODEC  circuit 
that  is  the  heart  of  the  modem  telephone,  the  fax  machine, 
and.  resulting  from  his  theorem  on  sampling,  the  audio  CD. 
Nyquist  also  made  two  other  landmark  discoveries.  The 
first  was  that  information  could  be  encoded  into  signals. 
Twenty  years  later,  in  the  hands  of  researcher  Claude 
Shannon,  that  discovery  led  to  the  formulation 
of  information  theory,  which  is  the  basis  for 
the  Internet  and  all  modem  communications. 
joftr-iffic  Nyquist's  second  discovery  was  just  as 

;  important.  Intrigued  by  feedback  loops,  he  set 

out  to  determine  when  such  a  loop  reached  a 
balance — that  is,  when  it  became  stable.  This 
discovery  was  not  only  important  in  itself  (as  it 
established  when  any  system,  from  a  robot  to  an 
assembly  line  to  a  biosphere,  could  run  auton- 
'2  omously)  but  turned  inside  out 

abs  announces 
t  2  56  terabytes  of  data 
second  over  a  distance  of  2.500 
miles — the  equivalent  of  sending  the 

contents  of  2360.000  novels  every  second 

across  the  US  (One  terabyte  is  a  little 
12  over  I  trillion  bits  of  data.) 

:ost  of 
ig  I  gigabyte 
i  to  $2,53 


)2' 

Ximber  of 

let  users  worldwide 

les  544  million. 


)2 

fjest  estimies 

will  be  590  million 

wireless  subscnbers  -MDrldwide 
eend  of  the  year. 


Hies 


also  could  be  used  to  predict  where  the  other  target  point  on 
the  loop  should  be.  This  in  turn  led  to  every  major  weapons 
breakthrough  of  World  War  II,  from  radar- targeted  weapons 
to  submarine  sonar  to  the  proximity  fuze. 

Two  new  geniuses  appeared  in  the  late  1940s  to  build  on 
the  work  of  Nyquist  and  Shannon.  One  of  them,  John  von 
Neumann,  was  one  of  the  fathers  of  modern  software.  The 
other,  Norbert  Wiener,  founded  the  new  field  of  thinking 
machines,  which  he  dubbed  cybernetics. 

But  the  goals  of  the  cybernetics  revolution  of  the  1940s 
and  the  ensuing  celebrated  work  in  artificial  intelligence  in 
the  1980s  proved  elusive,  in  large  part  because  the  machines 
had  few  means  to  interact  with  the  natural  world,  a  prereq- 
uisite of  effective  feedback. 

"Evolution  is  a  punctuated  process,"  says  Caltech's  Mead.  "We 
are  quickly  coming  to  a  place  where  we  have  so  much  intelligence 
in  things  that  they  will  start  taking  on  characteristics  you  might 
have  thought  were  only  found  in  living  organisms.  When  that 
happens,  there  will  be  no  shortage  of  great  new  products." 

That  brings  us  to  the  most  sensitive — and  compelling — 
feedback  system  of  all:  the  human  brain.  The  dream  of 
cybernetics  and  artificial  intelligence,  that  of  bringing  intel- 
ligence to  nonliving  systems,  remains  undiminished.  We 
have  both  a  new  approach — feedback — and  an  array  of 
powerful  new  tools  to  attack  the  challenge.  Can  we  solve 
the  riddle  of  machine  intelligence  this  time? 

First  some  background:  Feedback  loops  come  in  two 
forms,  misleadingly  named  positive  and  negative.  Negative 
feedback  loops  are  usually  the  better  kind:  By  subtracting 
error  with  each  cycle,  they  move  toward  balance  and  stasis. 
A  classic  negative  feedback  loop  is  a  thermostat,  which  cools 
or  heats  a  room  to  maintain  a  predetermined  temperature. 
The  negative  feedback  loop  we  know  best  is  called  homeo- 
stasis, the  body's  system  for  keeping  itself  chemically  and 
temperature  balanced. 

Nature,  too,  appears  to  be  a  negative  feedback  loop,  con- 
stantly reasserting  stability  across  the  planet. 

Positive  feedback  loops,  by  comparison,  add  the  variations 
of  each  cycle.  As  a  result,  they  can  become  dangerous  as  their 
effects  mount  with  each  event.  Drug  addiction  is  a  positive 
feedback  loop.  So  are  shock,  hypothermia,  and  heatstroke. 

So,  negative  feedback  is  good,  positive  feedback  bad?  It's 
not  so  simple.  If  the  world  were  made  up  o{  only  negative 
feedback  loops,  it  would  quickly  settle  into  stasis,  unchang- 
ing and  vulnerable  to  any  external  shock.  By  comparison, 
change — in  the  form  of  learning,  interacting,  and  organiz- 
ing, the  kinds  of  activity  we  often  think  of  as  social — is  the 
province  of  positive  feedback. 

But,  as  we  just  said,  positive  feedback  can  be  a  very  nasty 
business.  So  how  does  the  brain  process  it?  The  answer,  being 
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uncovered  by  researchers  such  as  Terry  Sej- 
nowski  of  the  Salk  Institute  in  La  Jolla, 
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California,  is  stunning.  To  understand  it, 
you  must  begin  by  abandoning  almost 
everything  you  were  ever  taught  about 
the  human  nervous  system. 

The  classic  explanation  goes  like 
this:  You  prick  your  finger,  which  irri- 
tates the  nerve  endings  at  the  site  of  the 
wound.  These  inflamed  nerves  fire  off 
electrical  signals,  which  travel  up  the  larger 
nerve  pathways  to  your  brain,  where  they  are 
decoded  as  pain.  The  brain,  itself  a  bundle  of 
nerves,  responds  by  sending  a  message  back  down  a  nerve 
path  to  the  muscles  in  the  finger,  ordering  them  to  contract 
and  pull  the  finger  away. 

It  appears  mechanically  straightforward.  But  the  clue  that 
it  might  not  be  so  direct  comes  from  a  simple  but  shocking 
fact:  In  many  of  those  nerve  pathways,  there  are  at  least  as 
many  nerves  heading  toward  the  senses  as  there  are  heading 
away  from  them  toward  the  brain.  This  suggests  a  much 
tighter  and  faster  feedback  loop  than  anyone  imagined. 

So  what's  going  on?  Nobody's  quite  sure.  But  one  strong 
possibility  is  that  even  as  the  senses  are  telling  the  brain 
what  they  are  encountering,  the  brain  is  telling  them  what 
they  should  be  experiencing. 

Grand  compares  this  to  a  virtual  reality  system.  The 
world  is  so  complex  that  the  human  brain  cannot  deal  with 
it  directly.  So  instead,  based  on  the  information  fliowing  in 
from  the  senses,  the  brain  constructs,  in  real  time,  a  simpli- 
fied and  weighted  view  of  the  world,  one  that  picks  out  the 
important  things  from  this  infinite  field  of  data.  It  is  this 
vision  of  reality  that  the  brain  sends  back  out  to  the  senses. 
"Brains  are  really  billions  of  feedback  loops,"  he  says. 

But  that's  only  half  the  story.  This  ongoing  project  in  our 
brains  of  perfecting  our  image  of  reality — one  remarkably 
like  a  supercharged  version  of  Amazon.com's  algorithm— is 
the  brain's  day  job. 

Then  comes  sleep,  says  Sejnowski,  "and  all  hell  breaks 
loose.  There  are  all  sorts  of  high-amplitude,  low-frequency 
oscillations  in  the  brain,"  indicating  positive  feedback  loops. 
In  the  classic,  simpleminded  t.xplanation,  sleep  is  merely  the 
tired  brain  recharging  its  batteries.  But  brain  scans  sht)w  just 
the  opposite:  The  sleeping  brain  is  a  whirlwind  of  actnity. 

One  possible  answer,  suggested  by  Sejnowski's  research,  is 
that  the  brain — especially  the  cerebellum,  that  repository-  of 
all  sensory  input  from  the  body — ^embarks  nightly  on  a  per- 
ilous journey.  That  is,  it  uses  dangerous  positive  feedback  loops 
to  reintegrate  and  recalibrate  its  different  components  to  con- 
struct— or  reconstruct — a  new,  more  finely  tuned  vision  of  the 
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outside  world.  "I  think  most  of  what  the  brain 
does  is  build  models  and  test  them  against 
the  world,"  he  says,  adding,  "The  brain  is 
really  playing  with  fire."  Mysteriously, 
the  brain  somehow  has  the  processes  it 
needs  to  harness  those  positive  loop§ 
before  they  spin  out  of  control.  1 

"That's  one  of  the  great  beauties  ol 
nature,"  says  Sejnowski.  "It  takes  mis- 
takes and  turns  them  into  usefijl  features.' 
Nevertheless,  it  must  always  be  dange^^ 
ous,  this  high-risk  bargain  that  sentient  being? 
have  made  for  their  intelligence.  But  there  appear; 
to  be  no  other  way:  Stay  awake  for  several  days,  and  youi 
"movie"  of  the  world  quickly  becomes  unmoored  fi-om  reality: 
As  your  sleep  deprivation  deepens,  your  judgment  grows  pooi 
and  you  behave  irrationally.  Next,  you  begin  to  hallucinate 
Finally,  you  sink  into  severe  mental  disorientation  and  a  com 
atose  state  that  may  eventually  result  in  death. 
You  have  just  been  killed  by  too  much  balance. 

Go  with  the  Flow 

As  feedback  becomes  the  defining  metaphor  of  our  time' 
each  of  us  will  be  asked  to  do  something  that  goes  agains^ 
the  grain  of  our  humanity.  We  will  be  asked  to  surrender. 

Surrender  to  machines  reacting  to  the  world  far  quicke 
than  we  are.  Entrust  our  fate  to  self-correcting,  adaptive  sys 
terns  capable  of  doing  what  we  cannot.  In  the  most  extrem 
case,  there  are  the  Formula  One  drivers,  whose  lives  depend  oi 
the  ability  of  their  cars'  computer  systems  to  control  accelera 
tion,  shifting,  cornering,  and  traction  at  crucial  times  in  race; 
particularly  during  rainy  conditions.  Most  of  us  will  never  fac 
that  situation,  but  as  fast  feedback  loops  become  more  per\-f 
sive,  each  day  will  be  filled  with  endless  small  moments  of  risl 
trust,  and  surrender.  For  us,  the  first  generation  of  citizens  i 
Feedback  Universe,  this  won't  be  easy.  Says  Grand,  "Th 
watchword  for  the  21st  century  is  'Give  up  control.'" 

Dean  Kamen's  celebrated  Segway  scooter  offers  a  glimp? 
of  what  this  means.  Says  Carver  Mead,  "What's  neat  aboi 
Dean's  invention  is  that  it  deals  with  balance,  one  of  the  sin 
pier  sensing  systems,  so  he  can  give  you  a  very  sophisticate 
experience.  You  can  feel  what  a  feedback  loop  can  do." 

I  first  rode  a  Segway  in  a  New  York  City  television  studi 
after  a  network  shoot.  I'd  brought  my  10-year-old  son  alon 
and  Kamen,  spotting  us,  offered  us  each  a  ride. 

The  extraordinary  thing  about  the  Segway  when  you  fir 
encounter  it  is  its  stillness.  It  may  look  like  a  push  mow^ 
balanced  upright,  but  it  is  in  fact  a  powerful  negative  feei 
back  system  that  uses  microprocessors,  servomotors,  ar 
gyroscopes  to  constantly  maintain  its  balance.  Push  again 
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ts  handlebars  and  it  quickly,  almost  assertively,  rights  itself. 
^n  an  almost  biological  sense,  when  the  Segvvay  is  at  rest,  it 
s  in  fact  standing. 

I  climbed  aboard — and  instantly  the  scooter  began  to 
5uck  like  an  unbroken  horse,  swinging  back  and  forth  as  if 
:r\ing  to  fling  me  off.  "That  happens  a  lot  with  adults,"  said 
Camen.  "You  see,  both  you  and  Segway  are  trying  to  assert 
:ontrol."  His  soothing  tone  became  that  of  a  calming  thera- 
>ist.  "Now,  just  let  go.  Let  the  machine  take  over." 

I  relaxed  my  grip  on  the  handles.  Like  a  horse  that  real- 
les  it's  bearing  a  real  rider,  the  Segway  stopped  rocking  and 
:almed  again  in  perfect  balance.  "Good,"  said  Kamen  gently, 
IS  if  not  to  spook  his  prize.  "Now  don't  lean  forward,  but  just 
.hink  about  going  forward."  I  did. ..and  the  scooter  and  1 
iilently  rolled  forward  5  feet. 

It  was  an  odd  moment.  It  struck  me,  as  I  stood  there 
X)ised  on  the  slightly  wobbling  scooter,  that  1  too  had  suc- 
;eeded  by  subtraction.  TTiat  machine  had  agreed  to  work 
or  me  only  after  I'd  handed  over  to  it  everything  but  my 
vill.  But  willfulness,  and  the  consciousness  that  propels  it, 
nay  in  the  end  be  all  we  need.  In  theory,  Feedback  Universe 
iviW  be  a  wonderful  place,  full  of  harmony  and  balance, 
vhere  our  machines  increasingly  assume  the  endless  job  of 
;orrection  that  has  taken  up  most  of  our  time  throughout 
listory.  Stores  will  give  us  what  we  want,  monetary  accounts 


will  be  well  tended,  companies  will  never  again  be  caught  in 
unexpected  economic  downturns,  our  tools  and  toys  will  by 
the  day  grow  better  able  to  serve  us. 

Yet  for  all  of  its  appeal,  this  scenario  is  ultimately  terrify- 
ing. As  with  the  sleep-deprived  man,  too  much  balance  can 
be  deadly.  A  world  driven  by  negative  feedback  lapses  into 
inertia:  It  becomes  unchanging,  incapable  of  novelty,  vul- 
nerable to  shock.  When  Amazon.com  and  its  counterparts 
give  us  only  what  we  want,  how  will  we  ever  learn? 

What  Feedback  Universe  will  need  is  a  little  bit  of  dan- 
ger and  a  whole  lot  of  the  unexpected.  And  that's  where  we 
humans  come  in.  Says  Grand,  "It  will  be  a  matter  of  redis- 
covering our  self-confidence,  of  trusting  our  intuition."  We 
are  the  positive  feedback  loops  in  Feedback  Universe — the 
risk  takers,  the  hell-raisers,  the  source  of  progress.  Given 
this  new  blessing  of  harmony,  it  will  be  our  duty  to  make 
mischief.  And  who  better  to  do  the  job  than  the  species 
that  learned  better  than  any  other  how  to  harness  this  fire? 

1  climbed  off  the  Segway  and  my  son,  the  skateboarder/ 
snowboarder/Razor  rider,  climbed  aboard.  "Watch  this,"  said 
Kamen.  An  instant  later  my  son  shot  forward  20  feet, 
stopped  dead,  raced  backward  the  same  distance,  spun  the 
scooter  in  a  quick  360,  and  hopped  off. 

"Cool,"  he  said.  "1  wonder  how  fast  you  can  make 
it  go  " 


THE  ASAP 


Whether  it  tells  a  purchasing  man- 
iger  what  to  order  or  keeps  your 
light  on  schedule,  these  compa- 
iies'  feedback  systems  get  the  right 
nformation  to  the  right  people  at 
he  right  time,  and  have  bottom-line 
esults  to  show  for  it 


Delta  Air  Lines  (DAL) 
Atlanta,  Georgia 
2001  revenues:  $13.9  blllien 
Delta's  software  system  tracks  its 
^846  daily  flights  and  displays 
heir  status  in  real  time  on  high- 
lefinition  plasma  screens  at  its 
jates.  Customers  can  immedi- 
ately find  out  about  delays  or 
jate  changes,  and  employees  can 
quickly  redirect  key  components 
ike  luggage,  food  service,  and  flight 
:rews  when  necessary.  This  has 
shortened  turnaround  times  and 
helped  the  airline  receive  a  l4o.  1 
customer  loyalty  rating  by  market 
research  firm  Brand  Keys. 

Wal-Mart  Stores  (WMT) 
Bentonville,  Arkansas 
2001  revenues:  $219.8  billion 
The  retailer  uses  an  "active  data 


warehousing  system,"  which  lets 
stores  respond  In  real  time  to 
changes  in  customer  buying  behav- 
ior. On  September  12,  2001,  for 
instance,  the  system  picked  up  the 
increase  in  flag  sales  and  within 
hours  placed  orders  to  buy  up  the 
inventory  of  flag  suppliers,  leaving 
competitors  in  the  dust 

Dell  Computer  (DELL) 
Round  Rock,  Texas 
2001  revenues:  $31.2  billion 
The  industry-leading  PC  maker's 
"demand  supply"  project  lets  employ- 
ees view  real-time  customer  orders 
and  pull  all  of  their  required  com- 
ponents into  the  manufacturing 
process  every  two  hours.  Dell's  sup- 
pliers also  can  view  and  respond  to 
its  real-time  material  requirements 
online.  The  project  has  reduced 


on-hand  inventory  by  20%  and  is 
expected  to  produce  a  fivefold  return 
on  investment  by  the  end  of  2003. 

Microsoft  (MSFT) 
Redmond,  Washington 
2001  revenues:  $25.3  billion 
When  problems  occur  on  the  Win- 
dows XP  operating  system,  users 
are  given  the  option  to  send  an 
error  report  automatically  to  Micro- 
soft via  the  Internet  The  company 
then  responds  with  Instructions  for 
fixing  or  working  around  the  prob- 
lem. The  system  has  raised  privacy 
concerns,  but  the  upside  is  that  it 
lets  the  software  giant  eliminate 
bugs  by  observing  the  problems 
that  arise  in  unique  computing  envi- 
ronments and  ensure  more  reliable 
software  in  the  future. 

MICHAaeOLAND 
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EVERY  SUMMER,  MILLIONS  OF  HATCHLING 
loggerhead  sea  turtles  emerge  from  their  underground  nests 
on  beaches  along  the  east  coast  of  Florida  and  toddle  to  the 
sea.  About  the  size  of  a  child's  hand,  the  infants  have  never 
swum.  Yet  they  head  immediately  for  open  water  and,  over 
the  next  few  years,  make  a  great  circular  journey  encompass- 
ing much  of  the  North  Atlantic  before  returning  as  adults  to 
their  natal  beaches.  This  long-distance  migration  is  among 
the  most  remarkable  feats  of  animal  navigation  known,  rival- 
ing the  north-south  migrations  of  monarch  butterflies,  hump- 
back whales,  and  Arctic  terns.  Until  the  past  several  years, 
not  much  was  known  about  how  young  sea  turtles  navigate. 
Now,  scientists  believe  the  reptiles  possess  sophisticated 
guidance  systems  enabling  them  to  detect  subtle  differences 
in  the  Earth's  magnetic  fields  as  they  find  their  way  across 
enormous  expanses  of  seemingly  featureless  ocean. 

MOTHER 

KNOWS  BEST 

IMriATING  NATURE  IS  THE  SINCEREST  FORM 
OF  FLATTERY  BY  RICHARD  MARTIN 


UNITED  STATES 


MEXICO 
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As  they  swim,  the  baby  loggerheads  use  the  angles  of 
inclination  of  regional  magnetic  fields  to  orient  themselves 
and  remain  within  the  North  Atlantic  gyre,  the  great  circular 
current  system  that  includes  the  Gulf  Stream.  It's  a  perfect 
information-feedback  loop:  As  the  turtles  swim,  their  position 
in  relation  to  the  magnetic  field  changes.  As  their  position 
changes,  they  detect  new  information — i.e.,  the  inclination 
angles  and  intensity  of  the  magnetic  field — and  respond 
accordingly.  An  action  (moving  through  the  ocean)  produces 
data  (magnetic  field  detection)  that  modify  future  events  (the 
turtles'  migration).  Exactly  how  the  turtles  detect  the  mag- 
netic fields  remains  unknown.  But  it's  clear  that  over  eons  of 
evolution,  sea  turtles,  like  many  other  creatures,  have  per- 
fected a  feedback  loop  that  helps  ensure  each  species'  survival. 

The  ability  to  sense  magnetic  fields  has  been  found  in 
creatures  from  salamanders  to  sea  slugs  to  spiny  lobsters. 
Even  certain  bacteria  tend  to  align  themselves  along  mag- 
netic field  lines.  But  magnetism  is  hardly  the  only  source  of 
natural  feedback.  Nature  has  evolved  countless  models  of 
near-perfect  feedback  machines.  Bees,  with  a  brain  the  size 
of  a  grass  seed,  respond  to  visual  cues  in  the  environment  on 
their  reconnaissance  flights,  while  sharks  can  sense  minute 
changes  in  underwater  electrical  fields  with  specialized 
organs  called  the  ampullae  of  Lorenzini.  Humpback  whales 
"sing"  across  hundreds  and  possibly  thousands  of  miles  of 
ocean,  and  these  eerie  vocalizations  give  them  clues  to  the 
presence  and  location  of  fellow  whales. 

In  the  past  several  years,  scientists  studying  an  astonishing 
range  of  phenomena,  from  honeybee  dances  to  the  growth  of 
cancer  cells,  have  discovered  that  sophisticated  feedback  loops 
pervade  the  natural  world.  The  growing  understanding  of  such 
loops,  and  their  importance  to  evolution,  has  not  only  fueled 
advances  in  biology  but  also  spawned  a  range  of  attempts  to 
reproduce  them,  in  applications  from  neural  networks  to  cancer 
therapy.  The  new  study  and  application  of  biological  feedback 
loops  form  an  important  part  of  the  new  field  of  "biomimesis": 
imitating  natural  mechanisms  in  human  technology. 

At  the  cellular  and  molecular  levels,  feedback  loops 
are  fundamentally  "the  language  of  biology,"  observes 
Minoo  Dastoor,  senior 
adviser  to  NASA's 
Office  of  Aerospace 
Technology.  "Biology 
at  a  molecular  level 
generally  monitors  its 
environment  by  using 
tactile  feedback,  [such 
as]  the  shape  and  size 
of  molecules  and  elec- 
trical charges." 


lYom  Deep  Sea  to  Deep  Space 


UNDERWATER  NAVIGATION 

The  fish  lateral  line  (red)  consists 
of  neuromasts,  which  are  itiade  /^ 
up  of  tiny  hair-cell  receptors    / 
that  flip  back  and  fcrth.  The  C^^    . 
hair-cell  movemeorjiroduces 
data  that  enable  fish  to  survive    \^ 
and  navigate  underwater 


Among  nature's  most  remarkable  feedback  mechanisms  is  a; 
kind  of  sixth  sense  called  the  lateral  line  system,  present  inj 
fist^nd  in  some  amphibians,  to  detect  and  respond  to  the 
flo^W  water  around  their  bodies.  j 

Arrayed  along  the  length  of  the  fish's  body  and  sometimes  j 
clustered  near  the  eyes,  the  lateral  line  system  consists  of  mul-| 
ticellular  organs  called  neuromasts,  which  in  turn  contain  a 
strip  of  haiisGeJlieceptors.  The  hair  cells  move  back  and  forth  i 
in  response  to  the  water's  flow,  producing  data  that  allow  the 
fish  to  orient  itself  in  relation  to  the  current,  navigate  throught 
murky  waters,  and  detect  obstacles.  Some  fish,  such  as  the) 
Antarctic  Pagothenia  borchgrevinki,  even  use  their  laterals 
line  to  find  planktonic  prey.  It's  easy  to  think  of  these  hairi 
cells  as  miniature  binary  circuits:  Each  cell  is  polarized  so  that« 
bending  in  one  way  depolarizes  the  cell,  and  in  the  opposite 
direction  hyperpolarizes  it.  On-off,  positive-negative,  one-i 
zero:  thousands  of  little  feedback  loops,  distributed  across  thei 
body  of  some  of  the  most  primitive  creatures  in  the  ocean.     > 

Professor  Fred  Delcomyn,  an  expert  on  insect  neurobiology! 
at  the  University  of  Illinois  at  Urbana-Champaign,  and  his  col-l 
league  Chang  Liu,  an  assistant  professor  of  electrical  and  com-i 
puter  engineering,  are  working  on  an  artificial  lateral  line  system 
that  will  be  tested  on  a  prototype  underwater  vehicle  being  builti 
at  MIT.  Their  work  is  an  offshoot  of  the  burgeoning  field  of; 
MEMS,  micro-electro-mechanical  systems.  MEMS  developed 
out  of  integrated-circuit  technology,  with  a  crucial  difference: 
Although  integrated  circuits  concentrate  on  signal  processing, 
MEMS  devices  are  designed  as  sensors  or  actuators,  sometimes 
both.  In  other  words,  they  are  designed  to  interact  with  and 
respond  to  the  world  around  them,  not  just  the  closed  world  of  a 
computer  drive.  In  terms  of  the  human  body,  Liu  explains,  "the 
integrated  circuit  would  be  the  brain,  while  MEMS  would  be  the 
eyes,  the  skin,  the  parts  that  sense  and  move." 

MEMS  technology  promises  rapid  advances  in  remote 
sensing,  robotics,  and  other  fields  in  which  machines  need  tc 
adapt  and  respond  to  their  environment.  NASA's  biomimetic 
research,  for  example,  may  one  day  produce  space-traveling 

sensors  that  can  self- 


,  ,„  ,,,  neurom 
AW  haitvcell 
"■"^■^■■^   receptors 


assemble  in  a  directed  way 
Imagine  a  probe  that  coulc 
land  on  another  planet 
sense  its  environment,  anc 
assemble  itself  to  carry  out 
the  tasks  for  which  it  wa; 
programmed  by  earthb 
researchers.  Says  Dastoor 
"Future  missions  of  N  AS/ 
will  require  systems  tha 
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lave  characteristics  such  as  evolvabihty,  self-repair,  frugality  in 
:erms  of  energy-  expenditure,  and  high  intelligence  per  given 
nass.  All  of  these  are  characteristics  of  biological  systems." 

\  New  Weapon  Against  HIV 

Feedback  loops  will  be  able  to  produce  machines  that  can 
lisemblc  th^jnselves  and  respond  to  their  environment, 
biotechnology  researchers,  on  the  other  hand,  are  on  the 
erge  ot  nwducing  smart  vaccines  and  anticancer  drugs  that 
ouid  p^Witially  save  tens  of  thousands  of  lives. 

At  t:  e  14th  International  AIDS  Conference  in  Barcelona 
n  July,  researchers  announced  that  the  U.S.  and  Thai 
"— eoMients  would  shortly  begin  the  largest  trial  yet  of  an 
S  vaccine,  testing  a  combination  of  vaccines  on  more 
han  16,000  Thai  subjects.  Dr.  Donald  Francis,  cofounder 
ind  president  of  VaxGen,  the  maker  of  one  of  the  vaccines  in 
lie  study,  caused  a  stir  when  he  said  that  a  vaccine  could  be 
ivailable  as  early  as  2005.  Having  helped  eradicate  small- 
x>x  as  a  young  scientist  in  Africa  in  the  1970s,  Francis  is 
)ne  of  the  world's  preeminent  retrovirologists.  But  some  of 
lis  peers  have  doubts  that  an  AIDS  preventative  can  be 
leveloped  so  soon.  As  Peggy  Johnston,  associate  director  for 
/accine  and  Prevention  Research  at  the  National  Institute 
)f  Allergy  and  Infectious  Diseases,  points  out,  it's  unclear 
vhether  any  vaccine  can  block  all  forms  of  the  virus.  The 
jroblem  is  viral  diversity:  There  are  at  least  nine  subtypes 
)f  HIV  and  countless  variants  within  each  subtype.  HIV 
ilso  has  a  fiendish  ability  to  outwit  drugs  or  antibodies  that 
ittempt  to  halt  its  propagation. 

This,  of  course,  is  the  deadly  genius  of  viruses.  Viruses  are 
essentially  a  simple  parasite  consisting  only  of  an  envelope  that 
;ontains  genetic  material  ready  for  transportation  from  one  host 
o  another.  They  can  reproduce  only  after  infecting  a  host  cell. 
5ut  viruses  that  target  the  immune  system,  such  as  HIV,  which 
:auses  AIDS,  have  evolved  sophisticated  feedback  loops  that 
dIcRv  them  to  mutate  in  response  to  the  immune  system's  defen- 
sive response.  That's  why  almost  80%  of  Americans  who  have 
seen  on  the  "cocktail"  of  drugs  known  as  "highly  active  anti- 
"etroviral  therapy,"  and  who  still  have  measurable  HIV  in 
lieir  blood,  now  carry  resistant  strains  of  the  virus  in  their 
bloodstream.  It's  also  why  Francis  muted  expectations  for  his 
/accine  by  adding  that  a  drug  that  prevented  AIDS  in  even  30% 
)f  patients  would  be  a  significant  achievement. 

The  problem  with  cancer  is  the  converse:  Because  the 
:ancer  cells  are  self-generated  tissue,  not  unlike  other  tissue 
except  that  they  lack  governors  on  their  growth,  the  body's 
mmune  system  tolerates  the  emergence  of  tumors  because  it 
'reads"  them  as  benign — or  on  the  home  team,  as  it  were. 
Some  of  the  most  promising  cancer  research  focuses  on 
mmunotherapy  that  will  help  the  patient's  own  defenses 


recognize  and  halt  the  runaway  growth  of  tumors. 

Philip  S.  Low,  the  Joseph  F.  Foster  Distinguished  Professor 
of  Chemistry  at  Purdue  University,  has  for  years  been  study- 
ing the  affinity  of  many  types  of  cancer  cells  for  folate — a 
water-soluble  B  vitamin  that  the  cancer  uses  to  grow.  In  1996 
he  formed  a  company  called  Endocyte  to  develop  and  market 
vitamin-based  cancer  therapies.  Along  with  former  graduate 
student  Christopher  Leamon,  Low  has  developed  a  "Trojan 
horse"  therapeutic  approach  called  folate-targeted  immuno- 
therapy, which  exploits  tumors'  reliance  on  folate  to  slip  in 
anticancer  agents  along  with  the  folate  molecules  absorbed 
by  the  cancer.  In  an  even  more  ingenious  strategy,  Low  and 
Leamon  devised  a  way  to  use  folate  cells  as  a  beacon  attached 
to  the  cancer  cells,  to  alert  the  immune  system  and  generate 
a  defensive  response.  Another  perfect  feedback  loop:  The 
physician  vaccinates  the  cancer  patient  against  a  hapten  (a 
small,  inert  organic  chemical),  for  instance,  and  the  body 
generates  antibodies  to  destroy  the  hapten  and  the  tumor 
hosting  it.  Then  folate  molecules  with  the  hapten  attached 
are  injected,  and  the  cancer  cells  eagerly  gobble  them  up. 
Now  the  immune  system  can  "see"  the  cancer  and  attack  it 
along  with  the  hapten,  for  which  it's  already  been  vaccinated. 

Even  more  striking  is  that  the  immune  system  seems  to 
remember  the  cancer  cells  it's  battled  previously.  Researchers 
testing  mice  that  had  been  cured  of  tumors  using  the  folate- 
based  therapy  later  reinjected  the  same  line  of  tumor  cells— 
and  the  rodents  fought  off  the  cancer  with  no  further  therapy. 
Faced  with  a  "re-challenge,"  as  the  scientists  call  it,  the  mice's 
immune  systems  again  recognized  the  tumors  and  suppressed 
them.  The  feedback  loop  was  complete. 

Endocyte  hopes  to  begin  clinical  trials  of  the  folate-based 
immunotherapy  called  Folatelmmune  by  December.  If  all  goes 
well,  the  new  therapy  could  be  widely  available  within  a  few 
years.  Many  researchers  believe  we  are  on  the  verge  of  a  new 
era  of  immunotherapies  that  make  use  of  similar  feedback 
loops.  The  opposite  of  brute-force  medicines  that  rely  on 
drugs  foreign  to  the  body  to  attack  disease,  these  therapies 
harness  biological  feedback  loops  to  enable  the  body  to  heal 
itself.  It's  a  spontaneous,  observant  form  of  science,  one  that 
requires  not  only  new  ways  of  understanding  the  natural  world 
but  also  new  ways  of  harmonizing  with  it. 

Humans  already  have  set  in  motion  other,  less  benign  feed- 
back mechanisms  in  nature:  the  awful  positive  feedback  of 
nuclear  fission,  for  instance,  and  the  inexorable  loop  of  global 
warming.  Given  these,  it  is  perhaps  a  form  of  grace  that  we  are 
now  learning  the  discipline  of  natural  feedback  loops  that  can 
be  controlled  and  made  constructive,  attending  to  the  order 
found  in  nature  rather  than  imposing  our  own. 


Richard  Martin  is  a  freelance  writer  living  in  Boulder,  Colorado. 
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vox  UNPOPUU 

EMPLOYEE  COMPLAINT  BOXES  ARE  A  WASTE  OF  TIME.  IF  YOU  REALLY  WANT  TO 
TORPEDO  A  COMPANY,  YOU'VE  GOT  TO  START  A  WEB  SITE.  BY  JOSH  McHUGH 


QI^NSIDE  THE  CHURCH  AT  WITTENBERG 

>ctober  31,  1517,  might  have  thought  from  the 

Saxon  hordes  had  risen  up  to  retake  Europe. 

I't  have  been  that  far  off.  Although  the  pound- 

t lurch  door  was  just  the  local  vicar  nailing  up 
ts  as  an  invitation  to  public  debate,  that  vicar 
Martin  Luther,  and  with  those  pamphlets  he 
ended  up  dealing  a  bigger  blow  to  the  Holy  Romarj  Empire 
than  the  barbarians  ever  did. 

Luther's  95  Theses,  railing  against  the  Catholic  Church's 
practice  of  raising  money  by  selling  "Get  out  of  hell  free" 
cards  (known  as  indulgences),  might  have  been  construed  as 
constructive  criticism — standard  feedback — had  he  simply 
sent  them  as  an  interparish  memo  to  the  regional  papal  legate. 
But  two  factors  put  Luther's  act  squarely  in  subversive  terri- 
tory. One:  He  nailed  the  theses  to  the  door  of  the  very  church 
whose  doctrines  they  called  into  question.  Two:  Thanks  to  the 
recent  invention  of  the  printing  press,  the  95  Theses  were 
soon  in  the  hands  of  churchgoers  all  over  Germany  and,  not 
long  after  that,  throughout  the  Holy  Roman  Empire. 

Through  the  ages,  most  institutions,  whether  religious, 
political,  cultural,  or  commercial,  have  offered  their  indivi- 
dual constituents  at  least  token  methods  to  suggest  improve- 
ments or  submit  criticism.  Even  the  most  self-distancing 
despot  knows  it's  wise  to  keep  tabs  on  the  mood  of  his  sub- 
jects. But  institutions  generally  supply  such  limited  feedback 
tools — customer  satisfaction  surveys,  toll-free  suggestion 


lines,  midterm  elections — that  anyone  trying  to  effect  seri- 
ous change  must  find  nonsanctioned  avenues  of  expression. 
Precious  few  revolutions  have  started  in  a  suggestion  box. 
In  fact,  the  less  receptive  an  institution  is  to  input  from  its 
constituency,  the  more  creative  and  determined  that  constitu- 
ency becomes  in  expressing  its  dissatisfaction.  The  Boston 
Tea  Party  comes  to  mind. 

Although  he  didn't  intend  to  start  the  Reformation  at  the 
time,  Luther's  techniques  provided  a  basic  blueprint  for  future 
generations  of  motivated  malcontents.  First,  hijack  the  insti- 
tution's preferred  venue  for  getting  out  its  message.  Second, 
spread  the  word  about  your  dissent  as  far  and  wide  as  possible. 

Marcel  Duchamp  and  his  cronies  in  the  Dada  art  move- 
ment leading  up  to  1920  had  some  feedback  for  the  art 
establishment:  We  don't  like  your  narrow  definition  of  art. 
Duchamp  delivered  the  message  by  painting  a  graffiti-style  mus- 
tache and  goatee  on  a  replica  of  the  Mona  Lisa,  the  foremost 
painting  in  the  art  pantheon,  and  by  putting  humble  every- 
day items — a  bottle  rack,  a  bicycle  wheel,  a  urinal — on 
display  as  objects  of  art.  At  first,  Dadaist  events  were  con- 
demned by  the  traditional  art  community  and  sometimes 
raided  by  the  police,  all  of  which  brought  widespread  press 
coverage.  Eventually,  the  Dadaist  stand  became  more  than  a 
subversive  message.  It  actually  subverted  the  establishment's 
view  of  what  constitutes  art.  Some  80  years  later  Duchamp 's 
mustachioed  Mona  Lisa  and  the  urinal  (titled  Fountain  and 
signed  "R.  Mutt,"  his  nom  de  guerre)  can  be  seen  at  some  of 
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the  world's  most  prestigious  art  museums. 

In  a  time  when  networks  of  all  kinds  offer  rebels  almost 
limitless  distribution  opportunities,  institutions  need  to  tread 
more  carefully  than  ever  when  reacting  to  subversive  feed- 
back. In  1999,  3Com  ran  an  ad  in  magazines  and  on  bill- 
boards depicting  a  naked  woman  seated  on  the  ground  with 
her  knees  drawn  up  to  her  chest  and  a  strategically  placed 
Palm  handheld  blocking  her  private  parts  from  view.  The 
text  superimposed  on  the  image  read:  "Simply  Palm." 

Many  thought  the  ad  was  in  poor  taste,  including  Web 
designer  Jason  Kottke,  who  used  Adobe  Photoshop  to  create 
a  nearly  identical  image,  but  with  the  Palm  placed  elsewhere, 
leaving  the  model  (in  this  case  an 
image  downloaded  from  an  X-rated  site) 
exposed.  Written  in  the  same  font  used 
in  the  3Com  ad,  the  text  of  Kottke's 
parody  read  "Simply  Pom." 

Kottke  emailed  his  ad  to  a  few  dozen  fellow  Web  design- 
ers and  posted  it  on  his  Web  site.  The  episode  would  have 
ended  there,  but  someone  at  3Com  got  wind  of  the  gag, 
checked  Kottke's  site,  and  alerted  3Com's  legal  department. 
3Com's  lawyers,  in  standard  corporate  fashion,  contacted 
Kottke,  accusing  him  of  violating  3Com  trademarks  and 
threatening  legal  action.  Before  he  removed  the  ad  from  his 
site,  Kottke  alerted  his  friends  in  the  Web  design  community 
to  3Com's  heavy-handedness,  and  within  days  scores  of 
"mirrors,"  exact  replicas  of  Kottke's  parody,  had  popped  up 
all  over  the  Web.  Word  got  out.  News  outlets  started  picking 
up  the  story,  now  that  of  a  David-and-Goliath  cyberstruggle 
with  a  First  Amendment  twist.  Realizing  that  every  dollar  it 
spent  trying  to  stamp  out  the  fire  would  cost  it  several  more 
in  terms  of  its  public  image,  3Com  wisely  backed  down. 

Kalle  Lasn,  author  of  the  book  Culture  Jam  and  founder 
and  editor  in  chief  of  Adjusters,  a  slick  counter-corporate 
magazine,  instructs  readers  on  how  to  turn  marketing  tools 
against  the  corporate  interests  that  wield  them  by  creating 
and  airing  spoofs  of  print  and  television  advertisements.  Lasn 
even  has  his  own  advertising  agency,  Powershift,  which  cranks 
out  spoofs  of  corporate  logos  and  devilishly  polished  parodies 
of  ad  campaigns  for  products  like  Calvin  Klein's  Obsession 
fragrance  (a  sculpted  male  mode!  peeking  down  the  front  of 
his  own  briefs)  and  Absolut  Vodk;i  (.•  'vilted  Absolut  bottle 
accompanied  by  the  caption  "Absolut  i  lipotence"). 

Now  that  Adbusters  has  successful',  ^established  is  own 
antibrand  brand,  even  Adbusters  isn't  sase  from  the  lampoon. 
The  magazine  got  its  own  message  sub\'erted  when,  in  an 
attempt  to  co-opt  the  cool  counterculture  mojo,  a  print  ad  for 
American  Clothing  Co.  depicted  a  copy  of  the  magazine 
next  to  a  grungy  hipster  flaunting  American  Clothing's  wares. 

Although  most  subversive  feedback  stems  from  a  desire 


for  change,  Dan  Parisi,  a  Secaucus,  New  Jersey-based  lawyer, 
seems  to  regard  anticorporate  heckling  as  an  end 
in  itself.  Type  "gmsucks.com,"  "lockheedmartinsucks.com," 
"intelsucks.com,"  or  some  other  well-known  corporate  name 
with  sucks  as  a  suffix  into  your  browser,  and  chances  are 
you'll  be  redirected  to  Parisi's  site,  Sucks500.com.  The  site  is 
set  up  as  a  portal  for  aggregating  gripes  against  companies, 
politicians,  celebrities — even  the  City  of  Brotherly  Love. 

Parisi,  who  also  runs  a  porn  site  with  the  provocative 
URL  of  whitehouse.com,  has  used  his  legal  skills  to  turn 
back  attempts  by  powerhouses  such  as  Lockheed  Martin  and 
New  York  Mayor  Michael  Bloomberg  to  take  his  URLs  away 

from  him  Although  participation  in 
the  SuclcsSOO  forums  is  anemic,  Parisi  seems 
to  have  succeeded  in  advancing  his  primary 
cause:  defending  his  right  to  continually 
annoy  powerful  people  and  companies 

Jeremy  Cooperstock,  a  3 5 -year-old  professor  at  Montreal'!! 
McGill  University,  is  far  more  focused  than  Parisi.  Cooper 
stock  wrote  a  letter  to  United  Airlines  complaining  abou. 
shoddy  service  on  a  trip  he  took  to  Tokyo  in  1996.  Wherj 
United  delayed  getting  back  to  him,  Cooperstock  declarec 
war  on  the  company.  He  put  up  a  Web  page  parodying  thr 
airline — later  calling  it  Untied.com — on  his  college  servei| 
The  battle  escalated  when  United  contacted  the  Universitj 
of  Toronto,  where  Cooperstock  was  a  student  at  the  time 
He  put  the  site  up  on  his  own  server  and  in  the  five  year 
since  has  been  a  steadfast  thorn  in  United's  side,  solicitinr 
and  posting  complaints  from  fellow  sufferers  and  digging  u] 
internal  secrets  from  United  employees. 

Cooperstock  recently  received  copies  of  maintenanc 
reports  detailing  mechanical  problems  that  United  supei 
visors  allegedly  covered  up  in  order  to  get  a  flight  in  the  ai 
on  time.  The  reports  are  posted  on  the  site.  Untied.com  als 
has  gradually  become  a  forum  for  employee  grievance; 
and  United  brass  has  taken  notice;  server  logs  show  tha 
Untied.com  gets  more  Web  traffic  from  United  headquartei 
than  from  anywhere  else,  Cooperstock  says. 

If  United's  paying  attention  to  Cooperstock's  site,  is 
doing  anything  about  what  it  finds  there?  Soon  aftt 
Untied.com  berated  the  airline  for  asking  for  customt 
feedback  but  requiring  customers  to  use  a  toll  line.  Unite 
announced  a  toll-free  customer  suggestion  line.  Anotht 
time.  United  flight  attendants  alerted  Cooperstock  that  th 
airline  had  continued  to  require  them  to  stay  in  a  Los  Ang< 
les  hotel,  allegedly  in  which  a  flight  attendant  recently  ha 
been  raped.  Untied.com  ran  an  item  on  the  matter,  and  soo 
Cooperstock  heard  that  United  had  switched  to  a  differei 
hotel.  He  says  the  flight  attendants'  union  sent  him  a  letti 
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commending  him  for  his  key  role  in  persuading  United 
to  change  hotels. 

Cooperstock  remains  modest  about  his  role  in  the  gover- 
nance of  the  airline.  "Whether  they  made  the  changes 
because  of  my  efforts,  1  have  no  way  of  knowing,"  he  says. 

Although  most  provocateurs  like  Cooperstock 

settle  for  getting  a  message  across  or 

changing  the  status  quo,  it's  not 

impossible  to  make  money  with  subversive 

feedback.  Web  designer  Philip  Kaplan, 

aWaSn  in  news  of  faltering  dot-coms,  put  up  a  site  invit- 
ing employees  of  Web  companies  in  dire  straits  to  share  their 
stories.  The  site,  Fuckedcompany.com,  tapped  into  the  Zeit- 
geist at  the  perfect  time  and  became  an  instant  sensation. 
Dot-com  executives.  Wall  Street  analysts,  venture  capital- 
ists, and  schadenfreude  indulgers  everywhere  flocked  to  the 
site,  and  it  became  the  official  monitor  of  the  dot-com  deba- 
cle. Kaplan  unsuccessfully  put  the  site  up  for  sale  on  eBay, 
but  he  got  his  payday  in  the  form  of  a  six-figure  advance  on 
a  book  about  the  site. 

The  uppity  engineers  at  Junglee  crafted  a  Web-crawling 
price-comparison  system  in  1996  that  made  a  mockery  of 
the  marketing  efforts  of  high-profile  e-commerce  sites  like 
Amazon  and  Buy.com.  Shoppers  could  punch  the  name  of  a 
book,  a  kitchen  utensil,  a  PDA,  etc.,  into  the  corresponding 
Junglee  search  page  and  in  a  few  seconds  behold  a  listing  of 
all  the  places  on  the  Web  that  the  desired  object  was  avail- 
able, ranked  by  price.  Junglee's  system  sounds  simple 
enough,  but  it  completely  flew  in  the  face  of  the  standard 
late- 1990s  business  model  that  mandated  spending  truck- 
loads  of  venture  capital  or  IPO  booty  on  marketing — 
billboards,  decadent  launch  parties,  Super  Bowl  halftime 
ads,  etc. —  in  order  to  attract  Web  traffic.  Junglee's  system 
stipulates  that  all  you  had  to  do  was  offer  the  best  price,  and 
Junglee  would  send  consumers  stampeding  to  your  door. 
The  implicit  message  to  Web  retailers:  Your  marketing 
sleight-of-hand  isn't  fooling  us  anymore;  compete  on 
price  or  perish. 

The  key  to  success  for  Junglee,  of  course,  was  to  remain 
completely  independent — that  is,  willing  to  annoy  any 
purveyor  of  goods  on  the  Web,  no  mattci  how  powerful, 
by  undercutting  its  prices.  Junglee's  man;''_;ement  touted 
their  fierce  independence  right  up  to  th*      ly  in  August 


1998  when  Amazon  bought  the  company  i- 
million  in  stock.  Jeff  Bezos  is  no  fool:  A 
his  competitors  underprice  him  on  his  o\ 
few  months,  he  sent  Junglee's  creators  awa\ 


Imost  $190 

\'  Itching 

-     ■  for  a 

heir 


pockets  full,  took  their  nitty  system  down  to  a  Se  irU  pier, 


and  sent  it  to  the  bottom  of  Elliott  Bay.  '  | 

Among  engineers,  demonstrable  proof  carries  a  lot  more 
weight  than  rhetoric.  For  the  makers  of  software,  this  means 
that  technical  feedback  often  arrives  in  the  form  of  an  unso- 
licited technical  corrective — that  is,  a  hack.  Due 
partly  to  Microsoft's  continual  domination  of  the 
software  market  and  partly  to  its  fiercely  propri- 
etary way  of  doing  business,  code  jockeys  eagei 
to  demonstrate  their  prowess  tend  to  focus  theii 
energy  on  exposing  shortcomings  in  Microsoft 
products.  (One  of  the  best  things  about  using  an 
Apple  computer  is  never  having  to  worry  about 
email  viruses;  they  are  almost  always  designed  to  wreck  PCs 
running  Microsoft's  Windows  operating  system.) 

In  the  summer  of  1998,  the  hacking  collective  Cult  of  the 
Dead  Cow,  masquerading  as  a  demented  rap  group,  took  the 
stage  at  the  DefCon  convention  in  Las  Vegas  to  announce 
the  release  of  Back  Orifice,  named  as  a  play  on  Microsoft'^ 
Back  Office  software.  Back  Orifice,  a  technical  marvel,  gave 
its  user  complete  control  of  any  Windows-based  compute; 
via  the  activation  of  a  bit  of  "Trojan  horse"  code  disguised  a. 
an  innocuous  email  attachment.  Microsoft's  first  reactior 
was  to  deny  that  Back  Orifice,  which  Cult  of  the  Dead  Cov 
dryly  referred  to  as  a  "remote  administration  tool,"  worked 
Proved  wrong  by  numerous  security  experts,  Microsoft  even 
tually  issued  a  software  patch.  The  Cult  of  the  Dead  Cov 
maintains  that  the  patch  didn't  fix  the  vulnerability  comi 
pletely  and  cites  the  episode  as  a  prime  example  of  the  secu 
rity-last  philosophy  that  spurred  them  to  create  Back  Orific 
in  the  first  place. 

More  recently,  Cult  of  the  Dead  Cow,  through  a  sub 
sidiary  called  Hacktivismo,  has  focused  its  programmin 
prowess  on  software  that  can  help  give  a  voice  to  peopl 
living  in  countries  such  as  China  and  Saudi  Arabia,  wher 
Internet  use  is  restricted  and  monitored.  Hacktivismo 
latest  project  is  a  program  called  Camera/Shy,  which  allow 
computer  users  to  exchange  secret  messages  encoded  i 
seemingly  harmless  digital  images. 

While  conceding  that  terrorists  could  conceivably  u; 
the  technology,  Hacktivismo  spokesperson  Oxblood  Ruth 
counters  that  the  software  will  help  supporters  of  demo( 
racy  organize  and  stay  in  contact  with  one  another,  even  i 
fundamentalist  states  that  sponsor  anti-Western  terrorisi 
and  restrict  access  to  U.S.  Web  sites.  "We'll  be  pissir 
people  off  in  a  lot  of  those  countries,"  Ruffin  says.  N( 
exactly  the  95  Theses,  but  it's  a  start.  "^0 

]osh  McHug-h  is  a  freelance  ivriter  living  in  San  Francisco,  h 
work  has  appeared  in  Forbes  and  Wired  magazines.  He  regulai 
subverts  shoddy  PR  at  Buzzkiller.net. 
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How's  your  tech  integrity? 

Ever  since  Enron's  spectacular  demise, 
investors  have  been  preoccupied  with  the 
integrity  of  companies'  books.  But  what 
about  the  integrity  of  their  technology 
systems?  When  Best  of  The  Web  was 
founded  in  1999,  we  pledged  to  cut  through 
the  hype  and  clutter  to  give  you  informa- 
tion on  Web  technology  that  you  can  profit 
from.  In  our  third  annual  business-to- 
business  guide,  you  'II  find  four  case  studies 
of  companies  whose  internal  systems  were 
a  mess.  Now  since  turning  to  Web  tech- 
nology, they  are  increasing  productivity  \ 
and  getting  closer  to  their  customers.  GM's 
strides  in  real-time  collaboration,  for 
example,  are  now  producing  such  hits  as 
its  brawny  luxury  SUV,  the  Escalade.  Or 
read  about  how  New  Piper  Aircraft's  CRM 
nightmare  was  threatening  to  ground  it. 

Starting  on  page  5,  you'll  find  our 
editors'  picks  for  the  most  promising  B2B 
players  in  22  different  industries,  from 
content  management  and  security  to  aero- 
space and  trading  platforms.  You'll  notice 
that  our  list  has  evolved  with  the  times. 
Back  in  July  2000,  77%  of  our  picks  were 
B2B  marketplaces — a  reflection  of  the 
money  and  hope  pouring  into  Web 
trading.  Today  most  of  our  list  is  made  up 
of  software  providers  and  less  than  30% 
are  marketplaces. 

For  more  case  studies  and  an  expanded 
version  of  this  guide,  go  to  www.forbes- 
best.com.  There  you  will  find  profiles  of 
over  600  B2B  companies  in  39  different 
categories. 
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monitoc  PDA.  LCD  TV  or "" 


has  the    reliability,  clarity  and  quality  th 
expect  from  Samsung.  = 

wiseview  from  Samsung.  When  you're  looking  for  the 
perfect  view,  look  for  the  wisevfew  logo.  It's  flat  out  the 
clear  choice. 

For  more  information,  visit  us  at 
www.samsungTFTLCD.com 


AMSUNG  TFT  LCD 


SAMSUNG  DIGiTa/t. 

everyone's  invited. 
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The  buzz  over  B2B  has  faded  but  the  need  for  improving  business  processes  using  Web 
technology  hasnt.  Below  are  four  companies  that  are  profiting  from  a  technology  overhaul. 


COLLABORATION: 

GM  Moves  Into  the  Passing  Lane 

For  anyone  under  60,  Cadillac  has  been  in  the  slow  lane  for 
decades.  Then  a  year  ago  it  introduced  the  Escalade,  a  345-horse- 
power  SUV  that  now  commands  a  40%  share  of  the  luxury  utility 
market. 

The  Escalade— and  a  whole  lineup  of  buzz-worthy  new  vehi- 
cles, like  the  Chevy  Avalanche  and  the  Hummer  H2— reflects  an 
ongoing  turnaround  at  Cadillac's  parent  company,  General  Motors. 
Five  years  ago  GM's  cars  and  trucks  took  as  long  as  four  years  to  get 
to  market,  often  looking  stale  on  arrival.  Now,  thanks  to  aggressive 
outsourcing— and  Web-based  collaboration— the  time  from  draw- 
ing board  to  driveway  hovers  closer  to  18  months. 

In  fact,  with  its  technology  upgrade,  the  world's  largest  au- 
tomaker will  churn  out  new  or  redesigned  models  at  a  clip  of  one 
every  three  weeks  for  the  next  five  years. 

One  key  to  GM's  transformation  is  its  ability  to  collaborate  in 
real  time— both  across  its  many  internal  divisions  and  with  its 
9,000-plus  outside  suppliers.  Specifically,  says  Kevin  Prouty  of 
AMR  Research,  the  automaker  has  excelled  "in  the  turnaround  of 
engineering  and  design  documents." 

The  transformation  started  in  the  mid-1990s,  when  Internet 
bandwidth  was  increased.  The  fatter  pipes,  crucial  for  sharing  big 
design  files,  were  also  shared  with  key  suppliers.  Then  GM's  7000 
legacy  IT  systems  were  reduced  by  half  For  example,  before  1996, 
it  had  23  disparate  CAD  (computer  aided  design)  systems  in  use. 
The  engine  people  couldn't  share  drawings  electronically  with  the 
suspension  people  or  the  sheet-metal  people,  making  design  inte- 
gration a  tortuous  affair. 

So  GM  technologists  chose  Electronic  Data  Systems'  Unigraph- 
ics  as  its  standard  CAD  program,  allowing  3-D  design  documents  to 
be  shared  online  by  more  than  18,000  desij^.ners  and  engineers  at 
GM's  14  different  global  design  labs.  More  than  1,000  of  its  key  sup- 
pliers' engineers  were  also  hooked  up  with  the  EDS  software. 

Using  Unigraphics  and  Weu     nferencing  tools  like  Microsoft's 


NetMeeting  and  EDS'  eVis,  engineering  teams  have  radically  trans-i 
formed  the  vehicle  review  process.  "In  1990,  we  had  to  do  fronta 
crash  tests  on  the  Caprice  that  required  us  to  build  70  cars  and  crash, 
them,"  says  Maggie  Harder,  group  manager  of  engineering  process 
and  math  strategy.  "Each  of  these  vehicles,  using  prototypical  parts , 
costs  anywhere  from  a  half-million  to  a  million  dollars.  Now,  usinf. 
math-based  modeling  and  a  real-time  online  review  process,  we've  go , 
that  number  down  to  ten  cars.  The  rest  we  crash  virtually." 

GM's  important  suppliers  have  had  to  gear  up  or  get  out  of  thi^ 
way.  When  GM  asks  Johnson  Controls  for  a  target  cost  for  a  sea^ 
frame,  its  benchmarking  specifications  are  fed  directly  into  John 
son's  product  data  system.  It  uses  Unigraphics  along  with  its  owi 
collaboration  platform,  eMatrix.  "By  searching,  designing,  toolin 
and  testing  that  seat  frame  in  real  time  with  our  client,"  says  Joh 
Waraniak  of  Johnson,  "we  have  realized  savings  of  up  to  I0%." 

While  analysts  agree  that  the  impact  of  collaboration  on  GM 
bottom  line  is  hard  to  measure,  there  is  evidence  that  GM's  pre 
duction  process  has  been  streamlined.  For  the  first  six  months  c 
2002,  revenues  rose  6%  to  $94.5  billion,  while  2nd-quarter  earr 
ings  rose  from  $776  million  in  2001  to  $1.5  billion.  —  Missy  Sulliva 

CUSTOMER  RELATIONSHIP  MANAGEMENT:  \ 

New  Piper  Gets  Personal  \ 

A  decade  ago  Piper  Aircratt  was  nearly  dead.  It  was  makir 
fewer  than  50  planes  per  year,  had  just  $1,000  in  cash  and  nr 
$15  million  in  bank  debt.  But  then  a  former  riveter  named  Chin' 
Suma  took  over,  overhauled  the  factory  and  focused  on  qualil 
Last  year  the  Vero  Beach,  Fla.-based  company,  now  called  Ne  il 
Piper,  delivered  441  planes  and  took  in  $243  million  in  revenue'  i 
One  key  piece  of  this  turnaround  was  to  tighten  customer  co  i  is 
nections  to  stave  off  competitors  like  Cessna  and  Raytheon.    P 

Piper's  old  system  was  so  bad  that  it  used  the  FAA's  dal 
where  customer  records  were  thin  or  outdated.  Up  to  40%  oft 
data  was  useless. 

Accurate  owner  data  is  crucial  in  aircratt.  "If  a  pilot  crash^ 
plane,  you  can  be  involved  in  litigation,"  says  Jay  McDonald,  Ni  "* 
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per'sdirector  of  information  services.  "It  was  extremely  difficult  to 
jII  infonnation  together."  And,  Piper  couldn't  quickly  track  owner 
spections  or  issue  service  bulletins. 

"We  had  to  admit  to  ourselves  that  buyers  of  a  $20,000  car 
ere  getting  better  treatment  and  support  than  those  spending  a 
illion  dollars  for  an  airplane,"  says  Suma. 

So  New  Piper  bought  CRM-leader  Siebel  Systems'  MidMarket 
)ftware,  and  then  customized  it.  The  result?  A  program  called 
JLSE.  for  Piper  Unlimited  Liaison  via  Standards  of  Excellence. 
ie  CRM  system  cost  $284,000  and  was  installed  over  six  months, 
nee  Siebel  is  an  alliance  partner  with  IBM,  running  the  software 
1  New  Piper's  three  IBM  servers  was  a  breeze. 

Before  PULSE,  the  ll-person  call  center  stored  contacts  in  spi- 
I  notebooks  stuffed  into  dozens  of  file  cabinets.  "It'd  take  roughly 
)  minutes  to  get  contact  information  when  a  customer  called," 
lys  McDonald.  Today  Piper's  call  center  tracks  all  communica- 
ins  among  17  U.S.  dealers  and  70.000  customers— about  1,200 
Tionth.  Getting  contact  information  takes  less  than  a  minute.  And 
teractions  are  synchronized  over  Web,  telephone,  fax  and  e-mail. 

"We  make  modifications  where  they  make  sense.  We're  not 
king  the  human  touch  out,  though,"  says  Suma.  Handholding  cus- 
mers  is  key  to  beating  the  competition.  Piper's  typical  buyer  is 
5  to  60  years  old  and  is  entrepreneurial.  Many  have  never  owned 
alane.  New  Piper  reps  can  view  screens  with  an  owner's  name,  air- 
aft  serial  number  phone  number  and  address.  Also,  they  can  type 
snippets  of  conversation,  from  casual  to  important,  to  tighten 
mnections.  "As  chitchat  occurs,  we  can  pull  a  file  to  remember 
ntacts, "  says  McDonald.  "Then,  from  a  rapport  standpoint,  plane 
mers  know  they're  important." 

The  Siebel  installation  was  not  without  glitches.  In  the  begin- 
*ig,  New  Piper's  IT  people  began  changing  Siebel's  base  CRM 
ftware  before  they  actually  knew  how  it  worked.  Then  an  error  in 
s  code  set  up  queries  so  that  they  had  to  be  typed  in  capital  let- 
rs.  "That  was  difficult  for  people  to  do  consistently,"  says  Mc- 
)nald.  "We  had  to  fix  it."  Since  going  live  last  July,  Piper's  CRM 
erhaul  has  borne  fruit.  In  the  call  center  productivity  has  increased 
>%,  the  number  of  lost  leads  was  reduced  25%  and  sales  reps  h^in- 
!d  45%  more  sales  leads. 

According  to  McDonald,  New  Piper's  CRM  installation  is  only 
If  finished;  Improving  warranty  claim  turnaround  and  creating  a 
aler  Web  portal  are  next.  —  Constance  Gustke 

EB  SERVICES: 

Utting  Through  AT&T's  Tumor 

The  last  thing  Mike  Armstrong,  CEO  of  $53  billion  AT&T,  needs 
worry  about  these  days  is  his  internal  computer  systems.  The 
ce  invincible  company  is  debt-laden  and  operating  under  the 
Bctre  of  being  swallowed  by  one  of  its  offspring.  Armstrong  wants 
i  business  chiefs  to  focus  on  their  core  business  and  on  com- 
ring  for  customers.  But  as  an  organization,  AT«6,T  is  hobbled  be- 
jse  its  operations  run  on  legacy  systems  that  are  expensive  to 
lintain  and  provide  poor  customer  service.  Inside  AT&T  there  is 

unwieldy  mishmash  of  networks  patched  together  using  pro- 
etary  languages  and  pages  of  custom  code. 

About  one  year  ago  AT&T  asked  Dublin-based  lona  to  fix  its 
!ss  using  Web  Services,  lona  has  become  a  big  player  in  Web 
fvices,  which  essentially  allows  different  systems  to  communicate 


with  each  other  using  Internet-based  protocols  such  as  XML  (ex- 
tensible markup  language),  SOAP  (simple  object  access  protocol) 
and  UDDI  (universal  description  discovery  and  integration). 

lona  supplied  the  software  and  trained  AT&T's  developers.  They 
then  went  to  work  on  one  of  the  company's  oldest  networks,  known 
as  TIRKS  (trunks  inventory  record  keeping  system),  which  has 
been  in  use  since  the  1960s.  Over  the  years.  Ma  Bell  has  added 
over  100  systems  that  tie  into  TIRKS.  The  result:  Every  time  a 
change  is  made  to  something  like,  say,  billing,  a  Herculean  effort  is 
required  to  rewrite  code  in  every  connected  system. 

Clayton  Lockhart,  chief  architect  at  AT&T  Labs,  says  that  be- 
cause of  TIRKS,  routine  expenses  that  should  normally  cost  about  $1 
million  can  end  up  costing  $10  million.  He  likens  the  situation  to  a  ma- 
lignant tumor  attached  to  Ma  Bell's  vital  organs.  "The  only  thing  we 
can  do  is  try  to  pull  out  some  of  the  functions  from  the  system  and 
shrink  the  tumor,"  says  Lockhart.  "You  just  can't  get  rid  of  it." 

By  opening  communication  among  AT&T's  different  computer 
systems,  the  company  expects  to  improve  customer  service  for 
problems  such  as  network  outages.  On  June  18  at  9:40  a.m.,  the 
University  of  Pittsburgh  reported  that  a  network  at  one  of  its  cam- 
puses was  down  because  workers  had  accidentally  cut  an  under- 
ground cable.  It  took  six  hours  to  fix,  but  the  client  had  no  way  of 
knowing  when  service  would  be  restored.  Had  lona's  Web  Services 
platform  been  completely  implemented  at  the  time,  AT&T  could 
have  avoided  a  customer  service  disaster. 

lona's  software  now  connects  AT&T's  "trouble  management" 
system  to  its  CRM,  which  is  charged  with  keeping  clients  happy.  In 
the  Pittsburgh  case,  the  technicians'  work  schedule  and  progress 
would  have  been  automatically  communicated  via  the  Web. 

AT&T's  Web  Service  overhaul  has  cut  the  time  it  takes  its 
developers  to  connect  systems  from  nine  months  to  two 
months.  Lockhart  estimates  a  10%  savings  in  development 
costs  so  far.  And  besides  improving  old  systems,  it  can  more 
easily  add  new  ones  for  fast-growing  units  like  its  optical  busi- 
ness and  its  voice-over  IP  service.  — Nikhil  Hutheesing 

SUPPLY  CHAIN  MANAGEMENT: 

No  More  Heavy  Lifting  at  Cybex 

Three  years  ago  $85  million  (revenues)  fitness-equipment 
maker  Cybex  International  found  itself  in  the  middle  of  a  supply 
chain  mess.  Its  fitness  machines  were  in  high  demand,  but  because 
it  inherited  three  different  legacy  systems  from  merger  partners, 
its  component  forecasting  was  a  joke.  Paying  for  rush  deliveries 
became  a  costly  habit:  All  too  often  trucks  were  waiting  at  Cybex 
factories  at  midnight,  ready  to  haul  1,000-lb.  leg  presses  or  tread- 
mills to  customers  the  next  morning. 

So  in  1998,  Medway,  Mass.-based  Cybex  asked  Arthur  Ander- 
sen to  help  it  select  software  to  alleviate  its  supply  chain  night- 
mare. Out  of  a  dozen  bidders,  Andersen  picked  PeopleSoft  75,  an 
ERP  (Enterprise  Resource  Planning)  supply  chain  planning  and 
manufacturing  application. 

Why  ERP?  "If  we  needed  help,  we  could  go  back  to  one  vendor," 

explains  Brian  Lyman,  Cybex's  manager  of  business  systems  and 

head  of  the  supply  chain  overhaul.  'We  gutted  our  hardware  room." 

Lyman,  a  one-time  exercise  equipment  dealer,  worked  with  three 

I  programmers  to  translate  Cybex's  business  processes  into  code. 

j         The  PeopleSoft  system  is  now  able  to  quickly  process  thou- 


For  more  case  studies,  including  Wal-Mart's  efforts  to  clean  up  its  dirty  data,  go  to  www.forbesbest.com. 
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■  See,  touch  and  compare  the  latest  security  solutions 
from  the  industry's  top  suppliers. 

■  Engage  in  more  than  two  dozen  in-depth  sessions 
led  by  highly  respected  technical  experts.  Tailor  a 
curriculum  that  meets  your  individual  needs  and  objectives. 

■  Hear  about  the  trends,  technologies,  and  the  future 
of  security  Visionaries  share  their  insighits  during 
FREE  Keynote  Addresses. 

Join  us  for  the  industry  event  that 

will  prepare  you  for  the  challenges  that  lie  ahead. 

For  information  on  exhibiting,  attending  the  conference  or 

to  obtain  FREE  Exhibit  Admission  visit:  www.infosecurityevent.com 

or  call  1-888-251-0566  or  203-840-5690. 
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Six  times  a  year,  millions  of  Americans  are  reminded  how  very 
special  this  country  is  —  as  well  as  what  makes  it  so. 

With  rich  prose  <incl  glorious  photography,  American  Heritage  magazine 
creates  a  narrative  that  is  at  once  revealing,  inspiring,  unique  and  memorable. 
American  Heritcif^c  is  sure  to  become  a  cherished  collection  iv.  your  home. 

Get  one  year  of  Amtrican  Heritage  (6  issues)  for  only  $24.00 

To  subscribe  call  l-800-77~-1222 

(I'roiiio  Key  code:  JSA12) 

Or  visit  www.americanheriiagc.com 
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sands  of  transactions  and  issue  daily  repo 
Customer  orders  are  entered  at  the  Medv 
headquarters  through  the  Cybex  Web  s 
then  forwarded  via  a  network  to  either 
plant  in  Owatonna,  Minn.,  which  specialize 
strength  equipment  or  to  the  smaller  one 
the  Medway  headquarters,  which  makes  c 
diovascular  products. 

The  brain  of  PeopleSoft's  supply  ch 
platform  is  the  planning  module.  It  calcula 
how  many  parts  are  needed  to  build  et 
product.  Then  its  product  configurator  he 
build  a  bill  of  material  and  the  components 
used  to  assemble  equipment.  The  system  I 
no  trouble  logging  in  and  keeping  track  of: 
complex  pieces  found  in  things  like  treadm 
which  have  hundreds  of  parts.  Before  Cyl 
installed  the  new  software,  the  largely  man 
process  used  two  to  three  spreadsheets  to  c 
ate  a  list  of  components. 

Now  Cybex  can  e-mail  a  vendor  detar 
purchase  orders  with  engineering  chanii 
clearly  outlined.  "Because  changes  are  visibli 
everyone,  we  don't  have  to  worry  if  one  engir 
is  gone,"  says  Lyman.  "Now  dealers  know  th 
get  deliveries  in  two  weeks.  Before,  it  was 
consistent."  Dealers  can  now  see  schedt- 
shipping  dates  and  order  status  online. 

Another  key  to  controlling  inefficiem 
has  been  scanning  supplier  pricing.  Cyb 
planning  engine  looks  at  price  variati 
across  product  lines.  It  recently  detected 
Cybex  was  paying  $22  for  sheet  metal  whif 
had  historically  paid  $20.  Cybex  then  went  h 
to  the  supplier  and  negotiated  lower  prices. 

Now  Cybex  can  better  manage  its  s 
suppliers— companies  like  Baldor  and  S 
Electronics— by  giving  them  projected  I: 
schedules  that  translate  into  a  year's  won 
business.  Suppliers  that  can't  meet  the  fji 
pace  are  weeded  out  during  quarterly  revi, 

Despite  intense  industry  price-cutting 
the  last  year,  Cybex  has  been  able  to  mail 
its  3%  operating  margins,  in  part  becau; 
its  new  supply  chain  efficiency.  The  new 
ware  has  slashed  Cybex's  bill  of  material  c 
from  15,200  to  200.  Paperwork  has  beei 
one-third.  And  build-to-order  time,  main 
custom-made  strength  equipment,  was  red 
by  50%,  to  two  weeks.  Cybex  has  also  beer 
to  reduce  its  vendors— from  1,000  to  550. 

According  to  Lyman,  the  only  drawbc 
the  PeopleSoft  system  is  that  it  has  ac 
increased  the  size  of  Cybex's  technology 
which  went  from  three  people  to  12.  Not 
rible  price  to  pay  for  harmony  between  C 
its  suppliers  and  customers. 

—  Constance  G  f»r 
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Aerospace  companies  are  desperate  to  cut 
costs,  so  they  have  taken  to  the  Web.  Con- 
sortia, like  Cordiem,  dominate  headlines, 
but  niche  applications  like  jet- fuel  ex- 
-^10011 1   change  Jet-A.com  are  starting  to  take  off. 


:M  (PRIVATE) 
trdiem.com 

ivid  Linton 

s  use  Cordiem  to  buy  and  trade  everything 

planes  to  parts  to  catering  contracts  and 

tiel.  through  a  Cordiem  partner,  Jet-A.com. 

(orative  platform  is  used  by  most  of  its  big 

including  Honeywell.  United  Technologies, 

T  Airiines  and  Delta. 

S:  Goodrich  Aerospace.  Volvo. 

tIALS  Founders  committed  $100 

Bst  year.  Still  unprofitable. 

\R  (PRIVATE) 
ostar.com 
in  E.  Bielinski 

by  BAE  Systems,  Boeing,  Lockheed  Mar- 
tieon  and  Rolls-Royce,  but  run  indepen- 


-STEPHANE  FITCH 


dently.  Used  by  the  defense  industry  for  procure- 
ment of  tankers,  fighters  and  other  airborne  mili- 
tary equipment.  A  new  supersecure  collaboration 
tool,  ForumPass  2.0,  helps  contractors  work  with 
partners  on  new  designs;  Rolls  improved  commu- 
nications among  engineers  and  20  subcontractors 
wori<ing  on  its  new  Trent  900  jumbo-jet  engine. 
CLIENTS:  11,000  suppliers  like  Boeing,  Lockheed. 

FINANCIALS:  Founders  put  in  $80  million. 
Rolls  paid  an  estimated  $20  million  for  its 
17%  stake.  Revenues  nearing  $200  million. 

ILSMART.COM  (AVL) 
www.ilsmart.com 
CEO:  Bruce  Langsen 

Since  1979  aerospace  manufacturers  have  used  In- 
ventory Locator  Service  catalogs  to  buy  or  sell  parts. 
In  1999  the  catalogs  went  online  and  now  list  five  bil- 


lion aircraft  and  marine  parts.  Site  usage  has  grown 
11%  over  the  past  year  and  boasts  over  10,000  mem- 
bers. Transactions:  40,000  per  day  Site  says  that 
owners  of  rival  exchanges  use  it  to  check  inventories. 

CLIENTS:  200-plus  airlines  and  more  than 
45  government  procurement  centers. 

FINANCIALS:  A  unit  of  Aviall,  ILS  earned 
$4.6  million  on  revenues  of  $13.3  million  for 
six  months  ending  June  30. 

MYB0EINGFLEET.COM  (BA) 
www.myboeingfleet.com 
CEO:  Phil  Condit 

This  site  lets  airlines  track  their  Boeing  aircraft's 
operation  and  service.  There's  technical  data 
aplenty,  plus  advice  on  cutting  transaction  costs 
and  eliminating  paperwork.  One  of  the  most 
valuable  features  enables  airlines  to  keep  their 
engineering  drawings  online.  Before  the  Web, 
airlines  needed  huge  libraries  of  engineering 
drawings  and  service  manuals,  updated  daily 
and  sent  to  every  maintenance  shop.  Clients 
can  even  suggest  design  changes  to  Boeing 
engineers.  Boeing  is  hoping  the  site  will  give  it  a 
leg  up  on  Airbus. 

CLIENTS:  Over  550  users,  mostly  airlines. 

FINANCIALS:  Despite  hard  times,  Boeing  is 
committed  to  this  site— commercial  aircraft 
represent  60%  of  sales. 


tegood  intentions  and  great  technology,  it  has  proven  difficult  for 
anies  like  Covisint  to  break  old  habits  in  the  auto  industry. 


—  Ben  Berentson 


GROUP  (PRIVATE) 

baltgroup.com 
hn  W.P.  Holt 

ade  its  name  building  Web  sites  for  more 
100  dealers  like  AutoNation.  It  is  now 
on  dealer  CRM,  dominated  by  "old-line" 
fights  Reynolds  &  Reynolds  and  ADP 
ilps  the  dealers  with  things  like  lead  man- 
and  targeted  marketing.  Dealers  benefit 
alt's  alliances  with  16  automakers:  When 
visits  Chryslercom,  for  example,  and  gets 
on  a  new  300M,  he  is  automatically 
Tto  the  Cobalt  lead-management  system, 

S:  5,000  dealers  use  its  CRM  tools. 
lALS:  In  2001  Warburg  Pincus  ac- 
e  53%  of  Cobalt  it  didn't  own  for 
lllion  and  put  $15  million  into  it 
try.  Now  profitable. 

rr  (PRIVATE) 

i/isint.com 

rold  Kutner 

ler  chapter  in  the  saga  of  the  Big  Three's 


online  marketplace.  Gone  is  CEO  Kevin  English, 
replaced  by  former  GM  purchasing  czar  Harold 
Kutner  Gone  is  the  emphasis  on  online  product 
collaboration,  replaced  by  an  emphasis  on  quality 
management.  Gone  also  are  100  employees.  The 
main  problems:  trying  to  be  too  many  things  to  too 
many  people  and  making  suppliers  feel  that  they 
were  being  set  up  to  be  gouged  on  price  by  the 
OEMs.  Kutner  needs  to  deliver  profitability  soon. 

CLIENTS:  Delphi,  Nissan,  Johnson  Controls. 
FINANCIALS:  Revenues  are  running  at  $70 
million.  Kutner  promises  profitability  by  the 
fourth  quarter. 

OECONNECTIOM  (PRIVATE) 

www.oeconnecrion.com 
CEO:  Chuck  Rotuno 

The  Big  Three  learned  a  lesson  with  Covisint 
and  unveiled  OEConnection  in  late  2000  with  little 
fanfare.  It's  delivered  the  goods:  CollisionLink  lets 
everyone  from  large  dealerships  to  small  auto  body 
shops  order  replacement  parts  online  and  ensures 
that  the  right  products  are  being  ordered.  Now 


OEConnection  has  introduced  DtoD,  an  online 
parts-locator  service  linking  dealers  across  the 
country.  Future  products  include  FleetLink,  to 
locate  parts  for  fleet  operators,  and  InstallerLink, 
aimed  at  independent  garages. 

CLIENTS:  CollisionLink  is  used  by  500  deal- 
ers and  1,000  shops,  DtoD  by  5,000  dealers. 
FINANCIALS:  Initially  funded  with  some  $40 
million  in  2000.  Still  unprofitable. 


POWERWAY  (PRIVATE) 
www.powerway.com 

CEO:  Theodore  C,  Wozniak 
Makes  quality-management  software  to  monitor 
the  development  of  new  parts  through  to  their 
completion  at  the  factory.  Between  layoffs  and  slow 
adoption  of  its  software,  the  Indianapolis-based 
firm  had  a  tough  first  half  of  2002.  But  things  are 
looking  up.  Chrysler  is  using  the  software  with  80% 
of  its  suppliers.  GM  will  have  100%  of  its  North 
American  suppliers  online  by  year-end.  Some 
of  Chrysler's  suppliers,  like  Magna,  are  using 
PowerWay  with  their  own  suppliers. 

CLIENTS:  GM,  Ford,  Chrysler,  Magna. 
FINANCIALS:  Chrysler  has  reportedly  invested 
$27  million  in  PowerWay.  Estimated  revenues 
for  2001  are  $12  million. 


'  ies  of  B2B  companies  in  Agriculture  go  to  www.forbesbest.com. 
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ss  Process  Outsourcing 


The  keyword  here  is  "outsourcing. "  These  firms  save  clients  money  by 
taking  over  noncore  operations  like  accounting,  customer  relations, 
order  fulfillment  and,  increasingly,  HR  services. 


— LUISA  KROLL 


ACCENTURE (ACN) 
iwvw.accenfure.com 

CEO;  Joo  W,  Fo'ehand 
Accenture  is  applying  its  consulting  skills  and  shifting 
resources  to  BPO,  which  represents  some  20%  of 
deals  in  the  pipeline.  Besides  finance  and  accounting, 
it  also  offers  CRM  (customer  relationship  manage- 
ment), HR  and  logistics.  In  the  past  year,  it  signed  up 
clients  Cable  &  Wireless  for  HR,  Thomas  Cook  for  fi- 
nance and  Lucent  spinoff  Avaya  for  HR/training.  It  ; 
also  manages  AT&T's  customer  service  centers  in 
exchange  for  a  fee  and  a  percentage  of  savings. 

CLIEN'i  3:  AT&T,  British  Petroleum,  Cable  & 
Wireless. 

FINANCIALS:  Has  47  BPO  engagements,  $3 
billion  in  companywide  sales  for  the  third  quar- 
ter. Stock  has  been  pretty  much  flat  this  year. 

AFFILIATED  COMPUTER  SERVICES  (ACS) 

www.acs-inc.com 

CEO:  Jeffrey  A.  Rich 

The  outsourcerto  watch.  Currently  in  exclusive  dis- 
cussions with  Procter  &  Gamble  to  take  over  80% 


of  its  back-office  functions— a  multlyear  contract 
worth  up  to  $1  billion  a  year  If  the  deal  falls  apart, 
ACS  is  still  a  fast-growing  up-and-comer.  It  has 
acquired  eight  companies  and  added  16,000 
employees  in  the  past  year  to  round  out  its  health 
care  and  financial  services  offerings.  It  has  a 
contract  with  the  Department  of  Education  for  stu- 
dent-loan processing  that  is  valued  at  $150  million 
a  year.  It  also  handles  all  payroll  processing  for  GM. 

CLIENTS:  General  Electric,  American  Express, 
General  Motors. 

FINANCIALS:  Revenues  for  the  fiscal  year 
ending  in  June  were  up  48%,  to  $3.1  billion. 
Net  income  was  up  71%,  to  $229.6  million. 

CLIENTLOGIC  (PRIVATE) 
www.clientlogic.com 
CEO:  Mark  R.  Briggs 

Best  known  for  managing  call  centers.  But  in- 
creasingly it  is  handling  multiple  customer  trans- 
actions and  interactions  for  clients  like  National 
Geographic,  Logitech  and  TiVo,  from  order  to  ful- 
fillment to  follow-up.  The  privately  held  company. 


with  $384  million  in  sales,  operates  46  facil 
nine  countries  and  serves  customers  in  I 
guages.  It  is  opening  its  first  offshore  call 
in  India  later  this  year  to  serve  U.S.  customei 
more  cost-effectively. 

CLIENTS:  Microsoft,  Dell,  Sears,  Sony,  Al 
FINANCIALS:  Subsidiary  of  Canada's  On 
Corp.  Has  $384  million  in  revenues;  clain 
profitable. 


CONVERGYS  (CVG) 

www.convergys.com 
CEO:  Jim  Orr 

One  of  the  biggest  BPO  providers  in  custom 
vice,  billing  and  employee  care,  mainly  to  vt 
phone,  cable  and  Internet  service  providen 
vergys  has  80%  of  the  telecom  outsourced 
market.  Its  45  call  centers  make  more  than 
lion  customer  contacts  each  day.  Its  big  pus 
is  into  HR  benefits  administration  for  cusi 
like  Honeywell,  Pfizer  and  the  State  of  Florid 
which  it  just  signed  a  $280  million  contract 

CLIENTS:  AT&T,  DirecTV,  Microsoft,  Pil 
&  Gamble,  Honeywell. 
FINANCIALS:  For  the  six  months  ended 
2002,  revenues  decreased  less  than  1%  t 
$1.16  billion.  Net  income  increased  49% , 
$118.7  million.  The  stock  is  off  more  than 
in  the  past  year. 


>ChemiCc 


— ''  V      ^^        JHbi.       ^A 

Chemical  and  life  sciences  companies 
were  early  converts  to  the  power  and 
potential  of  online  marketplaces.  Now 
the  most  active  hubs — backed  by  big 
companies — are  consolidating. 

■-:                           •      10101 

-  Ghana  r.  Schoenbercer 

CC-CHEMPLORER  (PRIVATE) 

www.cc-chemplorer.com 
CEO:  Christian  Rast  and  Peter  Kieffor 
Backed  by  BASF,  Degussa.  Henkel,  SAPMarkets, 
Bayer,  Chemfidence  and  Deutsche  Telekom.  This 
site  has  done  500,000  transactions  from  its 
catalogs,  with  a  volume  of  80  million  euros,  plus 
some  2,000  auctions  and  tenders  wonh  250  mil- 
lion euros.  Here  suppliers  digitize  theii  catalogs 
and  buyers  outsource  purchases  of  things  like 
indirect  goods.  Suppliers  pay  \%,  buyers  a  flat  feo. 

CLIENTS:  KoSa,  Siemens,  Knust  Group. 
FINANCIALS:  Formed  in  July  2G0i,  when 
CC-Markets  and  Chemplorer  mr  ted.  Still 
unprofitable. 


CHEMCONNECT  (PRIVATE) 
www.chemconnect.com 
CEO:  John  K.  Robinson 
Adding  to  its  purchase  of  Envera  in  2001,  in 
January  ChemConnect  bought  CheMatch,  an 
exchange  that  has  a  futures-trading  agreement  with 
the  Chicago  Mercantile  Exchange.  ChemConnect 
offers  a  trading  and  auctions  Web  marketplace  and 
Envera's  system  for  connecting  companies'  back- 
end  systems  with  its  customers  and  suppliers. 

CLIENTS:  Dow  Chemical,  DuPont,  BASF,  BP 
FINANCIALS:  Raised  $180  million  from  46 
chemical  companies  since  1995.  In  March  pur- 
chased Altra  Energy's  natural  gas  liquids  trad- 
ing platform,  which  was  doing  10,000  transac- 
tions a  month. 


EASTMAN  CHEMICAL  (EMN) 
www.eastman.com 

CEO;  J.  Brian  Ferguson 
Here  Eastman's  customers  order  resins, 
and  fibers  online,  and  track  their  purcha' 
transaction  history  down  to  the  individua 
Eastman  also  auctions  its  surplus  materia 
marketplace  and  averages  650  orders  per 

CLIENTS:  Packaging  and  tobacco  compij 

FINANCIALS:  While  Eastman's  planm 
into  separate  companies  is  on  hold,  its 
ness  logged  in  $589  million  in  revenue  h 
11%  of  the  company's  overall  revenues. 


ELEMICA  (PRIVATE) 
www.eiemica.com 
CEO:  Kent  A.  Dolby 
Founded  by  22  chemical  heavyweights, 
connects  companies'  ERP  systems  with 
tablished  trading  partners.  This  year  Elemi 
electronic  connecfions  to  industry  networl 
ing,  rubber  and  plastics,  and  launched  sup 
services  such  as  collaborative  forecastit 
allows  vendors  and  customers  to  track  ir 

CLIENTS:  BASF  Bayer,  Dow  Chemic: 
FINANCIALS:  Since  last  year,  the  nuir 
companies  using  this  network  has  trip 
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Collaboration  software  is  still  hot.  But  ifs 
increasingly  incorporated  into  "produa 
lifecycle  management"  packages.  Trans- 
lation: software  that  helps  companies 
manage  and  track  their  products  from 
concept  to  aftermarket. 


SOFTWARE  (AGIL) 
p7e.com 

ryan  Stolle 

■  in  intercompany  collaboration,  especially 
ech  firms,  automotive  companies  and  med- 
5.  Recent  coup:  Microsoft  used  its  software 
Mth  contract  manufacturer  Rextronics  and 
)plier  Nvidia  to  speed  the  Xbox  game  con- 
narket  in  time  for  a  holiday  2001  launch. 
iw  offers  its  software  customers  guaran- 
I— or  they  don't  pay 

rs  BE  Aerospace,  Siemens,  Dell, 
njcs,  GE  Medical  Systems. 
DIALS  Stock  down  63%  year-to-date, 
around  $7.  Posted  $77  million  in 
:s  In  FY  2002  (down  10.6%)  and  has 
ilion  in  cash. 


-MISSY  SULUVAN 


IBM  (IBM) 

www.ibm.com 

CEO:  Samuel  J.  Palmisano 

Along  with  its  partner,  French  developer  Dassault 
Systemes.  IBM  offers  a  range  of  Lotus-based 
collaboration  programs,  described  by  one  analyst 
as  solid  but  not  cutting  edge.  All  of  them  can  be 
delivered  on  top  of  IBM's  WebSphere  platform,  a 
so-called  "middleware '  software  product  used  to 
integrate  business  applications  on  the  Web.  Scored 
an  $800  million  software  deal  with  Toyota  this  year, 
aimed  at  facilitating  collaboration  both  internally  and 
with  suppliers,  specifically  on  vehicle  development. 

CLIENTS:  DaimlerChrysler,  Deutsche  Bank. 
FINANCIALS:  Second-quarter  software  rev- 
enues increased  8%  over  same  period  last  year,  to 
$3.3  billion,  led  by  WebSphere,  which  is  up  17%. 


MATRIXONE  (MONE) 
iVMav.niafrixone.com 
CEO:  Mark  F  O'Connell 

Best  known  for  collaborative  product  design  tools, 
which  are  now  bundled  with  product  lifecycle  man- 
agement offerings  like  SRM  (supplier  relationship 
management).  Software  licensing  revenues  are 
on  the  rise.  It  made  significant  inroads  into  the 
consumer  industry  with  a  deal  to  help  giant  Procter 
&  Gamble  standardize  product  specifications 
across  the  entire  company  worldwide. 

CLIENTS:  General  Electric,  Honeywell, 
Honda,  Procter  &  Gamble. 
FINANCIALS:  Revenues  dropped  16%,  from 
$145.4  million  in  FY  2001  to  $121.5  million  in  2002. 

SAP  (SAP) 
www.sap.com 

CEO:  Hasso  Plattner  &  Henning  Kagermann 
Long  well-regarded  for  collaboration  software  that 
put  marketing,  design  and  manufacturing  people 
on  the  same  page.  Now  those  tools  are  integrated 
into  SAP's  product  lifecycle  management  offerings, 
which  also  offer  capabilities  in  product  data  man- 
agement and  strategic  sourcing.  Its  investment  in 
CommerceOne,  once  enviable,  is  now  an  albatross. 

CLIENTS:  Lockheed  Martin,  Audi,  Quaker  Oats. 
FINANCIALS:  Half-year  sales  up  2%  over  2001. 
Stock  dropped  47%  this  year,  to  under  $17 


>Content  Management 


ng  all  of  an  organization's  digital  assets  to  improve  productivity  is  a 
Hority  among  most  CIOs.  Microsoft's  entry  into  this  $1.3  billion 
?f  has  ignited  fierce  price  competition. 


—John  Dobosz 


lENTUM  (DCTM) 
Kumentum.com 

ivid  DeWalt 

sntum  has  the  most  robust  offering  in 
«  content  management  but  not  the  easiest 
pun  off  from  Xerox  in  1990,  Documentum 
established  a  footing  for  its  document 
tient  system  in  the  pharmaceutical  and 
ce  industries,  where  massive  amounts 
information  need  to  be  easily  available 
3le  parties.  With  recent  acquisitions  of 
(digital  asset  management)  and  Boxcar 
»regatton  and  syndication),  Documentum's 
3  is  to  integrate  what  promises  to  be  a  very 
ng  system  for  creating,  managing  and 
ng  corporate  data  via  the  Web. 

S:  Anheuser-Busch,  Kodak,  FedEx, 
hnson  &  Johnson,  U.S.  Army,  FBI. 
lALS  First-half  revenues  grew  13%  to 
lion  for  2002  versus  2001.  Net  loss 
nillion,  but  the  company  reported  posi- 
I  flow. 


INVERWOVEN  (IWOV) 
www.interwoven.com 
CEO:  John  Van  Siclen 

Along  with  Vignette,  the  company  boomed  in  the 
late  1990s  as  dot-coms  raced  to  deliver  content 
and  commerce  to  the  Web.  It  now  needs  to  prove  its 
worth  beyond  building  Web  sites.  An  alliance 
with  IBM  should  help  Interwoven  sell  its  bundled 
Interwoven  5  suite  to  big  companies.  More  affordable 
single-  function  components  like  TeamDoc,  TeamCode 
and  TeamPortal  are  targeted  to  medium-size  compa- 
nies. Its  MetaTagger  categorization  technology 
creates  automatic  taxonomies  for  content. 

CLIENTS:  Cisco,  Coca-Cola,  GE,  GM. 
FINANCIALS:  First-half  2002  revenue  down 
44%  to  $66  million,  with  $29  million  net  loss. 


pass.  Microsoft  is  still  a  challenger  in  this  market, 
but  it  tripled  its  customers  in  this  area  from  200 
to  600  last  year.  It  is  quick  to  implement,  and 
features  interoperability  with  MS  Office  suite  and 
CommerceServer  Great  for  companies  with  .NET 
already  in  place.  Further  integration  with  Microsoff  s 
SharePoint  portal  server  will  make  it  more  viable  in 
the  enterprise  content  management  market. 

CLIENTS:  Ford,  L'Oreal,  Cable  &  Wireless. 
FINANCIALS:  Microsoft  had  revenues  of  $5.1 
billion  in  enterprise  software  for  fiscal  year 
ended  June  30, 2002.  Content  management  is 
only  a  small  part. 


MICROSOFT  (MSFT) 
www.microsoft.com 

CEO:  Stevfe  Ballmer 

Microsoft  is  making  quick  gains  in  the  middle  and 
upper  market  with  its  Content  Management  Server, 
launched  in  2001  shortly  after  it  acquired  NCom- 


VIGNETTE  (VIGN) 

www.vignette.com 

CEO:  Thomas  Hogan 

Excels  at  personalization,  content  syndication  and 
portal  functions.  3ecause  of  slow  growth  in  pure 
Web  applications.  Vignette  is  refining  its  product 
with  more  analytical  tools  that,  for  example,  help 
companies  better  predict  customer  behavior  in 
order  to  tailor  marketing  strategy.  Vignette  needs 
to  shake  a  perception  among  IT  managers  that  its 
enterprise  CMS  architecture  is  too  proprietary. 
CLIENTS:  AT&T,  AIG,  Morningstar,  DHL,  Volvo. 
FINANCIALS:  Lost  $58  million  for  six  months 
ended  June  2002,  with  revenue  down  53%. 
Has  $225  million  in  cash. 


\\es~ai  B2B  companies  in  Construction  go  to  www.forbesbest.com. 
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>Customer  Relationship  Management 


With  nearly  $4^- billion  at  stake,  CRM 
has  hecom^a  battleground  for  software 
heavyweights  from  SAP  and  Oracle 
to  PeopleSpft,  all  going  after  leader 
SiebeliSyMpms-  Microsoft  also  has 
enterM  tM-fray. 


PEOPLESOFT (PSFT) 

www.peoplesoft.com 
CEO:  Craig  Conway 

Entered  CRM  with  a  bang,  moving  quickly  into 
second  place  behind  Siebel.  But  lately  its  pace  has 
slowed,  just  as  SAP's  has  spiked.  However,  Peo- 
pleSoft  is  far  from  quiet:  It  upgraded  PeopleSoftS 
with  more  functions,  and  moved  beyond  its  human 
resources  stronghold  into  financial  services  and 
communications.  Its  current  challenge,  say  ana- 
lysts, is  strengthening  execution.  With  nearly  $2 
billion  in  cash,  the  ERP  (enterprise  resource  plan- 
ning) software  maker  is  still  gobbling  up  CRM  com- 
panies with  coveted  functions,  like  the  January  ac- 
quisition of  Annuncio's  online  marketing  expertise. 

CLIENTS:  Sears,  Wells  Fargo,  Hewlett- 
Packard,  France  Telecom. 


-CONSTANCE  GUSTKE 


FINANCIALS:  As  of  June  30  had  $1.8  billion  In 
cash.  Declining  net  income  and  revenues  ham- 
mered stock  price  from  $40  in  January  to 
$16  in  mid-August. 

SAP  (SAP) 
www.sap.com 

CEO:  Hasso  Plattner  &  Henning  Kagermann 
The  German  colossus  is  making  great  strides  in 
CRM  by  playing  hard  and  fast.  And  with  a  cache  of 
18,000  ERP  customers  worldwide,  there's  a  large 
pool  to  draw  from  for  its  signature  MySAP.com,  an 
open  Internet  business  suite  that's  more  function- 
ally rich  than  ever  Recently  SAP  added  analytic  and 
predictive  tools  to  its  software— making  it  more 
competitive  with  Siebel's  highly  rated  offering.  SAP 
Is  also  aggressively  stalking  the  U.S.  market,  more 
than  quadrupling  its  sales  force  and  reorganizing 


U.S.  operations.  Analysts  typically  gush  at  I 
strong  execution  and  growing  CRM  clout. 

CLIENTS:  Sony,  Brother  International, 

Audi/Volkswagen. 

FINANCIALS:  SAP's  revenues  and  earnini 

fell  in  the  second  quarter:  net  income  25^ 

revenue  4%— much  like  its  rivals.  About  $1 

lion  in  liquid  assets  as  of  June  30,  though, 

SIEBEL  SYSTEMS  (SEBL) 
www.siebel.com 

CEO:  Thomas  Siebel 
Still  king  in  its  CRM  domain.  But  pressure  is  m 
Ing:  SAP,  PeopleSoft  and  Oracle  are  ga 
traction  from  their  large  ERP  bases.  Si< 
strength,  though,  is  creating  deep,  functional! 
CRM  suites,  and  that's  helped  it  win  45%  ( 
CRM  market.  Now  Siebel  is  emphasizing  rea 
integrated  enterprise  applications.  Meanwhili 
is  gunning  for  Siebel,  vowing  to  usurp  the  ni 
one  position  this  year  "I'm  worried  about  eve 
gaining  on  us  every  minute  of  every  day,"  CEI 
Siebel  said  recently 

CLIENTS:  General  Motors,  Nestle  USA.i 
GE,  Bank  of  America. 
FINANCIALS:  02  revenue  fell  to  $405.6  mil 
from  $560.2  million  last  year.  But  it  has  $2  bij 
cash  and  short-term  investments  as  of  June  \ 
Paring  costs  should  save  $250  million  next  qit 


>Electroni( 


In  this  market,  once-hyped  e-marketplaces  like  Elopen  and 
Converge  now  peddle  software  and  services.  Here  again,  distributors 
with  established  relationships  still  rule. 


ADAM  LEITZES 


ARROW  ELECTRONICS  (ARW) 
www.arrow.com 
CEO:  Stephen  Kaufman 
At  Arrow's  marketplace  some  600  suppliers  con- 
nect with  175,000  manufacturers  who  together 
perform  more  than  10.5  million  transactions 
daily.  Arrow,  an  electronics  distributor,  also  licenses 
software  systems  for  order  management,  inventory 
and  forecasting.  Checkpoint  Systems,  for  example, 
buys  radio-frequency  parts  at  An-ow's  marketplace 
but  licenses  Arrow's  risk-manager  software. 

CLIENTS:  Broadcom,  Checkpoint  Systems, 
IDT,  ApDiied  Microsystems. 
FINANlIALS:  Arrow  reported  a  loss  of  $607 
million  on  $3.6  billion  hi     les  for  the  six 
months  endmj  June  k  JO.-^,  compared  with 
a  profit  of  $7 "  S  million  on  $S.4  billion  in 
sales  a  year  ago. ,;  hAs.  $r"Oa  inillion  cash. 


TRADEC  (PRn.' ^Tr'l 

www.tradec.i  .   ' 
CEO:  Edwin  C 
Tradec,  a  supply  ci 


-   rent  firm,  helps 


electronics  companies  such  as  Solectron,  Sanmina 
and  Juniper  Networks  reduce  the  cost  of  the  ma- 
terials they  purchase.  Juniper  claims  that  It  reduced 
its  cost  by  10%.  Here  manufacturers  come  together 
with  1,400  suppliers.  Tradec  also  provides  a  sys- 
tem for  managing  production  schedules,  cost  esti- 
mations and  other  key  manufacturing  processes, 
allowing  manufacturers  to  respond  to  proposals 
from  the  ground  up  with  the  best  component  prices. 

CLIENTS:  BAE  Systems,  Integrex,  Force  10 

Networks. 

FINANCIALS:  Raised  $11  million  in  June  from 

Norwest  Venture  Partners,  Kleiner  Perkins 

Cauf  ield  &  Byers,  RRE  Ventures  and  others. 

Tradec  has  raised  of  total  of  $18.7  million  in 

venture  funding. 

VIACORE  (PRIVATE) 

www.viacore.net 

CEO: Fadi  Chehade 

Web  auctions  were  once  hailed  as  the  solution  for 

electronic  manufacturers  in  search  of  lower  prices 

from  suppliers.  But  Viacore  founders  Fadi  Chehade 


and  Linda  York  predicted  the  model  wo 
work— it's  more  important  to  maintain  relatio 
existing  suppliers.  Their  foresight  is  paying  of 
uses  Viacore's  technology  to  keep  tabs  on  hu 
of  its  existing  trading  partners,  track  inventi 
els  and  share  forecasts.  Among  Viacore's  b 
are  Cisco,  Dell,  Softbank  and  Hewlett-Pack 

CLIENTS:  Agilent,  Cisco,  Tyco  Electron 
FINANCIALS:  Viacore  received  $43  millk 
funding  in  June  2001  from  companies  suci 
Arrow  Electronics,  Avnet  and  Hewlett-Pac! 
In  2000  it  raised  $33  million  from  corpora 
venture  capital  sources.  Still  unprofitable. 

VIRTUAL  CHIP  EXCHANGE  (PRIVATE 

www.virtualchip.com 

CEO:  Michael  Wood 

Electronics  companies  have  traditiona 
dealt  with  excess  inventory  by  selling  i 
for  pennies  to  brokers  who  later  resell 
for  a  tidy  profit.  Here,  buyers  and  selle 
money  by  coming  together  over  the  Wi 
With  5,300  OEMs  in  63  countries,  VCI 
direct  an  oversupply  of  DRAM  chips  in 
to  firms  in  Germany. 

CLIENTS:  Cisco,  Texatronics,  Motorol 
FINANCIALS:  VCE  was  cash-flow  posit 
2000  and  2001  on  revenues  of  $102  ml 
and  $57  million,  respectively. 


i2*  For  profiles  of  B2B  companies  in  Financial  Services  go  to  www.fort 
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5  impbsion  chilled  the  online  energy  trading  world,  and  many  have 
id  hack  to  the  safety  of  telephones  and  trading  pits.  The  potential  re- 
huge;  Forrester  says  energy  trading  will  grow  to  $3.6  trillion  in  2005. 

—Eileen  Glanton  Loftus 


RP.  (PRIVATE) 
ix.com 

hn  Yiirkanin 

3  the  Web  to  trade  electricity,  transmission 
nd  grid-support  services  globally.  The 
/  is  one  of  the  few  to  tap  into  renewable 
narkets,  allowing  buyers  to  trade  green 
solar,  wind,  geothermal),  brown  power 
gas.  hydroelectricity,  coaJ,  nuclear  power) 
end  of  the  two. 

S:  Nearly  200.  including  BP  Energy 
solidated  Edison. 

lALS  Raised  $10  million  in  April  from 
Electric  Power  of  Japan.  Transaction 
ose  50%  in  the  first  half  of  2002. 


JS  (CAMZ) 
minus.com 

illiani  P  Lyons 

provides  software  used  in  energy  trading, 
;  a  product  ttiat  helps  traders  gauge  various 
larios  before  doing  deals.  Caminus  gets 
1  licensing  and  software  services.  It  pur- 
^hra  Energy  Technologies,  which  special- 


ized in  the  gas  sector,  for  $60  million  in  November 
2001.  This  acquisition  nearly  doubled  its  installed 
software  base.  However  the  company's  losses  more 
than  doubled  in  the  first  half  of  the  year,  to  $7.6  mil- 
lion from  $3.4  million  in  the  first  half  of  2001. 

CLIENTS:  PG&E,  Select  Energy,  Louis  Drey- 
fus Group,  Exelon. 

FINANCIALS  In  the  first  half  of  2002,  Cami- 
nus had  revenue  of  $44  million,  up  from  $34 
million  in  2001.  For  the  full  year,  the  CEO  ex- 
pects revenues  of  about  $110  million,  which 
would  be  a  13%  drop  from  2001.  However,  the 
company  had  $42.8  million  in  cash  as  of  June. 

INTERCONTINENTAL  EXCHANGE  (PRIVATE) 
www.intcx.com 
CEO:  Jeffrey  Sprecher 
ICE,  a  consortium  of  major  energy  companies 
including  British  Petroleum  and  Royal  Dutch/Shell, 
has  snagged  a  large  portion  of  EnronOnline's  busi- 
ness, reporting  an  initial  45%  increase  in  trading 
volume  in  the  months  following  Enron's  collapse. 
In  May  part-owner  Duke  Energy  said  about  $650 
million  worth  of  trades  it  made  using  ICE  were 


"round-trip"  trades,  in  which  two  companies  swap 
the  same  amount  of  energy  for  the  same  price. 
The  company  also  owns  London's  International 
Petroleum  Exchange  and  gets  a  cut  of  IPE's 
$2  billion  in  daily  oil  and  gas  trades. 

CLIENTS:  American  Electric  Power,  British 
Petroleum,  Royal  Dutch/Shell. 
FINANCIALS:  In  the  first  quarter  of  2002,  ICE 
traded  I  billion  megawatt  hours  of  electricity, 
up  16%.  CEO  says  the  company  is  profitable. 


PANTELLOS  GROUP  (PRIVATE) 

www.panteilos.com 

CEO:  Graham  Collins 

Pantellos,  the  number  one  independent  electricity 
exchange,  acts  as  a  marketplace  for  more  than  100 
buyers  and  sellers  of  electricity.  Besides  energy 
trading,  it  offers  such  services  as  supply-chain  man- 
agement and  purchasing  of  equipment  and  parts.  The 
company  a  joint  venture  among  21  utility  and  energy 
companies,  claims  it  has  saved  its  clients,  like  Florida 
Power  &  Light  and  Entergy,  $80  million. 

CLIENTS:  Alliant  Energy,  Bonneville  Power, 
Rochester  Gas  &  Electric. 

FINANCIALS;  Founding  members  American 
Electric  Power,  Consolidated  Edison  and 
PG&E  put  in  $100  million.  Pantellos  is  on 
track  for  $580  million  in  volume,  up  61%  from 
last  year. 


>Excess  Inventory 


Cisco  wrote  off  $2. 1  billion  in  inventories 
last  year.  Inventory  overstock  is  a  $60 
billion  drag  on  U.S.  businesses.  These 
e-dealers  are  turning  the  problem  into 
an  opportunity.      . } 


0  (PRIVATE) 
vebid.com 

ss  M.  Dove 

"las  been  auctioning  off  used  capital  equip- 
excess  inventories  since  1937  In  1999  it 

1  DoveBid.com.  Services  include  transac- 
)ort.  inspections,  transportation  and  es- 
/eBid  takes  an  average  10%  commission. 
»:  Fujitsu,  Boeing,  Apple. 

lALS:  Operating  profit  of  $571,000  on 
of  $39.9  million  for  the  first  six 
If  2002.  Planning  an  IPO. 

BAY) 

ge&ebay.com/catinclex/business.titml 

rgaret  Whitman 

•ray  into  excess  inventory  picked  up  as 


-  NICOLE  RIDGWAY 


dot-  com  companies  imploded  and  needed  a  place 
to  sell  their  Cisco  routers  and  Aeron  chairs.  In  May 
EBay  invested  $2  million  in  FairMarket,  which  helps 
companies  like  Dell  and  Sam's  Club  to  create  their 
own  online  marketplaces.  Commerce  One,  Ariba, 
12  Technologies  take  note. 

CLIENTS:  Sears,  Home  Depot,  Kodak. 
FINANCIALS:  Analysts  expect  $1.1  billion  in 
revenue  for  2002,  $218  million  in  profits. 

LIQUIDITY  SERVICES  (PRIVATE) 

www.liquidation.com 

CEO:  William  P.  Angrick  Hi 

After  the  Department  of  Defense  gave  the 
company  an  exclusive  contract  to  sell  $23  billion 
in  military  surplus  through  2008,  it  formed 
GovLiquidation.com  to  handle  the  business.  A 


majority  of  Liquidity  Services'  2002  revenue  will 
come  from  it.  It  also  sells  consumer-oriented 
inventories  on  Liquidation.com,  where  busi- 
nesses unload  everything  from  oak  flooring  to 
500  first-edition  George  W.  Bush  bobbleheads. 
So  far,  over  100,000  transactions  ranging  from 
$1,000  to  $250,000  each. 

CLIENTS:  Rite  Aid,  Best  Buy. 
FINANCIALS:  Has  raised  a  total  of  $12.2 
million.  On  track  for  $40  million  in  revenue  in 
2002,  a  150%  gain  from  $16  million  last  year. 

RETAILEXCHANGE  (PRIVATE) 
www.retailexchange.com 
CEO:  Lawrence  Siff 

RetailExchange  was  bought  back  by  century-old 
Gordon  Brothers  Group  last  November  and 
integrated  into  the  company's  asset  appraisal  and 
liquidation  business.  RetailExchange  lets  buyers  and 
sellers  bargain  directly  through  e-mail.  It  has  carved  a 
niche  in  overstocked  apparel,  but  other  items  include 
electronics,  toys  and  health  and  beauty  products. 

CLIENTS:  Beall's,  Fred's,  Timex,  Zenith,  Best 
Manufacturing,  Roadmaster. 
FINANCIALS:  Raised  more  than  $50  million 
from  VCs,  including  ICG  and  American  Express 
Financial,  between  1999  and  2001  before  Gor- 
don Brothers  assumed  control. 
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Mos^HR  functions — from  payroll  and 
benefits  administration  to  peiformance 
,  management — can  now  he  outsourced 
to  Web-based  applications.  Stay  tuned. 
Microsoft    is   entering   the    market. 

—  LUISA  KROLL 

AUTOMATIC  DATA  PROCESSING  (ADP) 

www.adp.com 

CEO:  Arthur  Weinbach 

Best  known  for  payroll,  but  its  $4  billion  HR  busi- 
ness also  covers  back-office  processes  like  benefits 
administration.  Online  offerings  help  manage  em- 
ployees, from  hiring  (screening  for  such  risks  as 
workplace  violence)  to  termination  (retirement-plan 
recordkeeping).  Just  introduced  an  HR  system  for 
midmarket  companies  with  50  to  999  employees. 

CLIENTS:  500,000  clients  from 
SciVantage  to  Avaya. 
FINANCIALS:  $7  billion  in  sales  for  past  12 
months  ending  June;  $1.1  billion  in  net  income. 


AUTHORIA  (PRIVATE) 
www.authoria.com 
CEO:  Tod  Loofbourrow 


A  leading  player  in  the  growing  self-service  area. 
Lets  workers  go  online  to  research  HR  benefits  and 
information.  Expecting  a  child?  Employees  can  log 
on  to  find  out  about  family-leave  policies,  insurance 
coverage  or  which  college  savings  plans  can  be  ac- 
cessed through  payroll  deduction.  Supports  multi- 
ple channels,  including  corporate  portals,  call  cen- 
ters and  transaction  systems. 

CLIENTS:  Boeing,  Campbell  Soup,  Wells 
Fargo,  Weyerhaeuser. 

FINANCIALS:  Raised  $130  million,  the  last  round 
in  December.  Analysts  say  they've  got  $10  million 
to  $15  million  in  cash— and  double  that  in  revenue. 

WORKBRAIN  (PRIVATE) 

www.  workbrain.  com 
CEO:  David  Ossip 

Brings  Web-based  employee  self-service  to  mun- 


dane HR  tasks  like  timesheets  and  certificatic 
airline  employee  can  post  a  request  for  ashifi 
find  a  taker  and  get  it  approved  by  the  superv 
online.  A  performance  management  functiot 
company  track  how  many  boxes  an  empio 
team  packs  in  a  day,  and  can  tie  compensa 
that  task.  More  than  half  its  revenues  this  pa 
came  from  time  and  attendance  automation 

CLIENTS:  British  Airways,  Russell  Corp 
Tennessee  Valley  Authority. 
FINANCIALS:  Raised  a  total  of  $25  milli( 
debt.  Cash  flow  positive  in  2002. 

WORKSCAPE  (PRIVATE) 
www.workscape.com 
CEO:  Timothy  Clifford 
A  megadeal  to  build  and  run  an  HR  portal  to 
eral  Motors  and  its  290,000  employees  h 
Workscape  on  the  map.  But  its  bread  and  but 
the  self-service  applications  that  let  employei 
duct  HR  transactions  online— like  changing  i 
enrollment  or  updating  W-4  withholdings.  Ma" 
can  also  plan  and  evaluate  compensation,  J 
ing  salary  bonuses  and  stock  distribution.    ' 

CLIENTS:  CM,  DaimlerChrysler,  Target? 
Citigroup,  Lockheed  Martin,  Pfizer.  i 
FINANCIALS:  Raised  a  total  of  $150  mill| 
$7  million  left.  Cash  flow  positive  in  Julyl] 
About  $35  million  in  revenues. 


>lndirect  Procurement  (MRt 


These  firms  help  clients  manage  fixed  assets,  mostly  by  forecasting 
maintenance  and  repairs,  and  then  buying  parts  and  supplies  not  used 
directly  in  production.  These  "indirect"  items,  from  bolts  and  furniture  to 
air-conditioning  systems,  keep  the  factories  humming. 


—Michael  Maiello 


DATASTREAM  SYSTEMS  (DSTM) 
iwvw.dafasfream.nef 
CEO:  Larry  G.  Blackwell 
The  list  of  130  suppliers  on  Datastream's  IProcure 
network  is  a  pittance  compared  with  what  its  com- 
petitors offer,  but  that's  intentional— the  company's 
six-person  fulfillment  team  can  easily  make  sure 
that  orders  placed  at  6  a.m.  are  on  a  truck  three 
hours  later.  The  quick  turnaround  means  that 
clients  can  reduce  storage  space  by  ordering  parts 
just  in  time.  Datastream  also  sells  asset  manage- 
m^'^t  "software  that  estimates  maintenance  sched- 
ulec  fo  'ndustrial  equipment. 

CLIENT.'.  Barrick, Lear, Nucor Steel, U.S. Filter. 
FIN;  insactiotis  are  up,  but  sales  fell 

to  $44 1  irst  half  I'rofits  were 

$343,000 


estate  companies  and  investment  trusts  called 
Constellation  Real  Technologies,  FacilityPro  is 
starting  to  outgrow  its  origins.  Through  an  alliance 
with  WW.  Grainger,  the  company  still  stocks  and 
sells  150,000  industrial  products,  but  it's  added 
information  technology  services  and  even  out- 
sourcing of  hazardous  waste  removal.  FacilityPro 
also  acts  as  a  middleman,  negotiating  construction 
contracts  on  behalf  of  its  clients. 

CLIENTS:  Federated,  Agere,  Lucent, 
Cushman  &  Wakefield,  Equity  Office  Properties. 
FINANCIALS:  FacilityPro  has  yet  to  show 
a  profit,  but  revenues  doubled  to  $23 
million  in  the  last  year. 


and  equipment  catalog.  Grainger  has  recf 
tegrated  its  Web  site  with  the  rest  of  its  ope 
Now  customers  in  a  pinch  can  place  order 
and  pick  them  up  at  Grainger  warehouses. 

CLIENTS:  Lockheed  Martin,  Goodric' 
American  Airlines,  Weyerhaeuser. 
FINANCIALS:  Long-term  debt  of  $118  n 
is  offset  by  $221  million  in  cash  and  net 
of  $190  million  over  the  last  12  months. 


FACILITYPi  . 

www.facility.: 
CEO:  Lawn  I 

Supported  twc 


E) 


ago  ;  ■;'  ,1  con.sortium  of  real 


GRAINGER  (GWW) 
www.grainger.com 
CEO:  Richard  L.  Kcyser 
WW  Grainger  has  600  physical  locations  world- 
wide, but  was  also  one  of  the  first  to  move  its  dis- 
tribution online.  Graingercom,  TotalMR0.com  and 
FindMR0.com  offer  Grainger's  5-million-item  parts 


MRO  SOFTWARE  (MROI) 
www.mro.com 

CEO:  Norman  Drapeau 
The  company's  main  product,  Maximo,  sti 
analyzes  mcuntencince  and  repair  records  ft 
pany's  revenue-generating  assets,  frorr 
machinery  and  backhoes  to  entire  buildin 
that  information  it  predicts  failure  rates,  d 
machine's  parts,  and  notifies  purchase 
they'll  need  to  order  replacements.  The 
user  stays  with  the  system,  the  more  accur 
imo's  predictions  become.  One  client,  Pari 
museum,  relies  on  Maximo  software 
temperature  and  humidity  levels. 

CLIENTS:  BP  Amoco,  GM,  Weyerhaeuse 
FINANCIALS:  Company  is  debt-free,  b 
$8.6  million  on  revenues  of  $126  millic 
most  recent  nine  months. 


10        FORBES      Ol  rOBER  7,  2002 


nowledgfe  Services 


/oyr  company  have  an  ''information"  strategy?  Do  your  key 
loyees  have  efficient  access  to  the  latest  content?  Look  to  the 
mnies  below  for  help. 


—Ghana  R.  Schoenberger 


5VP  (FSVP) 

indsvp.com 

^vid  Waike 

yP  sells  instant  consulting.  For  retainer 

who  pay  $15,000  a  year,  Find's  70  consul- 

jll  take  staffers'  phone  or  Web-based  queries 

bduce  the  answer  to  nearly  any  business 

\n.  in  writing,  within  48  hours,  with  backup 

ftnts.  Consultants  respond  to  queries  about 

Wuct  launches,  market  demographics,  com- 

js'  moves.  For  small  businesses  Find  is 

ng  a  new.  Web-only  $400-a-year  question 

through  Verizon  and  Prtney  Bowes. 

TS    1.700  customers,  including  Dow 

al,  Blockbuster,  IMS  Health.  Lowe's. 

CIALS  Last  November  a  group  led  by 
aike  invested  about  $4.6  million  for 
iompany  lost  $659,000  on  revenues  of 
lillion  in  the  first  half. 


DTUS  DOMINO  (IBM) 
'jtm.  com/software/lotus 

'air    jl  J   Palmisano 

lotus  offers  its  Domino  server,  which  com- 


panies can  use  to  run  e-mail,  instant  messaging, 
online  meetings,  document  revision  control  and  pro- 
ject collaboration.  It  even  has  a  spam-control  fea- 
ture. Many  companies  also  use  Domino  to  manage 
Web  site  content;  IBM  has  22%  of  this  market  Its 
Domino.doc  software,  five  years  old,  handles  doc- 
ument storage  and  retrieval  and  recently  added  the 
ability  to  file  e-mails  as  documents.  IBM's  Lotus 
Discovery  server  helps  companies  figure  out  which 
workers  know  the  most  about  particular  topics,  al- 
lowing staffers  to  find  the  most  qualified  person 
within  a  company  to  answer  a  question. 

CLIENTS  80  million  users,  including  Exxon 
Mobil,  GlaxoSmithKllne.  General  Motors. 
FINANCIALS:  Software  accounts  for  15%  of 
IBM's  $85  billion  in  revenues. 


OPEN  TEXT  (OTEX) 
www.opentextcom 
CEO;  P.  Thomas  Jenkins 
Open  Text  was  the  first  search-engine  technology 
behind  Yahoo,  but  it  later  moved  into  the  corporate 
market.  This  spinoff  of  Ontario,  Canada's  famed  tech- 
nology hub,  the  University  of  Waterioo.  developed  the 


Livelink  family  of  software.  Livelink  is  a  browser- 
based  system  that  allows  companies  to  search  for 
and  retrieve  documents,  as  well  as  letting  workers 
collaborate  in  real  time  via  the  Livelink  Message- 
Zone  application.  Features  include  seven  layers  of 
password-protected  access  privileges,  letting  man- 
agers decide  who  can  work  on  a  particular  project's 
documents.  Customers  and  suppliers  can  use  the 
system  as  well.  Has  five  million  users. 

CLIENTS:  4,500  customers,  including 
Johnson  &  Johnson,  Vivendi,  Motorola. 
FINANCIALS  In  fiscal  2002  Open  Text  made 
$17  million  on  $152  million  in  sales. 


THOMSON  DIALOG  (TOG) 

www.dialog.com 

CEO:  Roy  M.  Martin  Jr. 

Clients  of  this  service  pay  a  subscription  fee  to  ac- 
cess more  than  900  databases,  including  patents, 
trademarks,  government  reports  and  news  articles. 
Started  in  1972  as  a  Lockheed  spinoff,  Dialog  did 
the  first  electronic  keyword  searches.  Now  compa- 
nies often  use  its  CD-,  Web-based,  and  dial-up 
databases  as  a  virtual  corporate  library. 

CLIENTS:  25,000  across  industries. 
FINANCIALS;  Thomson's  legal  and 
regulatory  segment,  which  includes  Dialog, 
had  sales  of  $2,8  billion  last  year. 


Under  pressure  to  perform,  and  facing 
heightened  seairity  and  customs  regula- 
tions in  the  wake  of  Sept.  11,  shippers  are 
looking  for  the  fastesU-most  efficient  way  to 
operate.  Web-based" -software  is  suddenly 
more  popular.      ,jg 


FINANCIALS:  Raised  $50  million  in  funding  (last 
round  closed  Feb.  2001).  Still  unprofitable. 


(PRIVATE) 
og.com 

itchcll  Weseley 

d.  Web-based  transportation  management 
!  focuses  on  smoothing  the  process  of  mov- 
Js  globally.  Its  newest  version,  3.5,  offers 
',  visibility  and  event  management  all  in  one 
I— covering  all  modes  of  transportation 
reas  of  the  globe— to  deal  better  and  more 
with  supply-chain  hiccups.  U.K.  retailer 
or  example,  uses  G-Log's  software  to  find 
isr,  most  efficient  way  to  transport  frozen 
im  suppliers  to  its  distribution  centers. 

'S:  DuPont.  Brown  Shoe,  Tesco,  the 

Group. 

:iALS;  Closed  $20  million  round  of 

capital  funding  in  May  2002.  Has  been 


—LEIGH  Gallagher 


growing  revenues  at  a  rate  of  50%  per  year  for 
the  last  three  years.  Has  yet  to  turn  a  profit. 

GT  NEXUS  (PRIVATE) 

www.gtnexus.  com 
CEO:  Aaron  Sasson 

This  software  maker  runs  an  ocean-carrier  portal 
that  allows  customers  to  book,  track  and  com- 
plete documentation  and  payment  on  ocean  ship- 
ments. Its  network  of  13  carriers,  all  integrated  by 
the  same  technology  standards,  represents 
40%  of  the  global  capacity  for  containerized 
ocean  shipping.  Also  offers  ocean  transporta- 
tion management  software  and  supply  chain 
visibility  software;  beginning  to  roll  out  versions 
for  trucking  and  air  freight. 

CLIENTS;  Home  Depot,  Mitsubishi,  HP 


VASTERA  (VAST) 
www.vastera.com 
CEO:  Mark  Ferrer 

Helps  move  goods  around  the  world  by  ensuring 
that  companies  that  ship  goods  cross-borders  are 
in  compliance  with  local  customs  regulations— a 
top  priority  after  Sept.  II.  Has  packaged  many  of  its 
existing  services  under  a  new  "Homeland  Security" 
offering  to  help  customers  navigate  new  and  com- 
plex layers  of  regulations.  Among  its  customers; 
the  U.S.  Customs  Service  and  U.S.  Department  of 
Commerce's  Trade  Information  Center.  Vastera 
offers  services  three  ways;  through  Web-based 
software;  consulting  services;  and  managed  ser- 
vices, in  which  clients  outsource  their  entire  global 
trade  compliance  duties  to  Vastera. 

CLIENTS;  Ford,  Visteon,  Shell,  Black  & 
Decker,  3M. 

FINANCIALS:  Revenues  up  18%  in  second 
quarter;  signed  23  new  deals,  trying  to 
lessen  its  dependence  on  biggest  customer, 
Ford,  which  accounted  for  35%  of  revenues 
in  first  half  of  the  year  (now  23%).  Stock 
has  crashed:  at  $2.40,  down  from  $18.60 
last  December. 


files  of  B2B  companies  in  Healthcare  go  to  www.forbesbest.com. 
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>Pmcurement 


Driving  costs  down  and  focusing  on  core  businesses  are  the 
watchwords  of  the  "new"  new  economy.  E-procurement  providers  are 
reaping  the  rewards  as  companies  outsource  their  sourcing.^ 

—Daniel  Kruger 


FREEMARKETS  (FMKT) 
www.freemarkets.com 
CEO:  Glen  T.  Meakem 

Companies  have  sourced  $40  billion  of  goods  on 
FreeMarkets'  reverse  auctions,  which,  according  to 
loyal  customers  like  H.J.  Heinz,  saves  them  a  bun- 
dle. The  company's  database  contains  information 
on  more  than  150,000  suppliers,  over  21,000  of 
which  have  been  bidders.  FreeMarkets  has  two 
principal  offerings.  The  first,  FullSource,  costs  a 
fixed  fee  of  1%  to  2%  of  purchases,  based  on  volume 
of  goods  sourced.  The  other,  QuickSource,  was  de- 
signed for  simple  purchases  and  can  be  run  off  a 
desktop  for  a  licensing  fee.  This  summer  United 
Technologies  sourced  $80  million  in  global  con- 
tract engineering  services;  the  company  estimates 
it  saved  45%  on  the  bid. 

CLIENTS:  GlaxoSmithKline,  Emerson  Electric. 
FINANCIALS;  First-half  revenue  up  25%  to 
$93  million  and  net  loss  narrowed  to  $12 
million,  down  from  $285  million  in  2001. 
Company  has  $121  million  in  cash. 


ICG  COMMERCE  (ICGE) 
www.icgcommerce.com 
CEO:  Edward  West  (acting) 
Over  150  companies  use  ICG  to  save  an  estimated 
5%  to  15%  on  purchases  like  bulldozers  and  steel. 
ICG  sources  lowest  total  cost  supply  agreements   \ 
and  then  lets  customers  piggyback  on  them  at  its   j 
marketplace,  RealExchange.  It  also  ties  in  corpo- 
rate back-end  systems  with  its  own  procurement 
system.  A  partnership  with  Logistics.com  will  drive 
down  transport  costs  for  purchases. 
CLIENTS:  Nordstrom,  Novartis,  Crown  Cork  &  Seal.   { 
FINANCIALS:  VC  Internet  Capital  Group  is  the 
largest  stakeholder.  2001  revenue:  $55  million. 

PEOPLESOFT  (PSFT) 
www.peoplesoft.com 

CEO:  Craig  A.  Conway 

Since  its  Sept.  2000  rollout,  more  than  150  com- 
panies are  using  PeopleSoft's  e-procurement  sys- 
tem. Integrated  within  its  supply-chain  software, 


PeopleSoft's  e-procurement  package  looks  b 
just  sourcing.  Users  can  see  how  much  is  b 
from  which  suppliers  in  order  to  buy  cheaper 
gotiate  better  future  rates.  Also  provides  d 
suppliers,  ranging  from  costs  to  reliability,  ( 
and  efficiency.  Can  request  quotes  from  s 
suppliers  and  online  marketplaces  at  once. 

CLIENTS:  State  Farm,  CSFB,  Corning. 
FiNANCIALSiFirst-half  sales  of  $965  milli( 
down  9%.  Net  income  was  $81  million,  down 


ORACLE  (ORCL) 

www.oracle.com 

CEO:  Lawrence  J.  Ellison 

There's  nothing  modest  about  Oracle,  wW 

mously  bragged  of  saving  $1  billion  using  it 

software,  part  of  which  came  from  the  operj 

calls  "i-procurement."  Users  also  measure  su| 

by  quality,  reliability  and  cost,  or  design  a  me 

weigh  those  factors.  Clients  say  it's  easy  to  u: 

shopping  on  Amazon,  except  that  Oracle  giv 

purchasing  manager  a  chance  to  sign  off  or 

Oracle  also  makes  it  easy  for  management  ti 

track  of  whether  orders  are  being  placed  wi' 

ferred  suppliers,  a  big  key  to  cutting  costs. 

CLIENTS:  Xerox,  Qualcomm,  Visa,  AIca 
FINANCIALS:  Net  income  for  fiscal  200:( 
ending  in  May  was  down  13%  to  $2.2  billil 


Big  retailers  were  early  to  embrace  the 
idea  of  efficiency  via  Web-based  trading 
hubs.  Unfortunately  a  digital  Tower  of 
Babel  existed,  thanks  to  retailers'  dis- 
parate systems.  Now  comes  UCCnet  to 
the  rescue. 


GLOBALNETXCHANGE  (PRIVATE) 
https://www.gnx.com 
CEO:  Joseph  Laughlin 

Despite  $4.1  billion  in  transactions  since  inception 
in  2000,  GNX  faces  stiff  competition  from 
exchanges  offt^ring  product  data  uploading  onto 
UCCnet's  GLOBALregistry.  Even  financial  backer 
J.  Sainsbury  hns  opted  to  develop  its  own  private 
e  change  for  collaborative  planning  independent 
of  GNX,  05?'  of  GNX's  business  is  auctions— 70% 
of  which  are  for  retail  items  GNX  has  its  own 
IVsi  .11  •  :■. :-,-  u  ■■  .'ored  collaborative  planning  tool  and 
a  per, .    1    ■  .'d'angc. 

CLIENTS:  Cwofour,  Foderated,  Kroger, 
Sear    Kj'sindJ nueMe  mG,  Henkel,  Colgate- 
Palmo.,va,  tn;  6.-ith & Eoyond. 


-RATHATEP 


FINANCIALS:  Auction  volume  for  second 
quarter  2002  exceeded  $850  million,  tripling 
transaction  volume  from  a  year  ago.  Despite 
the  volume,  profits  have  been  elusive. 


TRANSORA  (PRIVATE) 
www.  transora.com 
CEO:  Judith  Sprieser 

Transora's  Data  Catalog  not  only  helps  manufac- 
turers such  as  Procter  &  Gamble  and  Hershey 
Foods  upload  their  items  onto  UCCnet's  GLOBAL- 
registry, but  also  synchronizes  product  information 
wrtth  retailers  and  provides  hosted  procurement  ser- 
vices. As  of  August,  approximately  a  third  of  its  57 
members  were  using  the  Data  Catalog  to  list  prod- 
ucts. Transora  is  evaluating  a  possible  merger  with 
CPGmarket,  the  European  consortium  exchange 


created  by  Nestle,  Danone,  Henkel  and  SAPn 

CLIENTS:  Procter  &  Gamble,  Johnson 
Johnson,  Kraft,  Reckitt  Benckiser,  Unil 
FINANCIALS:  Over  $250  million  in  fundi 
from  its  57  investing  members.  Still  no  p 

UCCNET  (NONPROFIT) 

www.uccnet.org 
CEO:  Thomas  S.  Rittenhousc 
UCCnet,  a  subsidiary  of  the  Uniform  Code  I 
attacks  the  issue  of  dirty  data,  or  item  ore 
matches.  Its  GLOBALregistry  gives  each 
Global  Trade  Item  Number  (GTIN),  which  ic 
each  item  based  on  an  industry-standard  s 
tributes.  This  will  supersede  the  UPC  as  tl 
dard  for  product  identification  in  2005. 
provides  synchronization  of  product  data  I 
manufacturers  and  retailers  in  near  re 
Manufacturers  upload  item  data  and  can  di 
specific  retailers  to  have  access  to  the  Info  ' 
as  in  the  case  of  Nestle  Purina  with  W. 
Ahold,  Wegmans  and  Food  Lion. 

CLIENTS:  Over  180  members,  includir 
Mart,  Ahold  U.S.A.,  Wegmans  Food  Ms 
A&P,  Campbell  Soup,  Sara  Lee,  H.J.  H 
FINANCIALS:  Not-for-profit.  Subscript 
fees  are  based  on  a  cost-recovery  modi 
range  between  $1,500  to  $400,000  an 
depending  on  sales. 


IKi-->- 


H^    For  profiles  of  B2B  companies  In  Industrial  Equipment  go  to  www.forl 
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As  the  supply  chain  extends  to 
customers  and  suppliers,  and  more 
companies  collaborate  over  the 
Web,  security  problems  only  get 
bigger.  These  companies  can  help. 


roiNT  SOFTWARE  (CHKP) 
ieckpoint.com 

I  Shwed 

Joint's  firewalls  remain  the  gold  standard 
scting  corporate  networks.  Its  software  is 
at  more  than  250,000  corporate  sites,  and 
oint  is  collaborating  with  Nokia  to  develop 
products  for  wireless  virtual  private  net- 
id  mobile  phones.  Much  of  the  focus  is  on 
■tnering  with  Senex  Technologies  in  Korea 
ict  Technologies  in  India. 

rS:  Hearst.  Best  Buy.  Shell  Corp. 
EIALS:  Check  Point's  stock  is  down 
P%  this  year  and  second-quarter  sales 
n  nearly  25%.  Profit  growth  slowed  to 
^%  last  year. 


-LEA  GOLDMAN 


SYMANTEC  (SYMC) 
www.symantec.com 
CEO:  John  Thompson 

Demand  for  Symantec's  antivirus  software  is  soar- 
ing. The  software  detects  a  virus  and  reverse-engi- 
neers it  so  that  it  can  create  an  antidote.  Symantec 
is  now  beefing  up  its  arsenal  of  VPN  security,  fire- 
walls and  virus-detection  software.  It  recently  ac- 
quired SecurityFocus,  for  $75  million,  which  sells  soft- 
ware that  alerts  businesses  to  threats  of  terrorism. 

CLIENTS:  HP.  Nestle.  PNC  Financial. 
FINANCIALS:  First-quarter  sales,  ended  in 
June,  are  up  39%  over  the  same  period  last 
year,  to  $316  million.  Net  income  for  the  quar- 
ter was  $56.6  million,  compared  with  a  year- 
earlier  net  loss  of  $21.2  million.  The  stock  is  up 
nearly  80%  since  its  52-week  low. 


SURFCONTROL  (SRFKF) 
www.surfcontrol.com 
CEO:  Stephen  Purdham 
Spam  costs  businesses  millions  in  lost  productivity 
and  network  congestion.  SurfControl's  software 
monitors  Web  activity,  scans  e-mails  and  filters 
out  junk.  In  August,  Northrop  Grumman's  IT  sector 
joined  SurfControl's  1,000  channel  partners  and 
will  offer  the  filtering  software  to  federal  customers. 

CLIENTS:  Sony.  Interbrew,  Duke  Energy. 
FINANCIALS:  Recently  public,  its  revenues  for 
the  year  ending  in  June  increased  51%  to  $54 
million.  It  earned  $1.7  million  versus  a  loss  of 
$14  million  for  the  previous  fiscal  year. 

VERISIGN  (VRSN) 
www.verisign.com 
CEO:  Stratton  Sclavos 

Though  VeriSign  is  mired  in  lawsuits  from  rivals  and 
enduring  an  FTC  investigation,  some  400,000  mer- 
chants use  its  digital  certificates,  which  vouch  for  a 
site's  integrity.  75,000  customers  use  its  software 
to  process  and  clear  payments.  VeriSign  insures  up 
to  $250,000  for  unauthorized  transactions. 

CLIENTS:  Texas  Instruments,  Circuit  City,  IBM. 

FINANCIALS:  Second-quarter  sales  of  $317 
million  are  up  37%  over  a  year  ago.  VeriSign 
had  a  net  loss  of  $4.8  billion,  mostly  due  to 
acquisition  writedowns. 


>Small  Business 


giants  Microsoft,  Yahoo  and  EBay  are  duking  it  out  to  offer 
Services  to  small-business  owners.  Why  waste  time  wooing 
like  Sally's  Strudels  or  Patty's  Pets?  Because  small  businesses 
.ntfor  almost  50%  of  all  IT  spending,  according  to  InStat. 

—LEIGH  Gallagher 


IE  (PRIVATE) 
vetie.com 

kvid  Koretz 

^old  Koretz  founded  BlueTie  in  1999,  with 
jfrom  Paychex  billionaire  Tom  Goiisano,  as 
jiative  to  Microsoft  Exchange  and  Lotus 
le  ASP  offers  small  and  medium-size  busi- 
i-mail  accounts,  shared  calendars,  instant 
hg  and  more,  starting  at  $15  per  user  per 
|3lueTie  sells  to  small  businesses  through 
lellers  and  distributors  like  Ingram  Micro. 

S:  Wet  Planet  Beverages.  LeaseNow 
William  Scott  (financial  services). 
lALS  Closed  on  an  estimated  $10 
1  funding  in  February.  Sales  growing  at 
iO%  monthly. 

SOFT  BCENTRAL  (MSFT) 

tentral.com 

even  Ballmer 

jft  started  BCentral  as  a  small-business 


portal  in  1999;  if  s  since  evolved  into  a  full-service 
ASP,  offering  Web  hosfing,  e-mail  marketing  and, 
with  last  year's  $1.1  billion  acquisition  of  Great  Plains, 
integration  with  its  new  small-business  manager 
accounting  software— which,  with  users  still  wary 
about  putting  their  financials  on  the  Web,  is  avail- 
able only  on-site.  Still,  the  site  is  approaching  five 
million  unique  users  and  two  million  registered 
users  a  month  and  is  seeing  lower  churn  rates. 

CLIENTS:  Find-a-Therapist,  Tana's  Habitat, 
OPI  Trading  Corp. 

FINANCIALS:  Microsoft  is  serious  about  small 
business:  After  purchase  of  Great  Plains,  it 
moved  BCentral  into  the  company's  Business 
Solutions  division,  reflecting  a  higher  priority  in 
the  organization. 

STAPLES  (SPLS) 

www.staples.com 

CEO:  Brian  Light 

Started  by  selling  office  supplies  online,  then 


expanded  into  business  services.  Through  partners, 
it  now  offers  payroll,  marketing,  Web  hosting  and 
printing  services.  Most  online  buyers  still  shop  for 
pens,  paper  and  other  office  supplies,  though. 
Recently  launched  a  content  library  with 
"how-to"  articles  for  entrepreneurs. 
CLIENTS:  Innovative  Ideas,  Boston  Bagel  Co., 
SportsLife  Enterprises. 

FINANCIALS:  Staples.com  met  its  goal  of 
$1  billion  in  sales  in  2001.  Parent,  Staples,  has 
$500  million  in  cash. 

YAHOO  SMALL  BUSINESS  (YHOO) 

http://smallbusiness.yahoo.com 
CEO:  Terry  Semel 

Under  pressure  to  diversify  its  ad-dominated  top 
line,  Yahoo  hired  Bud  Rosenthal  of  Bigstep.com  to 
boost  subscription  fees  from  small  businesses. 
Yahoo  is  now  a  full-service  ASP  selling  Web  host- 
ing, storefront  and  accounting  services.  Hosting 
starts  at  $15  a  month;  Yahoo  Store,  $50  per  month 
plus  a  percentage  (0.5%  of  every  transaction,  3.5% 
more  if  the  Yahoo  network  drives  the  order).  Pricey, 
but  entrepreneurs  salivate  over  Yahoo's  traffic. 

CLIENTS:  Bar  Accents,  the  Stork  Delivers. 
FINANCIALS:  $800  million  in  cash  and 
revenues  of  $700  million;  Small  Business  has 
350,000  paying  customers. 
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>SupdIv  Chain  Management 

Innovators  12  and  Manugistics  are  getting  hammered  as 
software  giants  like  SAP  are  swooping  in  for  market  share.  Said  one 
wry  analyst:  "People  want  one  throat  to  choke  now. 


—  CONSTANCE  GUSTKf 


12  TECHNOLOGIES  (ITWO) 

www.i2.com 

CEO:  SanjivSidhu 

Still  the  leader,  with  15%  of  the  supply  chain  market. 
But,  boy,  has  it  been  slammed  by  the  high-tech 
meltdown,  which  represents  42%  of  its  installed 
client  base.  Analysts  still  give  12  high  marks  for  the 
deep  algorithms  and  innovation  of  its  Internet-based 
software  TradeMatrix— giving  it  a  three-year  lead  over 
rival  SAP.  Crumbling  market  share  precipitated  a  man- 
agement shakeup  this  spring. 

CLIENTS:  Dell,  Caterpillar,  Barnes  &  Noble, 
Adidas-Salomon. 

FINANCIALS:  Revenues  slid  52%  in  the  sec- 
ond quarter,  and  there  was  a  net  loss  of  $757 
million.  Cash  position:  $600  million.  12  is 
slashing  operating  expenses. 


MANHATTAN  ASSOCIATES  (MANH) 

www.manh.com 
CEO:  Richard  Haddrill 

Warehouse-management  tools  may  sound  as  glam- 
orous as  Tupperware,  but  for  Manhattan  Associ- 
ates they're  gold.  Already  boasts  a  market  cap  that" s 


nearly  double  that  of  supply-chain  leaders  12  and 
Manugistics.  Manhattan  Associates'  flagship  PkMS 
software  is  touted  for  its  ability  to  manage  shipping, 
track  orders  and  count  inventory— allowing  clients 
like  Tiffany  and  Abbott  Laboratories  to  reduce 
costs.  Rising  revenues  and  net  income  have  Wall 
Street  sitting  up  and  taking  notice. 

CLIENTS:  Calvin  Klein,  Sara  Lee,  Honda, 
Tiffany,  American  Eagle  Outfitters. 
FINANCIALS:  Met  or  beat  Street  earnings 
estimates  for  II  straight  quarters.  Revenues 
were  $155  million  in  2001;  projected  to  grow 
20%  in  2002. 

MANUGISTICS  GROUP  (MANU) 
www.manugistics.com 
CEO:  Gregory  Owens 

Forget  its  dismal  revenues.  Manugistics  has  carved 
out  a  hot  niche  in  lean  times:  pricing  optimization, 
which  squeezes  expenses  out  of  the  supply  chain.  \ 
And  last  year's  flurry  of  acquisitions  bolsters  an  j 
already  strong  offering.  By  gobbling  up  Space- 
Works  early  this  year,  Manugistics  gets  new 
clients  like  GE  Aircraft  Engines  and  Pratt  & 


Whitney,  as  well  as  improved  order  manai 
capability.  Still,  30  to  40  startups  are  hoping 
in  on  Manugistics'  optimization  turf. 

CLIENTS:  Harley-Davidson,  Pfizer,  Coc 
Cola,  Marriott. 

FINANCIALS:  A  first-quarter  net  loss  of  i 
million;  software  revenues  declined  46%.  h 
$213  million  in  cash. 

SAP  (SAP) 
www.sap.com 

CEO:  Hasso  Plattner  and  Henning  Kage 
SAP  is  the  Microsoft  of  the  supply  chali 
inspired  but  safe.  It  does  boast  one  of  the 
est  and  most  complex  offerings,  though.  Ri 
the  German  giant  added  more  collaboratic 
and  whistles  to  its  planning  and  executio 
ware,  where  it  has  1,400  customers, 
reputation  for  strong  execution  and  delive 
vides  keen  weapons  against  faltering  lea 
and  Manugistics.  About  half  of  SAP's  ir 
tions  are  in  the  mid-market. 

CLIENTS:  Dow  Corning,  Colgate-Palme 
BMW,  Lockheed  Martin. 
FINANCIALS:  Second-quarter  net  incor 
25%,  though  revenues  fell  only  4%.  Rev& 
from  supply  chain  is  slated  to  grow  29% 
year  to  $602  million. 


>Trading  Platforn 


111001  The  Web  is  a  haven  for  upstart  and 
established  financial  trading  operations. 

-11150^  But  hard  times  have  hit.  A  shakeout  has 
eliminated  BondBook  and  Atriax,  and 
I  the  Justice  Department  is  investigating 
industry-backed  consortia. 


C  (PRIVATE) 

www.creditex.com 
CEO:  Sunil  Hirani  and  John  McEvoy 
The  credit-derivatives  market,  where  bondholders 
can  hedge  exposure,  was  growing  fast  in  the  late 
1990s.  Tlien  '\rjon  happened  and  things  got  even 
better.  Enter  C.  -ditex,  an  online  trading  platform 
for  credit  cit:ri  ..ativ^s  founded  in  1999.  The  site 
started  out  doing  simple  credit  swaps,  but  has 
recently  movcc;  'r,Q  higher-margin  structured  deals, 
getting  a  jump     ■  i  jndon-based  CreditTrade.  In 
April  Goldman  S.  iK  ^^scd  Creditex  to  auction  off 
$1  billion  in  deriva;  "■  r  •  iij  cc    panics. 
CLIENTS:  ACE,  J.I   ^    rgan        >k  of  Montreal 
FINANCIALS  Profi.aMesir         -end of 
i^^OI;  market  sb  irc  is  arou'  , ;;/    to  25%. 


—  BEN  BERENTSON 


FXALL  (PRIVATE) 
www.fxall.com 
CEO:  Philip  Weisberg 

This  currency-trading  operation,  backed  by 
Citibank,  J. P.  Morgan  and  Morgan  Stanley,  was 
helped  by  the  demise  of  Atriax.  CEO  Weisberg  is 
looking  to  its  new  Settlement  Center— which  elec- 
tronically manages  the  back-office  settlement 
process— to  be  a  quantum  leap  in  efficiency  and 
cost-savings.  Right  now  75%  of  its  revenues  are 
made  on  transaction  fees.  Caution:  FXall  is  part  of 
the  Justice  Department  inquiry. 

CLIENTS:  Bank  of  America,  Morgan  Stanley, 
J.P.  Morgan;  300  Institutional  dealers. 
FINANCIALS:  Still  unprofitable.  Last  funding 
was  for  roughly  $20  million  in  September  2001. 
Estimated  daily  trading  volume:  $1.8  billion. 


MARKETAXESS  (PRIVATE) 

www.marl(etaxess.com 
CEO:  Richard  McVey 
MarketAxess  is  the  dominant  player  in  cor 
Like  TradeWeb,  its  offices  were  destroyed 
II,  but  it  rebounded  to  brisk  volume  in  the  f 
months.  When  BondBook  collapsed,  son 
backers— such  as  Morgan  Stanley— becatr 
partners  at  MarketAxess. 
CLIENTS:  State  Street,  Northwestern 
Life,  Evergreen  Investments. 
FINANCIALS:  MarketAxess  has  raised 
million  in  funding  over  the  past  two  yea,' 

TRADEWEB  (PRIVATE) 

www.tradeweb.com 
CEO:  Jim  Toffey 
The  site  was  down  for  three  weeks  after  il 
were  destroyed  in  the  Sept.  II  attat 
rebounded  to  much-increased  volume.  In  I 
trading  volume  is  now  $50  billion  | 
compared  to  $25  billion  one  year  ago.  T 
has  cornered  the  market  in  government  b(  i 
take  on  MarketAxess  in  corporate  bonds  i  i 

CLIENTS:  1,000  buy-side  firms,  inclu 
Pimco,  Vanguard  and  MetLife. 
FINANCIALS:  Turned  profitable  in  the 
quarter  of  2001.  Volume  for  August  wa 
$1  trillion,  its  most  successful  month  e 
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eb  Services 


\otte6tB2B  buzz  these  days  is  about  Web  Services.  These  providers 
software  that  lets  companies  integrate  and  modernize  their  legacy 
ns  by  using  Internet  protocols,  such  as  XML. 


—  Kim  NGUYEN 


[BSPHERE  (IBM) 
m.com 

imuel  Palmisano 

earfy  provider  of  Web  Services,  offers  the 
I  that  enables  customers  to  have  real-time 
ons  between  back-office  information,  like 
i  records,  and  front-end  functions,  like  e- 
tt  also  allows  employees,  customers,  sup- 
i  partners  to  easily  Integrate  their  networks 
iping  existing  software  instead  of  forcing 
hase  of  new  Web  applications.  The  com- 
leveloper  of  Java,  recently  partnered  with 
ft  and  others  to  set  Web  Service  interoper- 
andards.  The  alliance  casts  a  shadow  over 
rosystem's  Java  plans,  leaving  the  future 
iva  in  Web  Services  unclear 

S:  Home  Depot,  EBay,  Aetna.  ADP. 
;iALS  WebSphere  and  database  man- 
software  DB2.  generated  $2.6  billion  in 
!  sales  In  its  second  quarter 


ECHNOLOGIES  (lONA) 
na.com 

ased  lona  long  used  a  standard  known  as 


Corba  for  networking  systems.  Now  it  offers  Web 
Services,  which  is  more  flexible  and  easier  to  use. 
lona's  software  integrates  systems  like  billing  and 
e-commerce.  The  company's  Web  Services  plat- 
form, based  on  XML  technology,  works  within  a 
corporate  network  and  can  also  tie  into  networks  of 
suppliers  and  customers,  lona  software  is  used  by 
80%  of  telecommunication  networks. 

CLIENTS:  4.500,  including  AT&T.  Boeing, 
Nortel,  Ford  and  Silicon  Graphics. 
FINANCIALS  Generated  revenue  of  $65.8 
million  for  the  first  six  months  of  this  year,  but 
posted  a  loss  of  $35  million.  Has  more  than 
$100  million  In  cash  and  marketable  securities. 


MICROSOFT  .NET  (MSFT) 
ww}N.microsoft.com/net 
CEO:  Steven  Ballmer 

Microsoft  .Net  Web  Services  software  automati- 
cally rewrites  software  code  for  different  systems, 
saving  developers  time.  It  also  offers  wizards  and 
graphical  Interfaces,  making  It  among  the  easiest 
Web  Services  product  to  use.  Using  Its  software, 
corporate  customers  could,  for  example,  schedule 


alerts  to  let  them  know  when  a  vendor  ships 
purchased  Items.  Even  though  24  languages- 
ranging  from  Visual  Basic  to  Legacy  Cobol— are 
supported  on  Its  XML  development  tool,  there  is 
poor  support  for  Java. 

CLIENTS:  Continental  Airlines,  Deutsche 
Bank,  Dollar  Rent  A  Car. 
FINANCIALS:  Enterprise  software  and  ser- 
vice, which  includes  Microsoft.  Net,  generated 
$5.1  billion  in  net  revenues  for  the  fiscal  year 
ending  in  June. 


WEBMETHODS  (WEBM) 

www.  webmethods.  com 
CEO:  Phillip  Merrick 

WebMethods  argues  that  companies  such  as  Sun 
Microsystems  and  Microsoft  have  hijacked  the  real 
value  of  Web  Services  by  tailoring  them  to  their  own 
application  platforms.  The  real  value  comes  in  soft- 
ware Integration.  WebMethods'  focus  now  Is  pro- 
viding customers  with  an  Integration  backbone.  The 
ultimate  goal  Is  to  connect  business  processes  In- 
side and  outside  the  enterprise. 

CLIENTS:  Bank  of  America,  Best  Buy,  U.S. 
Department  of  Defense. 
FINANCIALS:  First-quarter  revenue  dropped 
to  $47.7  million  from  $55.4  million  in  the  previ- 
ous year.  Net  loss  shrank  to  $3.1  million  from 
$19.9  million.  As  of  June,  WebMethods  had 
$207  million  in  cash. 


Wireless  is  down,  but  it  is  definitely 
not  out.  Watch  these  companies 
prosper  as  government  and  industry 
finally  begin  to  untether. 


SYSTEMS  (AETH) 
thersystems.com 

ivid  Oros 

t  Pennsylvania's  state  police  signed  a  $7 
jntract  with  Aether  so  that  police  officers 
ss  crime  data  banks  and  maps  from  their  , 
king  company  Freymiller  also  signed  up  to  [ 
y  track  Its  fleet  of  refrigerated  trailers  and 
lether's  platform.  Aether  Fusion,  extends 
I  of  corporate  networks  to  wireless  devices. 

S:  Cendant,  Lexus,  Merrill  Lynch. 

lALS:  The  flow  of  red  ink  has  slowed. 

:ond  quarter  Aether  posted  a  net  loss 
I  million  on  revenue  of  $31.6  million, 
H  net  loss  of  $103.6  million  in  the  same 
list  year  Has  $121  million  in  cash. 


-KEN  YAMADA 


IBM  (IBM) 
www.ibm.com 

CEO:  Samuel  L.  Palmisano 
IBM  has  made  a  push  into  wireless,  offering 
wireless  network  design  planning  and  network 
and  cellular  access  Integration.  Big  Blue  also 
develops  wireless  enterprise  portal  software, 
networking  Infrastructure,  laptop  computers, 
handheld  devices,  and  wireless  apps  for  CRM. 
Recently  Air  Canada  signed  up  with  IBM  to  in- 
stall wireless-enabled  roving  kiosks  In  airports 
to  aid  passenger  check-In. 

CLIENTS: -Safeway,  Air  Canada,  Shell  Oil. 
FINANCIALS:  Wireless  is  included  in  IBM's 
dominant  IBM  Global  Services  unit,  which  had 
$8.7  billion  in  second-quarter  revenues. 


SYBASE  (SY) 
www.sybase.com 
CEO: John  Chen 

Sybase's  lAnywhere  Solutions  Is  making  strides  as 
a  wireless  technology  provider,  claiming  a  customer 
base  of  six  million  users  at  more  than  10,000  sites. 
lAnywhere 's  platform  extends  applications  to  wire- 
less devices;  It  works  with  some  700  thlrd-party- 
applicatlon  vendors,  Including  Casio  and  Palm. 

CLIENTS:  Allianz  Insurance,  Citibank. 
FINANCIALS:  lAnywhere's  second-quarter 
operating  income  was  $5.6  million  on  $19.7 
million  in  sales.  Revenue  last  year  was  $89.4 
million.  Operating  margin  is  25%. 

SYMBOL  TECHNOLOGIES  (SBL) 
www.symbol.com 
CEO:  Richard  Bravman 
Known  for  Its  bar-code  scanners,  Symbol's  focus  Is 
on  developing  mobile  computers,  wireless  net- 
working devices  and  base  stations.  Some  75,000 
customers  have  Its  wireless  LAN  networks  installed 
and  more  than  ten  million  scanners  are  In  use. 

CLIENTS:  PepsiAmericas,  UPS,  J.C.  Penney. 
FINANCIALS:  Second-quarter  net  loss  was 
$59.6  million  on  $315.8  million  in  revenue.  Its 
revenue-recognition  practice  is  under  SEC 
investigation. 


I. lies  Qf  B2B  companies  In  Telecommunications  go  to  www.forbesbest.com. 
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>nfiar<^'^*"-"-''iing  PDAs 


Your  company-issued  cellular  tele- 
phone, laptop  and  pager  may  soon  be 
replaced  by  an  all-in-one  gadget  like 
those  reviewed  below.  Most  of  these 
souped-up  handhelds  are  loaded  with 
software  applications,  networking  tech- 
nology, a  phone  and  a  Web  browser.  If 
you  dont  mind  the  small  screen  and 
cramped  keyboard,  you  II  find  that 
these  devices  will  do  most  of  the  same 
tasks  as  your  laptop,  and  they  cost  a  lot 
less.  Notably  absent  from  our  list  are 
Palm's  PDAs,  which  didnt  make  the 
cut  for  corporate  use. 

-ARIK  HESSELDAHL 


HANDSPRING  TREO  270 
www.handspring.com 
$500  plus  wireless  service  contract 
This  sleek,  silvery  PDA-flip  phone  is  pow- 
ered by  a  33MHz  processor  and  loaded 
with  16MB  of  RAM.  It  also  offers  Internet 
access,  wireless  telephony  and  runs  on  the 
Palm  OS,  which  can  run  Microsoft  Office 
apps  if  you  download  third-party  software. 
Like  its  faster  sibling,  the  Treo  300,  it 
comes  with  short-messaging  service,  a 
Web  browser  and  a  speakerphone  for  con- 
ference calls.  But  for  the  mobile  executive 
the  270  is  tops,  because  it  operates  on  the 
GSM  standard  compatible  with  Europe  and 
Asia,  and  it  is  lighter— just  5.4  ounces.  Bat- 
tery is  good  for  about  three  hours  of  talk 
time.  There  are  no  expansion  slots— nec- 
essary if  you  want  to  add  memory. 

RESEARCH  IN  MOTION  BLACKBERRY  5810 

www.blackberry.com 
$500  plus  wireless  service  contract 
This  workplace  PDA  weighs  4.7  ounces 
and  integrates  easily  with  Microsoft  Ex- 
change Server.  Wirelessly  updates  your 
PDA  with  e-mails  sent  to  Outlotk  on  your 
desktop.  For  other  applications  :■  synchs 
with  your  PC.  You  have  to  plug  in  a  head- 
set to  make  calls  but  the  phone  saps  bat- 
tery life  to  three  hours  of  talk  time.  The 
5810  also  supports  Lotus  Domino.  It  runs 
on  a  32MHz  f.  rocessor  and  comes  witli 
8MB  of  RAM.  Has  no  color  screen  or  ex- 
pansion slots,  md  the  browser  is  difficult 
to  use.  But  if  you  need  ;crss  to  a  corpo- 
rate network,  this  is  tht  .vi  • 


Handspring  Treo  270 


Research  In  MotionlBlackberry  5810 


T-MOBILE  POCKET  PC 

www.  t-mobile.com 
$550  plus  wireless  service  contract 
This  stylish  PDA,  with  a  touch-sensitive 
color  screen,  operates  on  Microsoft's  op- 
erating system  and  provides  standard  ap- 
plications. Weighing  6.8  ounces,  it  has  a 
speakerphone,  and  GSM  wireless  service, 
like  the  Treo  270.  Running  on  an  Intel 
StrongARM  206MHz  processor  with 
32MB  RAM,  the  battery  offers  four  hours 
of  talk  time.  The  phone  works  well,  but  the 
earpiece  is  awkwardly  wide.  Also,  down- 
loading a  Web  page  is  agonizingly  slow, 
and  using  MSN  Messenger  with  a  stylus 
or  the  onscreen  keyboard  is  a  chore. 

TOSHIBA  E740  POCKET  PC 

www.toshiba.com 

$600 

If  your  company  has  a  Wi-Fi  network,  get 
the  e740  for  free-roaming  wireless  Web  ac- 
cess. Another  Microsoft-compatible  gad- 
get, this  PDA  weighs  6.1  ounces,  has  a  color 
screen,  a  400MHz  processor,  64MB  of 
RAM  and  two  expansion  slots.  Web  surf- 
ing, however,  is  frustrating  because  it 
doesn't  format  pages  to  fit— expect  lots  of 
scrolling.  Comes  preloaded  with  the  Pocket 
PC  version  of  Microsoft  Office  and  has  a 
jog  wheel  for  jumping  between  e-mail  mes- 
sages. An  optional  module  lets  you  connect 
a  keyboard  and  monitor— great  for  Power- 
Point presentations.  There's  no  phone  ser- 

i  vice.  Battery  lasts  up  to  seven  hours;  with 
Wi-Fi  on,  it  will  last  about  three  hours.  It's 

I   replaceable,  so  keep  a  spare. 


SHARP  ZAURUS  SL-5500 

www.sharp-usa.com 

$500 

This  Linux-based  enterprise  PDA  ( 
loaded  with  easy-to-use  applicatioi 
compatible  with  Microsoft  Office.  Hf' 
built-in  expansion  slots,  which  can  b< 
to  add  a  wireless  card,  and  a  crisp 
screen.  It's  equipped  with  a  201 
processor  and  64MB  of  RAM  and  th 
tery  lasts  for  three  hours.  The  2 
weighs  in  at  7.3  ounces,  and  the  t 
third  slides  down  to  expose  a  hiddt 
erty  keyboard.  Two  quibbles:  Movini 
from  the  PC  to  the  handheld  require; 
ging  a  file  to  a  folder  that  appears 
desktop,  then  synching.  Also,  then 
phone  service. 

NOKIA  9290  COMMUNICATOR 

www.nokia.com 

$600  plus  wireless  service  contract 
A  PDA  from  a  cell-phone  manufac 
and  it  shows.  While  you  can  access- 
Notes,  Oracle  database  software  a 
crosoft  Outlook  on  your  corporate  m 
the  best  feature  is  its  ten  hours  of  ta 
Great,  but  it  only  works  if  you're 
from  the  U.S.  The  bulky  8.6-oun( 
comes  equipped  with  a  bright  4-inc 
screen,  a  Symbian  operating  sysl 
Intel  StrongARM  processor  and  l( 
RAM.  Accessing  e-mail  is  like  an  un 
flashback  to  the  past:  You  have  to 
an  ISP,  then  download  e-mail  frorr 
isting  Internet  account.  Slow,  as  is 
to  the  Web. 


MIL  fOU  FOaOES 
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NSTANT 

MESSAGING 

lAY 


WITH  SPEED:  No  question  about  it.  Whether  it's  on  a  PDA 
j  a  PC,  the  faster  your  workforce  can  exchange  ideas,  the  faster 
ley  can  act  on  them. 

WITH  LOTUS:  As  the  leader  in  business  instant  nnessaging, 
Dtus  Sanrietime'  helps  you  locate  and  communicate  with 
le  people  you  need,  instantly  and  securely  Lotus.  Part  of  our 
]ftware  portfolio  including  DB2:'Tivoli' and  WebSphere.* 

lAKE  THE  PLAY:  Visit  ibm.com/lotus/team  for  a  Webcast 
1  instant  messaging  and  its  effects  on  speed  of  collaboration. 


business  is  the  game.  Play  to  win: 


tsim^k 


Meet  your  Kid. 


Harbinger  of  Technology.  _ 
Jiiijlliiliovation. 

ext  in  line  to  inspire  us 
vent  new  technologies. 

He  is  born  to  a  tech  savvy  world.  His  ability  to  communicate  is  n 

linked  to  a  place  or  tethered  by  a  wire.  Think  of  the  innovatio 

his  grandparents,  his  parents  have  seen.  Nortel  Networks'"  help 

create  them  generation-by-generation.  And  his  will  demand  mo 

As  one  of  today's  largest  providers  of  networking,  infrastructure  a 

communications  to  enterprises  and  service  providers  in  more  th: 

150  countries,  we're  positioned  at  the  epicenter  of  where  technolc  t 

is  heading.  Our  vision  is,  and  always  has  been,  to  seamlessly  conn,' 

the  world  and  transform  the  way  each  new  generation  communical  \ 

To  this  end,  we  spend  billions  every  year  to  lead  the  industry  \ 

f 
research  and  development.  True,  our  evolution  to  next-generat  j 

networks  is  challenging,  but  consider  it  grounded  in  the  reality  c 

proven  record  over  more  than  a  century.  And  one  of  the  best  portfo 

of  products  and  technologies  in  the  world.  Consider  too  what  your 

will  inspire  next,  nortelnetworks.com/corporate 


Nortel  Networks,  the  Nortel  NetwotVi     lo  ind  the  Gli.b«mark  are  trademarks  of  Nortel  Networks.  ©2002  Nortel  Networks.  All  rights  reserved. 
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BY  TAPPING  INTO  THE  SECRET  LIVES  OF 


CHERRIES  AND  APPLES, 


WASHINGTON  GROWERS 


ARE  FINDING  HOW  SWEET  IT  IS. 


BY  EDWARD  CLENDANIEL ! 


E  THE  PIONEERS  AT  THE  TURI^  OF  THE 

marveled  at  the  rare  quality  of  fruit  trees  they 

ong  the  stream  banks  of  the  Columbia  basin,  in 

d  become  the  state  of  Washington,  orchard  grow- 

rived  without  the  benefit  of  feedback  technology. 

ash  soil,  plentiful  sunshine,  and  abundant  cool 

later  that  flows  through  the  Yakima,  Columbia, 


and  Wenatchee  River  valleys  created  a  billion-dollar  indus- 
try, sustaining  generations  of  farming  families  and  communi- 
ties throughout  the  region. 

But  on  this  warm,  clear  afternoon,  with  majestic  Mount 
Rainier  looming  in  the  background  and  bins  of  cherries 
handpicked  hours  earlier  stacked  high  around  him,  grower 
David  Allan's  focus  is  on  a  new  machine  with  a  sensor 
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about  the  size  of  the  pit  of  a  prized  Bing. 

Allan,  a  third-generation  grower  and  the  vice  president  of 
orchard  operations  at  Allan  Bros,  of  Naches,  Washington,  ran- 
domly picks  some  deep-red  samples  from  one  of  the  bins  and 
feeds  them  gently  onto  a  slowly  spinning  tray.  The  machine, 
which  monitors  the  size  and  firmness  of  cherries,  allows  Allan 
to  tell  growers  and  his  sales  staff  instantaneously,  via  the  Inter- 
net, the  quality  of  the  harvest.  And  it  symbolizes  a  bold  vision 
for  the  future  of  American  agriculture. 

Allan  and  an  increasing  number  of  farmers  across  the  U.S. 
are  betting  the  future  of  their  industry  on  the  blossoming  field 
of  "precision  agriculture,"  the  digital  face  of  farming. 

"Precision  agriculture  is  still  very  much  in  its  infancy,  but 
almost  all  of  the  most  successful  farmers  are  beginning  to  use 
it  in  some  form,"  says  Pierre  Robert,  the  director  of  the  Uni- 
versity of  Minnesota  Precision  Agriculture  Center  and  the 
man  considered  the  father  of  the  science. 

Precision  agriculture  uses  sensors,  sophisticated  mapping 
software,  handheld  GPS  systems,  and  a  variety  of  other  tools 
to  streamline  the  farming  process  and  reduce  costs.  For  the 
first  time  in  the  10,000-year  history  of  agriculture,  farmers  are 
beginning  to  treat  individual  square  yards  of  soil  as  unique,  to 
target  individual  plants,  and  to  grow  more  productive  and 
more  environmentally  friendly  crops  with  digital  technology. 

The  marriage  of  agriculture  and  high  tech  couldn't  be 
happening  at  a  more  critical  time  for  Allan  and  fellow 
Pacific  Northwest  growers.  The  tree  fruit  industry — not  to 
mention  all  of  American  agriculture — is  under  global 
assault.  Growers  from  China,  New  Zealand,  Chile,  Italy, 
Turkey,  and  Mexico  are  making  rapid  inroads  in  market 
share.  China,  which  ten  years  ago  produced  only  10%  of  the 
world's  apples,  is  now  the  leading  apple  producer  in  the 
world,  harvesting  1.1  billion  boxes  in  2001.  As  a  result,  the 
U.S.  Department  of  Agriculture  estimates  that  America's 
apple  growers  have  lost  about  $1.5  billion  over  the  past  five 
ycrirs,  including  $500  million  last  year. 

Washington  apples  are  generally  considered  of  higher 
quality  than  their  foreign  competitors.  But  a  strong  dollar, 
lukuig  the  costs  of  bringing  U.S.  apples  to  foreign  markets, 
and  American  farmers'  high  production  costs  are  driving  the 
crisis.  China  pays  its  pickers  less  than  a  dollar  an  hour,  while 
Washington  state  has  the  highest  minimum  wage  ($6.90)  in 
the  U.S.,  accordir.g  to  Vliclioel  Gempler,  executive  director 
of  the  Washington  Growers  League. 

"As  soon  as  I  saw  those  i>u>nliers,  I  knew  the  only  answer 
was  technology,"  says  .M'^v  r  ••inrli.-  de  La  Chapelle  o(  7C 
Orchards  in  Yakima. 

De  La  Chapelle  and  Alun  are  on  the  steering  group  of  a 
coalition  of  researchers,  grovkcrs.  ind  packers.  Their  goal:  to 
reduce  by  30%  the  pR)duction  cost  of  the  Pacific  Northwest's 


highest-quality  fruit  by  2010.  The  joint  venture  between  th< 
Washington  Tree  Fruit  Research  Commission  and  Wash 
ington  State  University's  Center  for  Precision  Agricultura 
Systems  marks  one  of  the  first  concerted  efforts  by  the  tre( 
fruit  industry  to  utilize  precision  agriculture.  ■ 

"We're  pretty  much  a  low  tech  operation  right  now.  w! 
see  the  high  tech  stuff  and  drool,"  says  de  La  Chapelle. 

The  group's  goals  include  mechanizing  harvest  opera 
tions,  developing  sensors  that  sense  tree  health  and  frui 
quality,  and  implementing  technologies  to  streamline  th( 
packing  process.  But  growers,  packers,  and  shippers  faa 
myriad  obstacles,  including  the  fact  that  many  of  the  neces 
sary  technologies  are  in  the  developmental  stage. 

"Sensor  technology  still  has  a  long  way  to  go,"  says  Dam 
Faubion,  an  agriculture  specialist  at  Washington  State  Uni 
versity.  "I've  yet  to  find  a  sensor  that  can  accurately  detec 
the  amount  of  moisture  in  soil." 

Developing  cost-effective,  accurate  sensors  has  been  ; 
stumbling  block  for  precision  agriculture  since  its  inceptioi 
in  the  early  1980s.  "If  you  drop  a  soil- moisture  sensor  too  clos 
to  a  tree  root,  you'll  get  a  completely  different  reading  thai; 
you  will  if  you  drop  it  less  than  a  foot  away,"  says  Allan. 

;lle  argues  that  systems  for  measuring  soil  moi^ 
ipanies  such  as  M.K.  Hansen  of  East  Wenai 
^[ton,  are  much  more  reliable  and  cheaper.  Th 
loisture  data  loggers  has  dropped  from  $  1 ,0C 
I  McFerson,  manager  of  the  Washington  Tre 
Commission,  points  out  that  the  vast  majorii 
Pers  are  still  using  costly  and  wastefi.il  blanket  app 
cations  of  water,  fertilizers,  and  pesticides  in  their  orchard 
Chemical  runoff  from  crops  remains  a  hot-button  top 
for  environmentalists  and  growers  nationwide.  And,  accor 
ing  to  the  U.S.  Bureau  of  Reclamation,  irrigation  accour 
for  between  80%  and  90%  of  all  water  use  in  the  Weste 
states,  a  pressing  issue  in  a  region  hoping  to  restore 
wild  salmon  runs. 

De  La  Chapelle  uses  a  system  permitting  him  to  monit 
six  blocks  of  soil  on  his  300-acre  orchard.  "Right  now  we  ge 
reading  from  the  computer  screen  and  make  a  guess  at  wl 
we  need  to  apply,"  he  says.  "In  a  couple 
of  years  I  think  we'll  have  a  system  in  BRANCH  OFFICE 
place  that  will  eliminate  the  guesswork.  Washington  stat 
We'll  be  able  to  use  feedback  loops  that  growers  David 
will  allow  the  machines  to  continuously  Allan  (left) 
apply  the  precise  amounts  needed  to  and  Charlie 
maximize  production."  de  La  Chapelle 

McFerson  believes  that  the  future      have  turned  to 
success  of  the  Pacific  Northwest  tree      technology  to 
fruit  industry  will  require  a  combination      grow  higher- 
of  technological  innovations,  ranging      quality  fruit. 
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from  powerful  sensors  to  more  mechanical  solutions. 

Fifty  miles  south  of  de  La  Chapelle's  and  Allan's  opera- 
tions, at  the  foot  of  the  Horse  Heaven  Hills  alongside  the 
spectacular  Columbia  River  gorge,  McFerson  hops  out  of 
his  green  minivan  on  an  unusually  windless  day  to  see  a 
demonstration  of  Don  Peterson's  newest  invention,  a  device 
that  could  ultimately  cut  growers'  labor  costs  by  more 
than  half. 

Peterson  represents  a  rare  breed.  Working  out  of  the 
Appalachian  Fruit  Research  Station  in  Kearneysville,  West 
Virginia,  Peterson  is  the  only  USDA  engineer  today  working 
on  fruit-harvest  mechanization. 

A  30-year  veteran  in  his  field,  he  hopes  to  help  the 
USDA  and  the  Washington  Tree  Fruit  Research  Commis- 
sion bring  to  market  a  cherry  and  an  apple  harvester  before 
he  retires.  Mechanical  harvesters  for  oranges  are  in  limited 
use  in  Florida.  But  the  delicate  nature  of  cherries  and  apples 
creates  a  knottier  problem. 

So  Peterson  has  arrived  at  a  creative  solution. 
With  the  enthusiasm  of  a  young  boy  showing  off  his 
new  bicycle,  he  fires  up  a  low-slung,  three-wheeled 
vehicle  and  guides  it  carefully  between  the  15 -foot- 
wide  orchard  rows  of  grower  and  packer  Bob  Harris, 
who  is  growing  stemless  cherries.  Peterson  steers  the 
machine  into  position  next  to  a  10-foot-tall  tree  laden  with 
Bings.  After  stopping,  he  maneuvers  two  joysticks.  An  8-foot- 
long  arm,  carefully  positioned  directly  under  the  first  major 
branch  of  the  tree,  moves  into  action. 

The  arm  thrusts  the  brjinch  toward  the  center  of  the  tree. 
Seconds  later  it  snaps  the  branch  back  toward  the  ground. 
Cherries  begin  tumbling  softly  down  on  a  foam-rubber  conveyer 
belt  that  stretches  nearly  5  feet  in  either  direction  from  the  trunk 
of  the  tree  and  conveys  the  cherries  to  bins  behind  the  opera- 
tor. The  genius  of  the  arm  lies  in  its  ability  to  be  strong  enough 
to  make  all  of  the  cherries  fall  from  the  tree  but  delicate 
enough  not  to  harm  the  branches  or  whip  the  cherries  so  far  that 
they  are  damaged  or  fly  past  the  conveyor  belt. 

Peterson  and  technician  Scott  Wolford  easily  fill  two  bins 
with  more  than  .300  pounds  of  cherries  every  15  minutes. 
They  estimate  that  two  operators,  after  only  a  few  hours  of 
training,  could  pick  64  bin'  in  an  eight-hour  day,  the  equiv- 
alent of  32  experienced  pickers.  Growers  currently  pay  16 
cents  a  pound  to  pick  their  crop.  "We  can  do  it  for  5  cents 
a  pound,  and  that's  being  vei^  conservative.  And  we  could 
do  it  around  the  clock,"  says  Peterson. 

The  technology  to  bring  im  apple  harvester  to  market  is 
close  behind.  "Unlik-  rhe  .  ,  apples  art-  multiple-pick, 
meaning  they  don't  al'  '  e  same  time.  Bur  we  think 

we  can  overcome  th;ii  ,n  the  next  two  or  three 

years,"  adds  Peterson. 


One  technology  that  is  already  in  operation  and  help- 
ing to  distinguish  the  quality  of  the  Northwest  fruits  from 
those  of  foreign  competitors  resides  in  the  Valley  Fruit 
Warehouse  in  Wapato,  Washington.  Valley  Fruit  last  year 
installed  sensor  technology  that  allows  the  sweetness  of 
apples  to  be  determined  during  the  packing  process. 

"It's  helped  me  learn  a  lot  about  how  much  good  product 
and  bad  product  there  is  out  there,"  says  Peter  Verbrugge, 
Valley  Fruit  partner  and  general  manager. 

The  technology  also  played  a  role  in  Verbrugge 's  deci- 
sion to  develop  a  two-year  plan  aimed  at  working  the  market 
for  premium  apples.  Using  a  spectrometer  designed  by  Taste 
Technologies  of  New  Zealand,  Verbrugge  is  able  to  measure 
the  sugar  content  of  each  apple  he  packs.  Working  with  a 
midwestern  supermarket  chain,  he  packed  only  the  sweetest 
20%  of  the  crop.  They  then  shared  information  up  and 
down  the  supply  chain  and  worked  on  a  strategy  to  promote 
the  apples  as  the  best  of  the  best  in  an  effort  to  maximize  i 
consumer  interest.  SfllBS  jUmpGCl  by  30%, 

a  significant  increase,  because  apples 
are  a  high-margin  product  for  retail 
grocers  in  a  low-margin  business.  The  sales  jump  is  of 

particular  interest  because  the  tree  fruit  industry  has  been  look- . 
ing  for  ways  to  raise  Americans'  per-capita  consumption  of, 
apples  from  the  20  pounds  per  year  they  now  eat  to  that  ofi 
their  European  counterparts,  who  annually  consume  more^ 
than  double  that  amount. 

"The  success  of  precision  agriculture  in  the  farming  com- 
munity is  mostly  a  matter  of  attitude,"  says  Robert  of  the 
University  of  Minnesota.  "The  average  age  of  a  farmer  in  the 
U.S.  is  55,  and  many  of  those  farmers  aren't  willing  to 
change  their  ways.  But  those  who  are  represent  the  wave  oi 
the  future." 

Back  in  Yakima,  around  a  table  at  the  Apple  Tree  Restau- 
rant, Allan,  de  La  Chapelle,  McFerson,  and  three  other  mem- 
bers of  the  tree  fruit  industry  are  discussing  the  prospects  o: 
this  year's  apple  harvest. 

They  talk  about  the  quality  of  the  crop,  share  informatior 
about  which  techniques  various  growers  around  the  vallc 
are  trying,  debate  which  apples  are  the  tastiest,  and  discuss  a 
length  which  apples  are  likely  to  be  the  most  successful  ii 
the  years  to  come.  But  above  all  else — even  more  than  rumi 
nating  on  the  whims  of  Mother  Nature — on  this  evenin 
they  are  focused  on  their  hopes  of  using  technology  to  gaii 
an  edge  over  foreign  competition. 

As  he  gets  up  to  leave  the  table,  de  La  Chapelle  sums  u 
their  aspirations  in  one  final  thought:  "With  a  little  hel 
from  the  high  tech  industry,  we  think  we  can  ride  Moore 
Law  into  the  sunset."  '^Il 
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OR  MORE  THAN  A  YEAR  NOW,  THERE 
as  Ken  a  Jcluge  of  stories  and  op-ed  pieces 
X)ut  the  tailure  of  the  American  intelligence  com- 
lunity  to  detect  or  prevent  the  September  11, 
X)l,  massacre.  Nearly  all  of  these  accounts  ha\'e 
q)res^eJ  astonishment  at  the  apparent 
icompetence  of  America's  watchdogs. 

I'm  astonished  that  anyone's  astonished. 

The  visual  impairment  of  our  multitudinous 
)ookhouses  has  long  been  the  least  secret  of 
leir  secrets.  Their  shortcomings  go  back  50 
;ars,  when  they  were  still  presumably  efficient  but  some 
ow  failed  to  detect  several  million  Chinese  military  "vol 
nteers"  heading  south  into  Korea.  The  surprise  attacks  o 
le  World  Trade  Center  and  the  Pentagon  were  only  th 
lost  recent  oversight  disasters.  And  for  service  like  this  w 
re  paying  between  $30  billion  and  $50  billion  a  year.  Talk 
oout  a  faith-based  initiative. 

After  a  decade  of  both  fighting  with  and  consulting  to 
ie  mtelligence  community,  I've  concluded  that  the  Ameri- 
m  intelligence  system  is  broken  beyond  repair,  self-protec- 
ve  beyond  reform,  and  permanently  fixated  on  a  world  that 
D  longer  exists. 

1  was  introduced  to  this  world  by  a  former  spy  named 
obert  Steele,  who  called  me  in  the  fall  of  1992  and  asked 
e  to  speak  at  a  Washington  conference  that  would  be 


IFTHE^ 

SPOOKS  ' 


,  CAN'T  ANALYZE 


THEIR  OWN  DATA, 


WHY  CALL  IT 


INTELLIGENCE? 


the  gray  throng  that  power  lay  not  in  concealing  infor- 
mation but  in  distributing  it,  that  the  Internet 
would  endow  small  groups  of  zealots  with 
the  capacity  to  wage  credible  assaults  on 
nation-states,  that  young  hackers  could 
easily  run  circles  around  old  spies. 

I  didn't  expect  a  warm  reception,  but  it 
wasn't  as  if  I  was  interviewing  for  a  job. 
Or  so  1  thought.  When  1  came  offstage,  a 
group  of  calm,  alert  men  awaited.  They 
seemed  eager,  in  their  undemonstrative  way,  to  pursue 
these  issues  further.  Among  them  was  Paul  Wallner,  the 
CIA's  open  source  coordinator.  Wallner  wanted  to  know  if  1 
would  be  willing  to  drop  by,  have  a  look  around,  and  discuss 
my  ideas  with  a  few  folks. 

A  few  weeks  later,  in  early  1993, 1  passed  through  the  gates 
of  the  CIA  headquarters  in  Langley,  Virginia,  and  entered  a 
chilled  silence,  a  zone  of  paralytic  paranoia  and  obsessive 
secrecy,  and  a  technological  time  capsule  straight  out  of  the 
early  '60s.  The  Cold  War  was  officially  over,  but  it  seemed  the 
news  had  yet  to  penetrate  where  1  now  found  myself. 

If,  in  1993,  you  wanted  to  see  the  Soviet  Union  still  alive 
and  well,  you'd  go  to  Langley,  where  it  was  preserved  in  the 
methods,  assumptions,  and  architecture  of  the  CIA. 

Where  1  expected  to  see  computers,  there  were  teletype 
machines.  At  the  nerve  core  of  The  Company,  five  analysts 


ittended  primarily  by  intelligence  professionals."  Steele      sat  around  a  large,  wooden  lazy  Susan.  Beside  each  of  them 


f 


emed  interesting,  if  unsettling.  A  former  Marine  intelli- 
nce  officer,  Steele  moved  to  the  CIA  and  served  thrcL- 
,'erseas  tours  in  clandestine  intelligence,  at  least  one  o 
lem  "in  a  combat  environment"  in  Central  America.* 

After  nearly  two  decades  of  service  in  the  shadows,  Steele 
nerged  with  a  lust  for  light  and  a  belief  in  what  he  calls,  in 
laracteristic  spook-speak,  OSINT,  or  open  source  intelli 
nee.  Open  source  intelligence  is  assembled  from  what  i 
iblicly  available,  in  media,  public  documents,  the  Net,  wher 
er.  It's  a  given  that  such  materials — and  the  technologica, 
ols  for  analyzing  them — are  growing  exponentially  thes 
lys.  But  while  OSINT  may  be  a  timely  notion,  it's  not  popu 
r  m  a  culture  where  the  phrase  "information  is  power"  meansl^ 
mething  brutally  concrete  and  where  sources  are  "owned." 

At  that  time,  intelligence  was  awakening  to  the  Internet,  the 
timate  open  source.  Steele's  conference  was  attended  by 
lout  600  members  of  the  American  and  European  intelligence 
tablishment,  including  many  of  its  senior  leaders. 
)r  someone  whose  major  claim  to  fame  was  hippie 
ng-mongering,  addressing  such  an  audience  made 
e  feel  as  if  I'd  suddenly  become  a  character  in  a 
lomas  Pynchon  novel. 

Nonetheless,  1  sallied  forth,  confidently  telling 


was  a  teletype,  chattering  in  uppercase.  Whenever  a  message 
came  in  to,  say,  the  Eastern  Europe  analyst  that  might  be  of 
interest  to  the  one  watching  events  in  Latin  America,  he'd 
rip  it  out  of  the  machine,  put  it  on  the  turntable,  and  rotate 
it  to  the  appropriate  quadrant. 

The  most  distressing  discovery  of  my  first  expedition  was 
the  nearly  universal  frustration  of  employees  at  the  intran- 
sigence of  the  beast  they  inhabited.  They  felt  forced  into 
incompetence  by  information  hoarding  and  noncommunica- 
tion, both  within  the  CIA  and  with  other  related  agencies. 
They  hated  their  primitive  technology.  They  felt  unappreci- 
ated, oppressed,  demoralized.  "Somehow,  over  the  last  35 
years,  there  was  an  information  revolution,"  one  of  them  said 
bleakly,  "and  we  missed  it." 

They  were  cut  off.  But  at  least  they  were  trying.  They  told  me 
they'd  brought  Steve  Jobs  in  a  few  weeks  before  to  indoctrinate 
them  in  modem  information  management.  And  they  were 
delighted  when  1  returned  later,  bringing  with  me  a  platoon  of 
Internet  gurus,  including  Esther  Dyson,  Mitch 
Kapor,  Tony  Rutkowski,  and  Vint  Cerf.  They 
sealed  us  into  an  electronically  impenetrable 
room  to  discuss  the  radical  possibility  that  a 
good  first  step  m  lifting  their  blackout  would 
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be  for  the  CIA  to  put  up  a  Web  site. 

They  didn't  see  how  this  would  be 
possible  without  compromising  their  PS^ 

security.  All  of  their  primitive  net- 
works had  an  "air  wall,"  or  physical 
separation,  from  the  Internet.  They  admitted 
that  it  might  be  even  more  dangerous  to  secu- 
rity to  remain  abstracted  from  the  wealth  of 
information  that  had  already  assembled  itself 
there,  but  they  had  an  almost  mystical  supersti- 
tion that  wires  leaving  the  agency  would  also 
be  wires  entering  it,  a  veritable  superhighway  for 
invading  cyberspooks. 

We  explained  to  them  how  easy  it  would  be  to  have 
two  networks,  one  connected  to  the  Internet  for  gathering 
information  from  open  sources  and  a  separate  intranet,  one 
that  would  remain  dedicated  to  classified  data.  We  told 
them  that  information  exchange  was  a  barter  system,  and 
that  to  receive,  one  must  also  be  willing  to  share.  This  was 
an  alien  notion  to  them.  They  weren't  even  willing  to  share 
information  among  themselves,  much  less  the  world. 

In  the  end,  they  acquiesced.  They  put  up  a  Web  site,  and 
I  started  to  get  email  from  people  ©cia.gov,  indicating  that 
the  Internet  had  made  it  to  Langley.  But  the  cultural  terror  of 
releasing  anything  of  value  remains.  Go  to  their  Web  site 
today  and  you  will  find  a  lot  of  press  releases,  as  well  as 
descriptions  of  maps  and  publications  that  you  can  acquire 
only  by  buying  them  in  paper.  The  unofficial  al  Qaeda  Web 
site,  www.almuhajiroun.com,  is  considerably  more  revealing. 

This  dogma  of  secrecy  is  probably  the  most  persistently 
damaging  fallout  from  "the  Soviet  factor"  at  the  CIA  and 
elsewhere  in  the  intelligence  "commi/^ity."  Our  spooks  stared 
so  long  at  what  Churchill  called  "a  my.stery  surrounded  by  a 
riddle  wrapped  in  an  enigma,"  they  became  one  themselves. 
They  continue  to  be  one,  despite  '^le  evaporation  of  their  old 
adversary,  as  well  as  a  long  series  '  -^•'vt>.  by  elected  author- 
ities to  loosen  the  white-knucklet  their  secrets. 

The  most  recent  or  these  was  '  Commission  on 

Protecting  and  Reducing  Govemmeiu  ^  ,  -j;  y,  led  by  Senator 
Patrick  Moynihan.  The  Moynihan  CoiTiivv^sion  released  a 
withering  report  charging  intelligence  ;'i;e, ..  ^  with  excessive 
classification  and  citing  a  long  list  of  .i '  .  -; m  ■  -  sequences  rang- 
ing from  public  distrust  to  concealed  (au.\  ■*!>:, efore  irremedi- 
He)  organizational  failures. 
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C.I200BC 

The  Trojan  Horse 

f  only  Priam  &  Co.  had  trusted  the 
suspicious  Laocoon  (and  he  hadn't  been 
eaten  by  a  sea  snake),  we  might  today 
be  saying,"lt's  allTrojan  to  me." 


218  BC 

Hannibal  vs.  Rome 

Elephants  over  the  Alps?  Yeah,  sure, 
like  he's  gonna  try  that. 


1521 

Cortez  vs. 
the  Aztecs 

Although  hopelessly  out- 
numbered, Cortez  and 
three  men  managed  to  killl 
the  Aztec  leaderThinking  ; 
it  a  miracle,  the  Aztecs 
backed  off.  Wrong! 


1812 
Napoleon 
Invades 
Russia 

They're  just 
Russians;  how 
hard  can  it  be? 


That  same  year,  Moynihan  proposed  a 
bill  called  the  Government  Secrecy  Reform 
Act.  Cosponsored  by  conservative  Repub- 
licans Jesse  Helms  and  Trent  Lott,  among 
others,  this  legislation  was  hardly  out  to 
gut  American  intelligence.  But  the  spooks  fought  back  eftec 
tively  through  the  Clinton  Administration  and  so  weakene 
the  bill  that  one  of  its  cosponsors.  Congressman  Lee  Hami 
ton  (D-Ind.),  concluded  that  it  would  be  better  not  to  pa 
what  remained. 

A  few  of  its  recommendations  eventually  were  wrappe 
into  the  Intelligence  Authorization  Act  of  2000.  But  i 
these,  the  only  one  with  any  operational  force — a  requir 
ment  that  a  public-interest  declassification  board  be  esta: 
lished  to  advise  the  Administration  in  these  matters — h 
never  been  implemented.  Thanks  to  the  vigorous  intervei 
tions  of  the  Clinton  White  House,  the  cult  of  secrei 
remained  unmolested. 


One  might  be  surprised  to  leam  that  Clintonians  were  so 
To-secrecy.  In  fact,  they  weren't.  But  they  lacked  the  force  to 
ominate  their  wily  subordinates.  Indeed,  in  1994,  one  highly 
laced  White  House  staffer  told  me  that  their  incomprehen- 
ible  cr>pto  policies  arose  from  being  "afraid  of  the  NSA." 

In  May  2000,  I  began  to  understand  what  they  were  up 
gainst.  I  was  invited  to  speak  to  the  Intelligence  Commu- 
[ity  Collaboration  Conference  (a  title  that  contained  at  least 
Dur  ironies).  The  other  primary  speaker  was  Air  Force  Lt. 
jeneral  Mike  Hayden,  the  newly  appointed  director  of  the 
JSA.  He  said  he  felt  powerless,  though  he  was  determined 
ot  to  remain  that  way. 

"I  had  been  on  the  job  for  a  while  before  I  realized  that  I  have 
o  staff,"  he  complained.  "Everything  the  agency  does  had  been 
ushed  down  into  the  compxDnents ...  it's  all  being  managed  sev- 
ral  levels  below  me."  In  other  words,  the  NSA  had  developed 
ti  immune  system  against  external  intervention. 

Hayden  recognized  how  excessive  secrecy  had  damaged 
iielligence,  and  he  was  determined  to  fix  it.  "We  were 
Lmerica's  information  age  enterprise  in  the  industrial  age. 
low  we  have  to  do  that  same  task  in  the  information  age,  and 
■e  find  ourselves  less  adept,"  he  said. 

He  also  vowed  to  diminish  the  CIA's  competitiveness 

ith  other  agencies.  (This  is  a  problem  that  remains  severe, 

even  though  it  was  first  identi- 

II 876  fied  by  the  Hoover  Commission 

Custer  vs.  in  1949.)  Hayden  decried  "the 

Sitting  Bull  ,  .  i  ,    >      u 

Hey.boys^heresairttie  Stovepipe  mentality     where 

Sioux  war  party  information  is  passed  vertically 

Let's  get  'em! 

1940 

The  Maginot  Line 

Oh.  sure,  the  Germans 
could  go  around  it. 
but.  mon  Dieu.  that 
wouldn't  be  fair 


194 
Hitler 
ides  Russia 

sy're  just  Russians; 
lOw  hard  can  It  be? 


1957 
Sputnik 

The/re  just  Russians:  how 
smart  can  they  be? 


through  many  bureaucratic  layers  but  rarely  passes  horizon- 
tally. "We  are  riddled  with  watertight  information  compart- 
ments," he  said.  "At  the  massive  agency  level,  if  1  had  to  ask, 
'Do  we  need  blue  gizmos  ?'  the  only  person  1  could  ask  was  the 
person  whose  job  security  depended  on  there  being  more 
blue  gizmos." 

Like  the  CIA  1  encountered,  Hayden's  NSA  was  also  a 
lot  like  the  Soviet  Union;  secretive  unto  itself,  sullen,  and 
grossly  inefficient.  The  NSA  was  also,  by  his  account,  as 
technologically  maladroit  as  its  rival  in  Langley.  Hayden 
wondered,  for  example,  why  the  director  of  what  was  sup- 
posedly one  of  the  most  sophisticated  agencies  in  the  world 
would  have  four  phones  on  his  desk.  Direct  electronic  con- 
tact between  him  and  the  consumers  of  his  information — 
namely  the  President  and  National  Security  staff — was  vir- 
tually nil.  There  were,  he  said,  thousands  of  unlinked, 
internally  generated  operating  systems  inside  the  NSA,  inca- 
pable of  exchanging  information  with  one  another. 

Hayden  recognized  the  importance  of  getting  over  the 
Cold  War.  "Our  targets  are  no  longer  controlled  by  the  tech- 
nological limitations  of  the  Soviet  Union,  a  slow,  primitive, 
underfunded  foe.  Now  [our  enemies]  have  access  to  state-of- 
the-art. ...  In  40  years  the  world  went  from  5,000  stand-alone 
computers,  many  of  which  we  owned,  to  420  million  com- 
puters, many  of  which  are  better  than  ours." 

But  there  wasn't  much  evidence  that  it  was  going  to  hap- 
pen anytime  soon.  While  Hayden  spoke,  the  200  or  so  high- 
ranking  intelligence  officials  in  the  audience  sat  with  their 
arms  folded  defensively  across  their  chests.  When  I  got  up  to 
essentially  sing  the  same  song  in  a  different  key,  I  asked  them, 
as  a  favor,  not  to  assume  that  posture  while  1  was  speaking.  I 
then  watched  a  Strangelovian  spectacle  when,  during  my  talk, 
many  arms  crept  up  to  cross  involuntarily  and  were  thrust 
back  down  to  their  sides  by  force  of  embarrassed  will. 

That  said,  1  draw  a  clear  distinction  between  the  institutions    - 
of  intelligence  and  the  folks  who  staff  them. 

All  of  the  actual  people  I've  encountered  in  intelligence  are, 
in  fact,  intelligent.  They  are  dedicated  and  thoughtful.  How  then, 
can  the  institutional  sum  add  up  to  so 
much  less  than  the  parts  ?  Because  another, 
much  larger,  combination  of  factors  is 
also  at  work:  bureaucracy  and  secrecy. 

Bureaucracies  naturally  use  secrecy  to 
immunize  themselves  against  hostile 
investigation,  from  without  or  within. 
This  tendency  becomes  an  autoimmune 
disorder  when  the  bureaucracy  is 
actually  designed  to  be  secretive  and 
is  wholly  focused  on  other,  similar 
institutions.  The  counterproductive 

FORBES  ■  ASAP   October  7,  2002     I    45 


infonnation  hoarding,  the  technological  backwardness,  the 
unaccountability,  the  moral  laxity,  the  suspicion  of  public 
information,  the  arrogance,  the  xenophobia  (and  resulting  lack 
of  cultural  and  linguistic  sophistication),  the  risk  aversion,  the 
recruiting  homogeneity,  the  inward-directedness,  the  preference 
for  data  acquisition  over  information  dissemination,  and  the 
uselessness  of  what  is  disseminated — all  are  the  natural,  and 
now  fully  mature,  whelps  of  bureaucracy  and  secrecy. 

Not  surprisingly,  people  who  work  there  believe  that  job 
security  and  power  are  defined  by  the  amount  of  informa- 
tion one  can  stop  from  moving.  You  become  more  powerful 
based  on  your  capacity  to  know  things  that  no  one  else  does. 
The  same  applies,  in  concentric  circles  of  self-protection,  to 
one's  team,  department,  section,  and  agency.  How  can  data 
be  digested  into  useful  information  in  a  system  like  that? 

How  can  we  expect  the  CIA  and  FBI  to  share 
Information  with  each  other  when  they're 
disinclined  to  share  It  within  their  own 
organizations?  The  resulting  differences 

cut  deep.  One  of  the  revelations  of  the  House  Report  on 
Counterterrorism  Intelligence  Capabilities  and  Performance 
Prior  to  September  1 1  was  that  none  of  the  responsible 
agencies  even  shared  the  same  definition  of  terrorism.  It's 
hard  to  find  something  when  you  can't  agree  on  what  you're 
looking  for. 

The  information  they  do  divulge  is  also  flawed  in  a  variety 
of  ways.  The  "consumers"  (as  they  generally  call  policymak- 
ers) are  unable  to  determine  the  reliability  of  what  they're 
getting  because  the  sources  are  concealed.  Much  of  what 
they  get  is  too  undigested  and  voluminous  to  be  useful  to 
someone  already  suffering  from  information  overload.  And  it 
comes  with  strings  attached.  As  one  general  put  it,  "1  don't 
want  information  that  requires  three  security  officers  and  a 
safe  to  move  it  in  around  the  battlefield." 

As  a  result,  the  consumers  are  increasingly  more  inclined 
to  get  their  information  from  public  sources.  Secretary  of 
State  Colin  Powell  says  that  he  prefers  "the  Early  Bird,"  a 
compendium  of  daily  newspaper  stories,  to  the  President's 
Daily  Brief  (the  CIA's  ultimate  product). 

The  same  is  apparently  true  within  the  agencies  them- 
selves. Although  their  finished  products  rarely  make  explicit 
se  '^f  what's  been  gleaned  from  the  media,  analysts  routinely 

-n  rb.ere  for  information.  On  the  day  I  first  visited  the  CIA's 

:-siot\  control"  roo.n,  the  analysts  around  the  lazy  Susan 

iMmed  their  atff.'-ition  to  the  giant  video  monitors  over- 

■  our  of  these  wre  showing  the  same  CNN  feed. 

■  y  also  bre  ds  technological  stagnati.m.  In  the  early 

is  ^peaking  to  ;  er-onnel  from  the  Department  of 

t'  .lear  labs  about  (.omputer  security.  1  rold  them  1 


thought  their  emphasis  on  classification  might  be  unneces- 
sary because  making  a  weapon  was  less  a  matter  of  informa- 
tion than  of  industrial  capacity.  The  recipe  for  a  nuclear 
bomb  has  been  generally  available  since  1978,  when  John 
Aristotle  Phillips  pxiblished  plans  in  The  Progressive.  What's 
not  so  readily  available  is  the  plutonium  and  tritium,  which 
require  an  entire  nation  to  produce.  Given  that,  1  couldn't 
see  why  they  were  being  so  secretive. 

The  next  speaker  was  Dr.  Edward  Teller,  who  surprised  me 
by  not  only  agreeing  but  pointing  out  both  the  role  of  open 
discourse  in  scientific  progress,  as  well  as  the  futility  of  most 
information  security.  "If  we  made  an  important  nuclear  dis- 
covery, the  Russians  were  usually  able  to  get  it  within  a  year," 
he  said.  He  went  on:  "After  World  War  II  we  were  ahead  of 
the  Soviets  in  nuclear  technology  and  about  even  with  themi 
in  electronics.  We  maintained  a  closed  system; 
for  nuclear  design  while  designing  electronics 
in  the  open.  Their  systems  were  closed  in  bothl 
regards.  After  40  years,  we  are  at  parity  ina 
nuclear  science,  whereas,  thanks  to  our  open  system  in  thei 
study  of  electronics,  we  are  decades  ahead  of  the  Russians."'! 

There  is  also  the  sticky  matter  of  budgetary  accountability.y 
The  director  of  Central  Intelligence  (DCI)  is  supposed  to  bet 
in  charge  of  all  the  functions  of  intelligence.  In  fact,  he  hasJ 
control  over  less  than  15%  of  the  total  budget,  directing  only! 
the  CIA.  Several  of  the  different  intelligence-reform  com 
missions  that  have  been  convened  since  1949  have  called 
for  consolidating  budgetary  authority  under  the  DCI,  but  il 
has  never  happened. 

With  such  hazy  oversight,  the  intelligence  agencies  natu-i 
rally  become  wasteful  and  redundant.  They  spent  theii 
money  on  toys  like  satellite-imaging  systems  and  big-iror 
computers  (often  obsolete  by  the  time  they're  deployed  i 
rather  than  developing  the  organizational  capacity  for  ana 
lyzing  all  those  snapshots  from  space,  or  training  analysts  ir 
languages  other  than  English  and  Russian,  or  infiltratinj 
potentially  dangerous  groups,  or  investing  in  the  resource 
necessary  for  good  HUMINT  (as  they  poetically  call  infor 
mation  gathered  by  humans  operating  on  the  ground). 

In  fact,  fewer  than  10%  of  the  millions  of  satellite  photo 
graphs  taken  have  ever  been  seen  by  anybody.  Only  one-thin 
of  the  employees  at  the  CIA  speak  any  language  besides  Eng 
lish.  Even  if  they  do,  it's  generally  either  Russian  or  som 
common  European  language.  Of  what  use  are  the  NSA 
humongous  code-breaking  computers  if  no  one  can  read  th 
plain  text  extracted  from  the  encrypted  stream? 

Another  systemic  deficit  of  intelligence  lies,  interestingl 
enough,  in  the  area  of  good  old-fashioned  spying.  Althoug 
its  intentions  were  noble,  the  '70s  Church  Committee  had 
devastating  effect  on  this  necessary  part  of  intelligence  worl 
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;  caught  the  CIA  in  a  number  of  dubious  covert  operations 
nd  took  the  guilt\-  to  task. 

But  rather  than  Usten  to  the  committee's  essential 
lessage  that  they  should  renounce  the  sorts  of  nefarious  deeds 
\e  public  would  repudiate  and  limit  secrecy  to  essential  secu- 
ty  considerations,  the  leadership  responded  by  pulling  most 
Fits  agents  out  of  the  field,  aside  from  a  few  hired  traitors. 

Despite  all  the  efforts  aimed  at  sharpening  their  tools, 
litelligence  officials  have  only  become  progressively  duller 
id  more  expensive.  We  enter  an  era  of  asymmetrical  threats, 
istributed  over  the  entire  globe,  against  which  our  most 
ifective  weapon  is  understanding.  Yet  we  are  still  protected 
^  agencies  geared  to  gazing  on  a  single,  centralized  threat, 
sing  methods  that  optimize  obfuscation.  What  is  to  be  done? 
I  We  might  begin  by  asking  what  intelligence  should 
\).  The  answer  is  simple:  Intelligence  exists  to  provide  decision 
iakers  with  an  accurate,  comprehensive,  and  unbiased  under- 
fxndmg  of  what's  going  on  in  the  world.  In  other  words,  intel- 
gence  defines  reality  for  those  whose  actions  could  alter  it. 
jiven  our  basic  mission,"  one  analyst  said  wearily,  "we'd  do 

tter  to  study  epistemology  than  missile  emplacements." 

If  we  are  serious  about  defining  reality,  we  might  look  at 
le  system  that  defines  reality  for  most  of  us:  scientific 
scourse.  The  scientific  method  is  straightforward.  Theories 
e  openly  advanced  for  examination  and  trial  by  others  in 
le  field.  Scientists  toil  to  create  systems  to  make  all  the 
formation  available  to  one  immediately  available  to  all. 
hey  don't  like  secrets.  They  base  their  reputations  on  their 
)ility  to  distribute  their  conclusions  rather  than  the  ability 

conceal  them.  Tliey  recognize  that  "truth"  is  based  on  the 
idest  possible  consensus  of  perceptions.  They  are  committed 
:e  marketeers  in  the  commerce  of  thought.  This  method 
IS  worked  fabulously  well  for  500  years.  It  might  be  worth  a 
y  in  the  field  of  intelligence. 

Intelligence  has  been  focused  on  gathering  information 
3m  expensive  closed  sources,  such  as  satellites  and  clandes- 
r»e  agents.  Let's  attempt  to  turn  that  proposition  around. 
;t's  create  a  process  of  information  digestion  in  which  inex- 
:nsive  data  are  gathered  from  largely  open  sources  and  con- 
;nsed,  through  an  open  process,  into  knowledge  terse  and 
sightful  enough  to  inspire  wisdom  in  our  leaders. 

The  entity  I  envision  would  be  small,  highly  networked, 
id  generally  visible.  It  would  be  open  to  information  from 
I  available  sources  and  would  classify  only  information  that 
rived  classified.  It  would  rely  heavily  on  the  Internet,  pub- 
:  media,  the  academic  press,  and  an  informal  worldwide 

tw^ork  of  volunteers — a  kind  of  global  Neighborhood 
'atch — that  would  submit  on-the-ground  reports. 

It  would  use  off-the-shelf  technology,  and  use  it  less  for 

thering  data  than  for  collating  and  communicating  them. 


Being  off-the-shelf,  it  could  deploy  tools  while  they  were  still 
state-of-the-art. 

I  imagine  this  entity  staffed  initially  with  librarians, 
journalists,  linguists,  scientists,  technologists,  philosophers, 
sociologists,  cultural  historians,  theologians,  economists, 
philosophers,  and  artists — a  lot  like  the  original  CIA,  the 
OSS,  under  "Wild  Bill"  Donovan.  Its  budget  would  be  under 
the  direct  authority  of  the  President,  acting  through  the 
National  Security  Adviser.  Congressional  oversight  would 
reside  in  the  committees  on  science  and  technology  (and  not 
under  the  congressional  Joint  Committee  on  Intelligence). 

TTiere  are,  of  course,  problems  with  this  proposal.  First,  it 
does  not  address  the  pressing  need  to  reestablish  clandestine 
human  intelligence.  Perhaps  this  new  Open  Intelligence  Office 
(OIO)  could  also  work  closely  with  a  Clandestine  Intelligence 
Bureau,  also  separate  from  the  traditional  agencies,  to  direct 
infiltrators  and  moles  who  would  report  their  observations  to 
the  OIO  through  a  technological  membrane  that  would  strip 
their  identities  from  their  findings.  The  operatives  would  be 
legally  restricted  to  gathering  information,  with  harsh  penalties 
attached  to  any  engagement  in  covert  operations. 

The  other  problem  is  the  "Saturn"  dilemma.  Once  this 
new  entity  begins  to  demonstrate  its  effectiveness  in  provid- 
ing insight  to  policymakers  that  is  concise,  timely,  and 
accurate  (as  I  believe  it  would),  almost  certainly  traditional 
agencies  would  try  to  haul  it  back  into  the  mother  ship  and 
break  it  (as  has  happened  to  the  Saturn  division  at  General 
Motors).  I  don't  know  how  to  deal  with  that  one.  It's  the 
nature  of  bureaucracies  to  crush  competition.  No  one  at  the 
CIA  would  be  happy  to  hear  that  the  only  thing  the  Presi- 
dent and  cabinet  read  every  morning  is  the  OIO  report. 

But  I  think  we  can  deal  with  that  problem  when  we're 
lucky  enough  to  have  it.  Knowing  that  it's  likely  to  occur  may 
be  sufficient.  A  more  immediate  problem  would  be  keeping 
existing  agencies  from  aborting  the  OIO  as  soon  as  someone 
with  the  power  to  create  it  started  thinking  it  might  be  a  good 
idea.  And,  of  course,  there's  also  the  unlikelihood  that  anyone 
who  thinks  that  the  Department  of  Homeland  Security  is  a 
good  idea  would  ever  entertain  such  a  possibility. 

Right  now,  we  have  to  do  something,  and  preferably 
something  useful.  The  U.S.  has  just  taken  its  worst  hit  from 
the  outside  since  1941-  Our  existing  systems  for  understand- 
ing the  world  are  designed  to  understand  a  world  that  no 
longer  exists.  It's  time  to  try  something  that's  the  right  kind 
of  crazy.  It's  time  to  end  the  more  traditional  insanity  of  end- 
lessly repeating  the  same  futile  efforts.  '"^Q 

]ohn  Perry  Barlow  is  cofounder  of  the  Electronic  Frontier  Foun- 
dation. His  last  essay  for  Forbes  ASAP  was  "The  Pursuit  of 
Emptiness,"  in  Big  Issue  VI:  The  Pursuit  of  Happiness. 
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HARVARD  YARD 
VEGAS°STRIP 

HARRAH'S  FEEDBACK  FRENZY 

BY  CAROL  POGASH 
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EM  AN,  A  ONETIME  HARVARD  BUSINESS 
fessor  and,  improbably,  the  future  CEO  of 
h's  in  Las  Vegas,  stands  in  the  lobby  of  his  company's 
nd  gestures  in  the  direction  of  the  Palazzo  Suites, 
nee,  he  says,  offers  the  kind  of  muted  elegance 
ight  have  designed.  That  is,  if  God's  tastes  ran  to 
e-foot  layouts,  private  Jacuzzis,  towel  warmers, 
remote-controlled  drapes,  and  personal  butlers.  The  suites 
were  intended  to  lure  billionaire  baccarat  players  from  Asia. 
But  the  marble  floors  are  mostly  empty  now,  rendered  vacant 
in  the  current  Darwinian  world  of  Vegas  economics.  Har- 
rah's  Entertainment  has  ceded  pursuit  of  the  highest  of  the 
high  rollers  to  such  wow-the-crowd  hotels  as  Bellagio  and 
the  Venetian.  High-end  gambling  "is  a  very  sexy  business," 
concedes  the  42-year-old  Loveman.  But  with  the  major  casi- 
nos competing  for  the  same  top-500  gamblers,  baccarat 
became  Harrah's  loss  leader — too  much  loss  and  not  enough 
lead- — a  glamorous  stepsister  to  the  lowly  slot  machines, 
Harrah's  true  glass  slipper. 

In  1997,  when  Harrah's  bowed  out  of  the  trend  toward 
faux  Eiffel  Towers,  Cirque  du  Soleils,  and  erupting  volcanoes, 
analysts  questioned  whether  the  company  could  continue 
as  a  long-term  industry  player.  But  Harrah's  had  a  plan, 
embraced  by  Loveman,  then  a  consultant,  to  grow  the  com- 
pany without  expanding  into  saturated  markets  or  concoct- 
ing repli:as  of  the  Statue  of  Liberty. 

So  tar,  that  plan  seems  to  have  worked.  Through  branding, 
cross-casino  marketing,  loyalty  cards,  and  technology,  Love- 
man and  ■.'liupany  have  made  Harrah's  Entertainment,  the 
most  diversiie'l  of  the  big  four  gaming  companies,  a  model  of 
effective  custon  i^r  feedback.  In  an  industry  accustomed  to 


IT'S  ALL  IN 
THE  NUMBERS 
Gary  Loveman 
(right)  isn't  the 
sort  of  guy  who 
would  draw  to 
an  inside  straight. 
The  Harrah's 
executive  lectured 
on  Harrah's  at 
Harvard  Business 
School.  By  track- 
ing gamblers, 
Harrah's  creates 
algorithms  that 
determine  mar- 
keting pitches 
based  on  what  a 
gamer  is  capable 
of  spending.  So 
is  this  a  Skinner 
Box  for  gamblers? 
Loveman  says 
no:  "Our  goal 
is  behavior 
modification," 
but  gamblers' 
behavior,  he 
contends,  "is 
explicit,  rational, 
and  cognitive." 
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relying  on  intuition,  Harrah's  has  built  a  database  of  25  mil- 
lion customers  that  drills  down  through  all  its  activities. 
Digital  profiles  are  based  not  on  observed  behavior  of  what 
customers  have  spent  but  on  analysis  of  what  they  are 
capable  of  spending.  The  technology  includes  built-in 
marketing  interventions  designed  to  close  the  gap  between 
actual  and  potential  spending.  In  this  new  world  of  com- 
puter-generated predictions,  the  customers  are  willing  par- 
ticipants. Harrah's  may  be  the  best  example  of  this  kind  of 
ongoing  feedback  system  that,  Loveman  contends,  could  be 
applied  to  theme  parks,  ski  resorts,  cruise  lines,  retailers, 
and  subscription  businesses  such  as  AOL  and  satellite  TV. 

Loveman  joined  Harrah's  in  1998,  when  it  already  had 
invested  in  a  $17  million  computer  system  to  harvest  data  from 
customers  at  all  its  casinos,  a  revolutionary  concept  in  the 
gaming  industry.  With  customers  wielding  "Total  Rewards" 
loyalty  cards,  Harrah's  patented  a  tracking  system  to  shadow 
them — syncing  up  name,  sex,  age,  zip  code,  playing  time, 
money  won  and  lost,  and  a  history  of  each  gambler's  behavior 
at  Harrah's  properties.  Data  gushed  in  from  the  slot  machines, 
which  require  almost  no  labor  and  as  a  result  are  the  most 
profitable  part  of  the  business.  What  Harrah's  lacked,  and  what 
Loveman  could  contribute,  was  analysis  of  that  data  and  mar- 
keting to  take  advantage  of  it. 

Loveman  had  taught  a  case  study  on  Harrah's  to  his  stu- 
dents and  had  done  some  work  for  the  company  when  he 
sent  an  unsolicited  letter  to  CEO  Philip  Satre  proposing  ways 
to  expand  the  business  without  incinerating  capital. 

A  year  after  analysts  questioned  the  company's  viability, 
Satre  had  been  advised  that  he  needed  a  marketing  maven 
for  COO.  He  settled  on  a  choice  so  unconventional  that  he 
didn't  tell  his  board  about  it  until  it  was  a  fait  accompli. 
The  choice  surprised  Loveman  as  much  as  anyone.  He  was 
then  just  a  year  away  from  tenure  at  Harvard  and  knew  that 
his  wife  and  kids  wouldn't  want  to  leave  the  venerable  cul- 
ture of  Massachusetts  for  the  neon  desert.  But  the  professor 
was  won  over  when  Satre  said  he  could  commute  from  his 
home  in  Massachusetts.  Concerned  board  members  pointed 
out  the  obvious:  That  for  all  his  academic  credentials,  Love- 
man completely  lacked  any  experience  that  qualified  him  to 
manage  26  casinos,  15,000  hotel  rooms,  more  than  100  res- 
taurants, and  40,000  employees.  Until  then,  Loveman  had 
managed  only  one  secretary  and  one  research  assistant.  But 
years  orchestrating  discus.sions  at  the  B-school,  where  his 
course  was  one  of  the  mc-^t  pOj.ular  eleciives,  had  prepared 
him  to  make  smart  decisions  ctv  the  fly. 

Showing  a  guest  around  the  Rio.  one  of  two  Harrah's  prop- 
erties in  Las  Vegas,  Loveman  Isugbs  as  a  parade  of  harlequin 
jugglers,  stilt  walkers,  and  mimes  -nakes  through  the  crowded 
aisles,  it's  as  if  he's  compensating  (or  tlu"  s.^htude  of  his  youth. 


Loveman  grew  up  in  Indianapolis,  Indiana,  the  child  of 
older,  frugal  parents.  His  father  was  a  factory  worker,  his| 
mother  a  homemaker.  His  brother  and  sister  were  already 
out  of  the  house  by  the  time  he  started  school.  The  family 
rarely  went  on  vacations,  or  even  to  restaurants.  Outings 
were  limited  to  drives  to  relatives'  houses. 

As  a  kid,  Loveman  was  driven  and  competitive.  He  attended] 
Bobby  Knight's  basketball  camp,  where  he  could  outshoot  the 
other  boys,  not,  he  says,  because  he  was  a  natural  player  hut 
because  he  had  practiced  for  hours  in  the  rain,  the  dark,  and  the 
cold.  When  he  wasn't  chosen  for  the  camp's  all-star  team, 
Loveman  took  up  tennis.  By  the  time  he  reached  his  senior  year 
in  high  school,  he  was  the  top-ranked  player  in  Indianapolis. 
On  the  public  courts  he  met  his  wife,  Kathy,  a  formidable 
athlete  herself  with  11  varsity  letters. 

He  moved  on  to  Wesleyan  University,  where  the  work  for 
a  kid  from  an  average  public  school  was  "so  hard,  so  volumi- 
nous" that  it  threatened  to  overwhelm  him.  But  once  he 
caught  up  with  his  peers,  he  surpassed  most  of  them,i 
graduating  Phi  Beta  Kappa  with  honors.  Similarly  at  MIT, 
his  modest  training  in  math 
proved  insufficient  for  basic 
economics  courses  in  his  doc- 
toral program.  "They  might 
just  as  well  have  been  teach- 
ing it  in  Slavic,"  Loveman 
says.  "I  was  drowning."  With 
the  help  of  a  friend,  he  taught 
himself  what  he  needed  to 
know,  eventually  graduating  with  one  of  three  prestigious 
Alfred  P.  Sloan  Doctoral  Dissertation  Fellowships.  Getting  his 
Ph.D.  from  MIT,  he  says,  "was  the  most  intimidating  thing 
I've  ever  done." 

That  Loveman,  Harrah's  COO  and  president,  has  an 
advanced  degree  in  economics  from  MIT  might  seem  super- 
fluous in  the  business  of  gaming,  but  given  the  direction 
Harrah's  had  taken,  a  background  laden  with  statistics  helps 
However,  the  roots  of  his  thinking  were  far  from  academic 
When  Loveman  was  12,  his  father  took  him  to  "family 
night"  at  the  Western  Electric  Plant  in  Indianapolis.  He  wa 
shocked  at  the  roar  of  the  machinery  and  the  oppressive  anc 
dehumanizing  environment  his  father  had  worked  in  for  4( 
years.  Much  of  his  thinking  about  the  business  world,  whicl 
he  taught  in  his  standing-room-only  Service  Managemen 
course  at  Harvard,  was  derived  from  that  factory  visit.  Sim 
ply  put,  his  message  has  been  that  great  employees  delive 
great  service,  which  makes  money  for  a  company. 

The  leap  from  Harvard  to  Harrah's  was  clearly  the  road  les 
traveled.  But  the  fit  has  been  right  for  Loveman.  He  went  fror 
an  annual  income  of  approximately  $120,000  (not  includin 
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HEELISH 
CONDITIONS 
The  Ipanema 
Girls,  cocktail 
waitresses  at  the 
Rio,  earn  approxi- 
mately $100,000 
a  year  in  salary 
and  tips.  It's 
tough  work," 
Loveman  says, 
sounding  more 
like  a  union 
boss  at  a  Seventh 
Avenue  garment 
factory.  "They 
spend  nine  hours 
on  these  hard- 
wood floors  in 
high  heels." 
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The  Ipanema 
Girls  are  one 
of  the  better- 
known  attrac- 
tions at  the  Rio. 
Unlike  its  com- 
petitors, Harrah's 
doesn't  try  to 
lure  the  masses 
with  three- 
quarter  scale 
replicas  of  the 
Pyramids.  It's 
given  up  on  the 
richest  of  the 
rich.  It  doesn't 
market  to 
families,  either. 
Harrah's,  Love- 
man  stresses,  is 
"gaming-centric." 
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consultancies)  to  more  than  $3  million  last  year  in  salary  and 
options;  from  driving  a  Honda  Accord  to  a  silver  Ferrari  F-355 
Spider;  from  flying  commercial  to  corporate  jets;  and  from 
off-the-rack  suits  to  custom-made  tailoring.  Loveman  and  his 
family  are  building  a  large  home  in  the  same  Massachusetts 
community  he's  lived  in  for  years. 

Loveman  clearly  relishes  his  job.  "I  like  the  business,"  he 
declares,  "and  1  like  gambling."  (He  does  seem  to  be  a  late- 
comer to  the  latter,  however.  Aside  from  a  little  dabbling  at 
the  tables  while  on  holiday  in  Monaco,  he'd  never  gambled 
until  he  was  32  and  already  working  as  a  consultant  for  Har- 
rah's.)  "I  like  the  fact  that  customers  enjoy  what  we  sell.  I  like 
the  hotels,  restaurants,  and  the  entertainment  and  complex- 
ity that  comes  with  trying  to  deliver  those  services  all  the 
time.  I  like  the  mathematics — and  the  fact  that  at  its  base, 
gambling  is  a  statistical  activity." 

When  Loveman  signed  on,  Harrah's  was  collecting  36%  of  its 
customers'  gaming  dollars.  With  tiered  Total  Rewards  cards  and 
a  Harrah's  property  in  nearly  every  gaming  market  in  the  U.S., 
the  take  has  increased  to  42%  in  four  years.  Second-quarter 
revenues  for  2002  rose  to  $1  billion,  up  17.9%  from  a  year  ago. 

"Clearly,  they  know  their  customers  better,"  says  Todd 
Jordan,  an  analyst  at  Dresdner  Kleinwort  Wasserstein  Inc. 
and  the  Wall  Street  jourrud's  No.  1  gam- 
ing stockpicker  this  year.  "That's  trans- 
lated into  better  same-store  sales  than  the 
industry  average,"  Jordan  says.  "Especially 
in  Las  Vegas,  where  their  property  is  not 
a  top  draw,  they  clearly  are  outperform- 
ing other  properties."  This  assessment 
is  a  far  cry  from  the  days  when  analysts 
were  questioning  Harrah's  viability. 

For  all  his  ease  at  fitting  into  the  Vegas  scene,      PRE-TESTED 
Loveman,  who  will  take  over  as  CEO  on  January  1 ,      No  Harrah's 
2003,  continues  to  value  academia.  To  fill  the  job      marketing  pitch 
of  Harrah's  senior  vice  president  of  marketing,      is  unleashed  until 
he  hired  Richard  Mirman,  a  math  genius  from  the      it's  been  tested.  In 
University  of  Chicago  and  consulting  firm  Booz      Tunica,  Mississippi, 
Allen  Hamilton.  And  he  has  lured  Harvard  Business      a  control  group 
School  grads  who,  had  their  professor  not  been     was  offered  a  $125 
doing  the  hiring,  would  ooacr  have  joined  a  band      package,  including 
of  gypsies  than  sign  up  with  the  gaming  industry,      free  room,  two 
Together  they  are  decip!  -  -ring  human  nature.  They      steak  dinners, 
introduced  the  tiered  Tot  !  Rewards  system,  encour-      and  $30  in  chips. 
aging  customers  to  migrate  i.p  the  pyr-mid  of     Another  group 
rewards.  When  players  alter  their  pattern  an  !  don't      was  given  $60  in 
visit  as  often,  Harrah's  continues  to  pitch  Sj'O  .ials  to      chips.The  cheaper 
them,  but  it  shortens  the  deadline  And  wli-  ■ .  loyal      offer,  Harrah's 
customers — tired  of  losing — consider  skipp     .;  to      concluded,  created 
another  casino,  Harrah's  makes  a  preemptive  s.  eke:      more  business. 


Spend  more  and  be  rewarded  with  a  steak  dinner  or  free  cash 
the  following  day. 

In  this  tiered  system,  services  are  segmented.  Harrah's 
Diamond  customers  have  separate,  no-wait  restaurant  lines, 
special  wines,  andlower  prices.  "We're  purposely  exclusive," 
Loveman  admits.  Some  Harrah's  restaurants  offer  a  Diamond 
cardholder-only  dish,  which,  in  Harrah's-speak,  is  considered 
"creating  aspirations."  Diamond  cardholders  also  receive  at 
least  one  personal  visit  to  their  table  by  the  chef  when  they 
dine  at  some  Harrah's  restaurants. 

One  of  the  reasons  Harrah's  has  steered  clear  of  the  newl 

I 

Vegas  trend  of  theme  hotels  is  resolutely  pragmatic.  "When'' 
you  think  of  the  Venetian,"  Loveman  says,  "you  think  of 
the  beautiful  art,  the  shopping,  the  gondolas,  the  Sistine 
Chapel.  The  next  word  out  of  your  mouth  isn't  gaming." ; 
Harrah's,  on  the  other  hand,  is  "very  gaming-centric,"  Lovemanj.' 
says  proudly. 

Late  one  night,  Loveman  sweeps  by  the  line  of  visitors  at  the 
Rio  reception  desk,  past  posh  rooms  where  Diamond  customers 
are  greeted  by  white-gloved  receptionists.  He  moves  into  the 
sprawling,  carpeted  football  field  of  slot  machines.  The  system 
of  Pavlovian  marketing  isn't  visible,  except  for  one  lit  sign  that 
reads  "Bathrooms"  and  "Total  Rewards."  In  the  world  of 
Harrah's,  both  are  necessities. 

Shortly  after  he  became  COO,  Love 
man  told  his  managers  they  could  pay 
more  productive  workers  a  higher  wage 
The  "terrific  employee"  theory  seems  to 
be  paying  off.  A  Las  Vegas  driver  drop 
ping  off  someone  at  the  Rio  succinctly 
explained  what's  going  on:  "They  treat 
their  people  good,"  he  says.  "Employees 
pass  it  on  to  the  customers." 

Harrah's  accelerated  effort  to  understand  and 
appeal  to  its  customers  "can  be  pushed  much  fur- 
ther," Loveman  says,  "as  we  improve  our  predictive 
and  diagnostic  capabilities,  we  become  ever  closei 
to  customer  preferences,  and  add  more  powerfu 
inducements." 

Loveman's  latest  move,  engineered  by  CIC 
John  Boushy,  allows  customers  to  put  Harrah's  cou 
pons  directly  into  slot  machines  rather  than  hav 
ing  to  go  to  a  desk  to  exchange  them  for  cash 
This  streamlined  system,  currently  available  onb 
in  Nevada,  cuts  down  on  labor  costs  while  lettini 
Harrah's  discover  which  customers  respond  to  whici 
pitches,  enriching  the  database. 

Pretty  soon,  Loveman  and  Co.  will  have  takei 
the  guesswork  out  of  everything.  Everything  bu 
the  gambling,  that  is.    e^ 
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The  American  Business  Awards^'^-  "The 
Stevies''^'^"-  have  been  created  to  generate 
national  recognition  of  great  performances  in 
business  across  the  United  States. 

Submit  nominations,  and  show  your  employees 
that  you  recognize  and  appreciate  their  efforts. 
Win  a  Stevie,  and  receive  nationwide  acclaim  for 
your  company. 

Choose  from  more  than  40  categories,  honoring 
individuals,  companies,  teams,  products,  and 
corporate  media.  Structured  so  that  you'll 
compete  only  against  firms  of  your  size,  in  your 
industry. 

Nomination  deadlines: 

Early  deadline:  November  25,  2002  (save  $25  per 

nomination) 

Final  deadline:  January  21 ,  2003 
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LAST  YEAR  PHARMACEUTICAL 
giant  Aventis  was  racing  to  develop 
a  competitor  to  Evista,  a  hot-selling 
drug  from  Eli  Lilly. 

Evista's  big  advantage  is  that  it 
doesn't  rely  on  estrogen  or  other  hor- 
mones to  treat  osteoporosis,  a  bone- 
thinning  disease  common  in  women 
after  menopause.  Other  drugmakers 
were  eager  to  find  their  own  versions 
of  Evista,  which  belongs  to  a  new 
class  of  drugs  called  selective  estrogen 
receptor  modulators  (SERMs). 

Aventis  was  already  in  early 
human  trials  with  a  SERM,  but 
there  seemed  to  be  a  potential  side 
effect:  hypertrophy  of  the  endo- 
metrium of  the  uterus,  which  could 
lead  to  cancer.  The  drugmaker  was 
poised  to  move  the  compound  into  additional  drug  trials, 
testing  many  more  subjects,  so  failure  would  be  costly — 
not  only  in  resources  but  also  because  it  would  expose  hun- 
dreds of  women  to  the  risk  of  cancer. 

Instead,  Aventis  turned  to  a  computer  model  from  a  small 
company,  Pharsight.  Using  its  own  animal  and  human  test 
data,  Aventis  was  able  to  simulate  later-stage  clinical  trials. 
Based  on  that  simulation,  "we  stopped  funding  development 
of  the  compound,"  says  Frank  Douglas,  Aventis'  chief  scien- 
tific officer  and  executive  vice  president  of  drug  innovation 
and  approval.  "The  ratio  between  the  therapeutic  benefit 
and  the  side  effect  demonstrated  that  this  [compound]  was 
not  as  beneficial  as  Evista." 

Aventis  has  now  moved  a  backup  compound  into  the  first 
stages  of  human  testing,  several  years  earlier  than  planned. 
Douglas  estimates  that  the  Pharsight  computer 
model,  called  Trial  Simulator,  saved  the  company 
$50  million  to  $100  million,  the  cost  of  later-stage 
clinical  trials.  "We  also  avoided  exposing  a  lot  of 
women  to  a  drug  that  ultimately  would  have  failed," 
he  adds.  "And  we  were  able  to  switch  to  another 
project  with  a  greater  chance  of  success." 

Although  computer  simulation  of  drug  trials  is 
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in  its  infancy,  it  holds  great  promise 
for  the  conservative  pharmaceutical 
industry,  offering  more  efficient  tri- 
als, the  weeding  out  of  unsuccessful" 
compounds,  and  the  production  of 
better  drugs. 

The  industry  could  use  the  help. 
Only  about  1  in  every  5,000  to  10,000 1 
compounds  that  look  like  potential  i 
drugs  will  actually  become  a  product. 
From  the  R&D  lab  to  the  phar- 
macy, the  development  of  a  new  drug 
takes  ten  years  or  more  and  costs 
an  astronomical  $400  million  to 
$800  million. 

For  too  long,  pharmaceutical 
executives  acknowledge,  the  indus- 
try has  relied  on  trial  and  error  to 
determine  which  compounds  should 
be  commercialized.  Historically,  drug  trials  have  been  con- 
ducted sequentially.  Based  on  predefined  criteria,  companies 
decide  whether  to  proceed  to  the  next  series  of  planned  trials. 
"Each  study  was  viewed  as  its  own  data  set,"  explains  Jeffrey 
S.  Barrett,  Aventis'  head  of  global  biopharmaceuticals.  "We 
didn't  do  ongoing  meta-analysis"  that  might  have  knit  all 
those  results  together. 

In  part,  that's  because  human  biology  is  so  complicatec 
that  computers  are  only  now  able  to  model  the  variable; 
with  reasonable  reliability.  Then,  too,  drug  researchers  rel^ 
as  much  on  intuition  as  on  science.  Computer  simulatior 
"is  very  exciting  because  it  starts  to  bring  drug  research  anc 
development  into  a  realm  beyond  a  gut  feeling  that  some 
thing  might  work,"  says  Michael  Jackson,  senior  vice  presi 
dent  of  drug  discovery  at  Johnson  &.  Johnson. 

Jackson  compares  the  difficulty  of  simulatinj 
drug  development  with  teaching  a  computer  t( 
play  chess  with  a  grand  master.  "There  was  a  tim( 
when  a  grand  master  would  never  be  beaten  by 
computer.  Then  they  developed  a  computer  tha 
could  analyze  50  potential  moves  in  advance. 
That's  what  it's  going  to  take  to  wrestle  with  th 
extraordinary  complexity  of  the  human  genome 
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Softwore  Meets  Biology 


John^n  &.  Johnson  is  partnering  with  another  small  com- 
puter simulation  company,  Entelos,  in  developing  mathemat- 
ical models  of  different  disease  states,  such  as  diabetes  and 
obesity,  that  try  to  replicate  actual  biological  responses.  "We 
|iave  built  virtual  humans,"  says  Entelos  CEO  James  Karis. 
Each  one  represents  a  different  version  of  the  designated  dis- 
ease* Diabetes,  for  example,  has  been  given  61  virtual  patients. 

"If  you  shoot  in  the  dark  long  enough,  you  eventually 
find  something  that  helps  someone,"  observes  Thomas  Pater- 
son,  Entelos'  cofounder  and  chief  scientific  officer.  But,  he 
warns,  "the  drug  industry  can't  last  that  long  anymore." 
What  Paterson  and  others  are  proposing  is  a  much  more 
rational  way  of  approaching  drug  R&.D. 

Entelos'  models  can  determine  why  one  diabetic  will 
respond  to  a  certain  medication  while  another,  with  the  same 
symptoms,  won't.  For  example,  one  person's  liver  doesn't 
properly  regulate  the  release  of  glucose,  while  another  dia- 
betic's muscles  can't  take  in  needed  glucose.  Their  symp- 
toms are  the  same,  but  their  treatments  will  be  different. 
You  don't  develop  the  same  drug  for  two  diabetics 


says  Perry.  "When  you  consider  the  potential  for  faster  time  tc 
market  and  earlier  attrition  of  poor  products,  we  can  see  accel- 
erating development  of  drugs."  Since  the  U.S.  pharmaceutical 
industry  spends  $30  billion  annually  on  research,  the  potential 
savings  with  faster,'  more  efficient  drug  trials  are  enormous. 

While  Pharsight's  technology  attempts  to  improve  R&C 
processes,  Entelos  and  a  handful  of  competitors,  such  as 
Physiome  Sciences,  are  concentrating  on  mimicking  biolog- 
ical processes.  "Pharsight  is  dealing  with  R&D  as  an  organi- 
zational issue,"  enabling  companies  to  design  better  clinical 
trials,  says  Roddy  Martin,  service  director  for  life  science; 
at  AMR  Research.  "Pharsight  has  put  together  a  mode 
that  brings  together  data  from  animal  and  human  trials 
and  financial  parameters."  But  as  more  information  become; 
available  about  human  genetics,  the  biological  approach  o 
Entelos  and  its  cohorts  could  prove  to  be  the  winning  strat 
egy,  he  adds. 

Drug  researchers  are  explorers  in  the  domain  of  human 
biology,  says  Entelos'  Paterson.  Clinical  trials  are  the  meanij 
by  which  they  gather  data,  very  slowly  and  expensively 

"Eventually,  WB  waflt  to  Understand 
biology  so  well  that  we're  not  exploring 


with  different  problems.  Rather,  you  design  a  com 

puter  model  that  incorporates  all  the  data  you  have  anymOrOy  WO  rO  COnf  Imiingi     he  says. 


about  a  particular  disease,  and  then  ask  it  questions.  What 
happens  if  I  increase  the  dose  of  this  drug?  What  if  1  deliver 
the  drug  twice  daily  instead  of  once?  What  if  I  modify  the 
molecular  structure  to  bind  to  another  target?  Will  this  com- 
pound be  effective  for  this  subgroup  of  patients? 

But  drug  researchers  first  have  to  become  comfortable 
with  the  notion  that  software  can  successfully  simulate 
human  biological  responses — or  at  least  project  whether  a 
clinical-trial  design  will  be  effective.  As  Johnson  &.  Johnson 
works  with  Entelos  technology,  "the  model  is  predicting  the 
outcome  right  more  frequently  than  wrong,"  says  Jackson. 
"But  we  haven't  got  to  the  level  of  95%  accuracy.  We're  still 
in  the  early  days." 

Aventis'  Barrett  says  computer  simulation  is  moving  from 
retrospective  analysis  of  data  to  forecasting  what  might  hap- 
pen if  a  clinical  trial  is  run  in  a  particular  way. 

The  established  pharmaceutical  industry  "is  slow  to  adopt 
revolutionary  change,"  says  Pharsight  CEO  Mike  Perry.  "Our 
real  value  is  to  companies  that  have  a  portfolio  to  choose 
from  and  want  us  to  help  make  that  decision,"  he  explains. 
"The  biotechs  that  are  one-pony  shows  don't  want  me 
telling  them  their  pony  is  sick." 

Pharsight  is  workin  :  en  acceptance  of  its  technology  by 
first  winning  over  researchers.  "We're  getting  the  understand- 
ing and  confidence  of  the  clinica!  pharmacologists,  and  now 
we're  moving  the  business  from  the  desktop  to  the  enterprise," 
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Martin  seconds  the  notion.  "If  you  can  identify  a  sampl 
population  more  effectively,  rather  than  going  shotgun  int 
clinical  trials,  you  end  up  with  a  shorter  trial.  The  questio 
remains,  is  dynamic  simulation  the  right  way  to  do  this?"  I 

In  other  industries,  computer  simulation  has  been  vet 
effective.  Everything  from  breweries  to  the  Boeing  777  hf 
been  designed  and  tested  using  computer  simulation.  Bi 
none  of  this  is  as  challenging  as  the  human  body.  And,  wit 
computer  simulation  of  biologic  responses,  "the  value  ( 
the  output  is  still  only  as  good  as  what  you  put  in,"  sa^ 
Martin.  "You're  dealing  with  very  complex  interactioi 
and  substances." 

For  that  reason,  Martin  believes  that  computer  simul; 
tion's  greatest  contribution  in  the  near  term  will  be  in  refii 
ing  trials  and  eliminating  weak  products.  "In  four  to  five  yea 
you're  going  to  see  various  types  of  simulations  flourishir 
widely  in  the  industry,"  he  predicts.  "If  you  can  shorten  clii 
ical  trials  by  six  months  or  one  year,  that's  significant." 

Still,  what's  referred  to  as  "in  silico  development"  (i.( 
testing  a  drug  using  computer  simulation)  won't  replai 
animal  and  human  trials  entirely.  "It's  a  noble  objective,  b 
in  the  foreseeable  future  it  doesn't  look  likely,"  cautions  Fr 
Dotzler,  managing  director  of  De  Novo  Ventures,  a  li 
sciences  investor.  Even  if  you  could  copy  just  one  hum; 
being  in  silico,  "there  are  millions  of  variations  in  tl 
human  genome." 
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investing.  Meet  the  experts.  Hear  the  best  advice. 
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SEMINAR 


RICHARD 
BRANSON 
THINKS 
HE  CAN 
SEDUCE 
THE  YOUTH 
MOBILE 
MARKET 
BUT  IS  IT 
ALL  HOT  AIR? 


TYPICAL  FRIDAY  NIGHT  IN  THE  AGE  OI 
atweje^s  dating.  In  a  bistro  in  San  Francisco's  North  Beach,  j 
twentysomething  couple  dines  in  uncomfortable  silence.  Th« 
man,  having  run  out  of  small  talk,  is  staring  glumly  at  hu 
plate;  Having  run-out  of  patience,  the  woman  is  looking  ir 
every  direction  but  his. 

Badly  disguised  relief  passes  over  the  woman's  face  wher 
she  hears  the  customized  ring  oi  her  cell  phone.  Digging 
into  her  bag,  she  answers  and  listens  with  growing  concern 
"Oh  no,"  her  date  hears  her  say.  "Are  you  sure  you  can't  gel 
somebody  else?" 

"Okay,"  she  says,  sighing  into  the  phone,  "I'll  be  there  a; 
soon  as  I  can,"  and  hangs  up.  She  explains  to  her  date  that  i 
good  friend's  child  is  sick  and  she  needs  someone  to  go  picl 
up  a  prescription  and  drop  it  off  far  across  town.  "I  have  to 
go,"  the  woman  says  with  a  regretful  shrug. 

Since  the  situation  sounds  plausible  enough  and  has  th( 
modem  validation  of  a  cell  phone  call,  the  young  man  telll 
her  to  go  ahead,  adding  that  he  hopes  that  they  can  resumi 
their  date  some  other  time.  "Sure,"  says  the  woman  over  hc' 
shoulder  as  she  makes  a  quick  exit.  You  can  almost  hear  th' 
unspoken  postscript,  "Fat  chance,"  hanging  in  the  air.         I 

What  has  just  transpired  is  customer  feedback  at  ici 


hippest  (some  might  say  most  cynical)  level,  a  cleverly  coi 
ceived  piece  of  telephonic  theater  called  Rescue  Ring- 
brought  to  you  by  Virgin  Mobile  USA,  the  $500  millic 
joint  venture  of  Sprint  PCS  and  the  Virgin  Group. 

The  truth  is,  the  date-snuffing  phone  call  did  not  con 
from  a  friend;  it  didn't  even  come  from  a  human  being.  Re 
cue  Ring  gives  nervous  daters  the  ability  to  program  the 
cell  phones  to  ring  at  a  designated  time.  Once  they  answ( 
an  automated  repertoire  cast  gives  recorded  instructions  c 
how  to  wriggle  out  of  a  going-nowhere  assignation.  At  tl 
end  of  a  30-second  call,  a  rescue  droid  chirps  happily,  "Nc 
get  out  of  there  and  start  having  a  better  day!" 
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Rescue  Ring  is  only  one  example  of  the  kind  of  targeted 
;ontent  ottered  by  Virgin  Mobile  USA  for  the  edification — 
)r  distraction — of  its  subscribers.  Users  so  inclined  can  par- 
ake  in  a  banquet  of  games,  services,  information,  and  music, 
•or  the  price  of  a  call,  Virgin  Mobile  customers  can  receive 
eatures  like  over-the-top  wake-up  calls,  downloadable  per- 
onalized  ring  tones,  horoscopes  and  I  Ching  readings,  as  well 
is  info  and  gossip  about  soap  operas,  sports  and  entertain- 
nent,  top-of-the-chart  music  clips,  access  to  movie  and  con- 
:ert  information  and  tickets,  and  (as  any  marketer  would 
ay)  much,  much  more. 

For  anyone  who  may  have  recently  emerged  from  a 
lecade-long  experiment  in  a  sensory  deprivation  tank,  the 
/irgin  Group  is  the  renegade  commercial  juggernaut  of  the 
Highly  visible  Sir  Richard  Branson,  the  merchant/balloonist/ 
entrepreneur  who  is  the  poster  child  for  cheeky  business 
nsurgencies.  In  2000,  the  privately  held  Virgin  Group's 
liearly  200  companies,  including  mobile  phone  services  in 
he  U.K.  and  Australia,  took  in  $5.8  billion  in  sales. 

Joining  such  Branson-built  businesses  as  Virgin  Mega- 
ores,  Virgin  Atlantic  Airways,  Virgin  Cola,  and  Virgin 
ecords.  Virgin  Mobile  USA  is  selling  its  two  Kyocera-built 

which  retails  for  $99, 


about  the  audience  the  company  is  targeting — the  25  million 
to  35  million  potential  cell  phone  buyers  in  the  U.S.  who 
will  be  between  the  ages  of  15  and  30  in  the  next  decade.  By 
offering  a  raft  of  "VirginXtras"  (as  they  are  called  in  the  Bran- 
sonian  dialect  of  commercial  English),  the  company  reveals 
how  critical  it  is  to  stoke  a  growing  buzz  among  users  and  to 
amp  up  feedback  between  the  company  and  its  youthful  audi- 
ence. Virgin's  markets  may  seem  wildly  disparate,  but  unlike 
most  other  diversified  companies,  the  sought-after  demo- 
graphic is  the  same  for  all  the  corporate  ventures. 

In  this  coming-of-age  group,  Virgin  believes  it  has 
unearthed  a  rich  lode  of  underserved  users.  A  2002  Yankee 
Group  report  ratifies  Virgin's  instincts,  estimating  that  Americans 
age  10  to  19  are  the  fastest-growing  segment  of  cellular  users. 
Virgin's  own  studies  show  that  younger  Americans  are  less 
likely  to  own  and  use  mobile  phones  than  their  Finnish, 
Japanese,  or  British  counterparts. 

These  studies  also  suggest  that  young  Americans,  when 
they  do  go  cellular,  are  the  natural  early  adopters  of  such 
pay-as-you-go  services  as  data  messaging,  games,  and  music, 
and  that  they  view  mobile  phones  as  a  lifestyle  choice  to  be 
personalized  and  accessorized.  All  of  which  means  that 
Virgin  is  on  target  in  aiming  at  the  same  young  customers 


nd  the  $219  cerulean-blue-screened  Super  Model — in  such 
lectronics  outlets  as  Sam  Goody,  Target,  Circuit  City,  and 
iest  Buy,  as  well  as  Virgin's  own  Megastores. 

The  company  offers  a  unique  pricing  model  for  airtime: 
5  cents  per  minute  for  the  first  10  minutes  and  10  cents  a 
ninute  thereafter.  It  also  differs  from  its  competitors  by  offer- 
ng  a  "pay  as  you  go"  pricing  scheme.  Customers  who  buy 
heir  phones  outright  have  the  option  of  "topping  up"  their 
ainutes  through  their  phones  or  over  the  Internet  with 
redit  cards  or  with  phone  cards  available  at  convenience 
hams  such  as  7-Eleven  and  Circle  K. 

The  hip  tone  of  Virgin  Mobile  content  is  a  dead  giveaway 


who  already  buy  CDs  at  Virgin  Mega- 
stores and  fly  to  London  on  Virgin 
Atlantic  Airways. 

Founded  in  October  2001,  Virgin 
Mobile  USA  bills  itself  as  America's 
first  "virtual  mobile  network  operator." 
From  the  start,  Virgin  Mobile  execu- 
tives worked  hard  to  ensure  the 
emphasis  was  on  "network  operator" 
rather  than  on  "virtual."  Nevertheless, 
outsourcing  was  the  name  of  much  of 
Virgin  Mobile's  technology  game. 


FLEX  SELLS 
With  typical  Virgin 
cheek,  company 
chairman  Richard 
Branson  donned  a 
bodysuit  to  pump 
up  enthusiasm 
in  New  York's 
Times  Square  at 
the  U.S.  launch 
of  his  new  mobile 
phone  venture. 
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The  company  relies  on  the  Sprint  PCS  network  to  carry 
its  calls  and  data;  the  company's  data  systems  are  hosted  at 
an  Electronic  Data  Systems  installation  in  Sacramento,  Cal- 
ifornia; Siebel  Systems  runs  Virgin's  billing  services;  and  Vir- 
gin Mobile's  customer  service  center — known  within  the 
company  as  Central  Intelligence — is  in  reality  a  dedicated 
team  assembled,  trained,  and  run  by  ICT  Group,  a  Newtown, 
Pennsylvania,  provider  of  customer  relationship  manage- 
ment solutions.  Located  in  Spokane,  Washington,  the  Vir- 
gin Mobile  customer  service  center  had,  by  late  July,  already 
graduated  six  classes,  each  with  20  or  so  schooled-in-cool 
Virgin  advisers.  Going  the  outsourced/marketing  route  of 
simply  slapping  the  world-famous  red  Virgin  logo  on  a  set  of 
cell  phones  and  letting  partner  Sprint  and  others  do  the 
heavy  lifting  was  not  what  the  company  had  in  mind  for  its 
U.S.  operations. 

Virgin  already  knew  a  thing  or  two  about  mobile  telecom, 
having  started  franchises  in  the  U.K.,  Australia,  and  Singapore 
over  the  past  few  years.  After  three  years  of  operation 
in  Britain,  Virgin  Mobile  is  that  country's  fastest-growing 
cellular  service,  with  more  than  1.8  million  customers. 
Analysts,  including  Bob  House,  a  vice  president  with  Adventis 
in  London,  believe  that,  pending  an  expected  2003  break- 
even, "Virgin 
Mobile  has  just 
about  proven  its 
business  model." 

Australia  also 
seems  to  be  on  the 
road  to  profit- 
ability. Singapore, 
however,  has  been 
a  different  story. 
Virgin  Mobile 
began  service  in 
the  tech-savvy 
island  nation  in 
October  2001  and 
fell  flat  in  near-record  lime.  For  one  thing,  the  cellular  market 
was  already  saturated,  asid  Virgin  tried  to  position  itself  as 
a  "premium"  brand,  charting  considerably  higher  prices 
than  its  competition. 

Only  weeks  after  launch,  Virgin  was  forced  to  drop  its 
prices  because  frugal  Singapo.e  ms  didn't  see  the  value  in 
the  brand.  Virgin  is  curreni'y  n  the  process  of  shutting  down 
its  ill-fated  operation  there.  Bu?  that  failure  taught  the  com- 
pany some  important  lessoi.s.  :  .-^son  No.  1  was  that 
in  order  to  make  "pay  ahead"  ser  A:es  actually  pay,  you 
could  never  have  too  much  infoiii.;iiion  about  or  feedback 
from  customers. 


Show  Me  the  Money 


On  a  typically  cold,  foggy  summer  night  in  San  Francisco, 
Dan  Schulman,  Virgin  Mobile  USA's  CEO,  toys  with  a  Cae- 
sar salad  and  glances  out  of  a  restaurant  window  in  the  trendy 
South  of  Market  area,  clearly  wondering  how  the  calendar 
and  the  temperature  can  be  so  oddly  out  of  sync.  Schulman 
is  in  Northern  California  to  oversee  the  first  stages  of  his 
company's  national  rollout,  but  he  admits  to  being  eager  to 
get  back  home  to  Warren,  New  Jersey,  where  Virgin  Mobile 
is  headquartered,  and  to  some  honest  summer  weather. 

Schulman  is  contemplating  some  of  the  nuances  of  the 
topsy-turvy  world  of  pay-as-you-go  cell  phone  service.  For 
Virgin  Mobile,  even  more  than  its  more  traditional  "pay- 
later"  competitors,  the  ability  to  recognize  and  cater  to  the 
ongoing  needs  of  individual  customers  is  critical.  Pay-ahead 
services  like  Virgin  Mobile's  are  inherently  riskier  and  less- 
profitable  than  services  offering  long-term  contracts.  Every 
subscriber,  after  all,  is  always  a  mere  10  or  20  dollars  away 
from  running  out  of  minutes  and  making  the  decision  to  put) 
their  phones  in  the  top  drawer  for  a  while.  "Other  carriers 
may  have  one-  to  two-year  contracts  with  their  customers," 
Schulman  says,  emphasizing  the  perils  of  pay-ahead.  "The 
relationship  with  our  customers  is  on  the  line  every  day." 

Prepaid  cellular  service  is  also  more  difficult  technically 
It  requires  a  number  of  complex,  real-time  operations  to  let 
customers  replenish  airtime  minutes  over  the  phone,  delivet 
instant,  up-to-date  account  information  to  the  customer  (i 
button  is  dedicated  to  that  function  on  Virgin's  Kyocerc 
phones),  and  contact  various  relevant  Virgin  Mobile  busi- 
ness areas  such  as  billing  and  customer  service.  Schulman 
an  18-year  veteran  of  AT&T  Wireless,  also  sees  opportunity 
in  taking  on  the  cellular  giants  with  an  irreverent  service 
that,  he  believes,  will  appeal  to  young  Americans  "who  havi 
been  marketed  to  since  they  were  2  years  old."  Schulmai 
ticks  off  the  various  cell  phone  ploys  that  set  off  the  finel' 
tuned  "bullshit  detectors"  of  America's  canny  under-30s 
These  include  multipage,  fine-print  contracts;  dauntin, 
credit  checks;  misleading  peak  and  off-peak  designations 
hidden  costs;  high  prices  for  information  calls;  and  the  peri 
odic  forfeiture  of  unused  minutes. 

And  to  make  good  on  Chairman  Branson's  pledge  t 
"shake  up  the  cellular  marketplace"  in  the  U.S.,  Schulma: 
and  his  team  set  to  work  designing  a  system  for  its  usei 
that  is  as  simple  and  understandable  as  possible.  But  simp! 
for  customers  often  translates  into  something  quite  the  oppc 
site  at  the  other  end.  From  the  start.  Virgin  Mobile  US/ 
recognized  the  need  to  create  a  powerful  multifeedbac 
e-commerce  system  by  investing  heavily  to  develop  extreme 
powerful  front-  and  back-end  systems. 
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WILLING  PUPILS 
Dan  Schulman, 
CEO  of  Virgin 
Mobile  USA. 
intends  to 
use  feedback  from 
young,  hype- 
averse  customers 
to  help  him  learn 
what  works  best 
for  the  30-and- 
under  crowd. 
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"In  order  for  us  to  be  able  to  offer  our  unique  price  plan 
and  control  the  customer  experience,  we  needed  a  lot  of  con- 
trol where  it  counted,"  says  CIO  Mike  Parks.  To  achieve  this 
level  of  control,  Virgin  Mobile  contracted  with  heavyweights 
in  various  fields.  Thiese  include  Telcordia  Technologies  of 
Morristown,  New  Jersey,  for  its  prepaid  service  solution,  and 
ScreamingMedia  in  New  York  and  Mountain  View,  Cali- 
fornia's Be  Vocal  to  animate  the  numerous  voice-driven  fea- 

tures  For  instance,  Virgin  l\/iobile's  frontlinG, 
on-plione  presence  is  Amber- a  cliatty, 

come-liitlier  robotic  "adviser"  always  happy 

to  pass  a  caller  along  to  its  customer 
care  center.  "Feel  free  to  interrupt  me  at 

any  time,  I  won't  mind,"  Amber  coos  to  customers. 

The  key  piece  of  technology,  however,  the  one  that  would 
give  Virgin  the  category-cracking  ability  to  access  and  use 
real-time  customer  information  and  feedback  from  all  of  its 
other  enterprise  systems,  was  put  in  place  in  late  2001.  Virgin 
chose  BEA  Systems  of  San  Jose,  California,  to  adapt  its  power- 
ful WebLogic  Enterprise  Platform — the  same  one  that  powers 
Amazon.com — to  fulfill  CEO  Schulman's  conviction  that  to 
be  successful,  Virgin  Mobile  USA  "absolutely,  fundamentally 
needed  ongoing,  360-degree  feedback  from  our  customers." 

Into  2002,  a  team  of  Virgin  Mobile  and  BEA  engineers 
worked  to  customize  a  WebLogic  server  to  give  it  the  ability 
to  reach  into  all  of  the  other  enterprise  systems  and  cull  a 
given  customer's  particular  history  out  of  the  entire  log  of 
contacts  and  interactions  with  the  company.  The  BEA  sys- 
tem would  cover  such  applications  as  Virgin  Mobile's  phone 
and  Web  interfaces,  its  cellular  network  backbone,  customer 
relationship  management  systems,  account  balance  and  pur- 
chasing databases,  distribution  centers,  and  financial  systems 
software.  Virgin  Mobile  personnel  could  thus  see,  with  a 
glance  at  a  single  screen's  worth  of  information,  the  current 
customer  balance  as  well  as  every  interaction  between  com- 
pany and  customer,  irom  the  initial  phone  purchase  through 
registration,  call  usage,  topping  up  of  minutes,  and  use  of  the 
various  VirginXtras.  lEc;'  rally  important,  with  the  touch  of  a 
single  button  Virgin  Mobile  customers  could  monitor  their 
balance  of  rem  '-nirg  nin'.ces  in  real  time,  and  experience 
the  satisfaction  of  watthin.;  their  balance  rise  just  seconds 
after  topping  up  their ;  :coi:n*-s. 

The  result.  Virgin  Mobile  executives  felt,  would  be  a  link 
with  customers  tighter  th..n  ;<ay  other  rel  itionship  in  the 
industry,  as  well  as  a  systen^  fk-x-bie  enough  to  alter  or  aug- 
ment pricing,  features,  and  billing  parameters  virtually  at  will. 
"Now,"  Schulman  says,  "we  c  ui  ch^ingt  the  character  of  our 
revenue  base  and  target  new  segments  of  the  market  without 
missing  a  beat."  And  if,  as  Schulm.m  predicts,  others  decide 
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to  take  on  Virgin  Mobile  in  its  market  segment,  theyll  have 
to  do  it  on  radically  different  terms.  "Our  ability  to  do  well  at 
a  lower  average  cost  per  customer  gives  us  a  huge  advantage 
over  any  of  the  large  carriers  who  come  after  us." 

By  using  the  BEA  technology  to  sink  informational  hooks 
deep  into  an  under-30  set  that — to  one  degree  or  another — 
already  lives  and  shops  in  a  Virgin  world.  Virgin  Mobile  seeks 
to  gain  an  edge  over  other  cell  phone  providers.  "Virgin  saw 
an  opportunity  to  gain  a  real  competitive  advan- 
tage by  coming  up  with  a  new  model  for  managing 
information,"  says  Mark  Carges,  BEA's  top  engi- 
neer and  strategist  on  the  Virgin  Mobile  account. 
Today's  American  cellular  marketing  battle  is  3 
struggle  in  which  many  of  the  biggest  powers  still 
seem  to  be  living  in  the  age  of  the  mace  and  broads 
sword,  trying  to  go  after  a  largely  undifferentiated  customei 
base  with  mass  marketing.  Virgin,  one  of  the  top  image-builden 
in  the  world,  is  confident  it  can  leverage  its  BEA-providec 
information-feedback  advantage  and  transparent  offerings  t(| 
one-up  and  outmaneuver  entrenched  opposition. 


Now  You  See  It. 


At  the  end  of  July,  Virgin  put  on  a  show  of  its  own,  a  "Fulj 
Monty"-inspired  launch  during  which  Branson,  suspendeni 
above  New  York's  Times  Square,  stripped  down  to  his  basii 
assets  (though  in  fact  he  was  wearing  a  muscle-man  bodyii 
suit)  with  only  a  Virgin  cell  phone  covering  his  essentials. 

According  to  some  analysts,  these  Virgin  essentials-' 
those  ot  the  business,  that  is — seem  as  strategically  place 
as  Branson's  cell  phone.  Ed  Kountz,  a  senior  analyst  wit 
the  Needham,  Massachusetts-based  TowerGroup,  believt 
Virgin  Mobile  is  looking  in  the  right  directicin  with  its  ma 
ket  focus.  "Virgin  has  shown  its  ability  to  create  a  cuttinj 
edge  brand  and  a  brand  relevance,  which  is  somethir 
no  other  carrier  can  do."  Virgin  Mobile's  real  competitioi 
Kountz  says,  won't  come  from  traditional  carriers  but  fro:, 
media-savvy  businesses  like  Sony,  Microsoft,  and  Disne 
each  able  to  sprinkle  a  little  of  its  own  particular  fairy  du 
over  a  market  that  up  until  now  has  been  characterize 
by  stodginess. 

Even  more  to  the  point  is  the  analysis  by  Advent 
House,  who  believes  that  "Virgin  will  make  lits  phone  bu: 
ness]  work,  because  of  their  ability  to  position  themselves 
the  champion  of  the  customer  against  the  big  players." 

The  cheek  that  differentiates  Virgin  Mobile  from 
competitors — and  that  was  so  visible  on  Times  Square 
may  be  far  less  important  than  the  company's  ability  to  i 
its  new  e-commerce  feedback  systems  to  give  it  an  unprec 
dented  measure  of  the  state  of  its  customers'  minds,  heai 
and  wallets. 
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OW  IT  WORKS  ■  BY  KIP  CROSBY 


ONE  OF  THE  MOST  INTRIGUING 
neologisms  of  the  Internet  era  is  search 
engine.  The  term  instantly  evokes  the  pic- 
ture of  some  little  locomotive  out  of  a 
children's  book,  chugging  its  way  down 
one  sidetrack  after  another  until  it  has 
taken  on  the  load  of  requested  informa- 
tion. Perhaps,  however,  we  are  already  so 
accustomed  to  search  engines,  par- 
ticularly Google  and  Yahoo,  that  the 
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□  Time  for  the  whole  process: 
a  few  seconds  (most  of  which  is 
taken  up  selecting  the  listing  you  want 
to  read  first). 


"We  few,  we  happy  few,  we  band  of  brothers.. 
That  fought  with  us  upon  St.  Crispin's  Day. ' 


I  The  result^fflPI  si^rver 
•■  makes  nice,  coherent 
packages  out  of  the  reference, 
the  snippet,  and  both  hyperlinks, 
then  sends  you  these  packages 
formatted  ten  to  a  page.  Total 
number  of  hits  on  your  results 
list?  Probably  several  thousand 
for  a  Shakespeare  quote,  although 
if  you're  a  typical  user  you  won't 
have  to  look  at  more  than  the 
top  few  before  finding 
what  you  want. 


SEEK, 

AND  YE 

SHALL  FIND. 

AGOG  OVER 

GOOGLE 


PNext.  the  phrase  goes 
to  the  snippet  server, 

vh'-  h  rs|.lies  with  each  Instance 

:•>  ■   -•:  ' viLi.;'  few"  with  the  words 

inic:.::"-  :  •;. .  -.lif  fouroing 

itfv.,  •.,., 

banc  J 

instance^     .     ..  ,  •     •  ■  ,,. 

be  sure  you  .r  '•,  < 

Shakespeare's  i.c!;,'-'- 

and  not  settling  on  u;  > 

name  of  a  very  small  ba' 

in  Shaker  Heights. 


QYour  phrase  goes  first  to  the 
index  server,  which  replies  with 
every  instance  of  that  phrase  on  the  Web — 
or,  at  least,  on  the  part  of  the  Web  that's 
been  copied  (cached)  to  the  network. 
Google  software  then  analyzes  the  content  of 
each  Web  page,  evaluating  more  than  1 00  factors 
(For  instance:  Is  the  word  in  boldface?  Does  it 
appear  In  the  document's  title?)  So  instead 
of  simply  delivering  a  delug'?  of  every  use 
of  a  given  word  or  phrase,  the  software 
til   :5  the  relevance  quotieni. 


term  evokes  no  image  at  all:  We  thinl 
no  more  about  how  these  virtua 
machines  work  than  we  ponder  the  chip 
controlled  fuel  injection  systems  of  ou 
cars.  Yet  one  of  the  great  wonders  of  th( 
digital  world  is  to  be  able  to  type  int( 
a  query  box  a  few  words  of,  say,  i 
Shakespeare  soliloquy  and  have  thi 
entire  passage  appear  on  our  compute 
screens  within  seconds. 


START  HERE 


n  Motivated  by  the  need  for  a  little 
inspiration  in  these  parlous  times,  you 
are  looking  for  the  full  text  of  King  Henry  V's 
speech  to  his  troops  on  the  eve  of  battle  on 
St.  Crispin's  Day  You  go  to  Google  in  your 
bookmarks,  type  t||e  words  "we  happy  few," 
and  hit  Search. 


QAs  your  query  hits  the  Google  Web 
server,  you're  entering  a  network  that 
comprises  more  than  10,000  fest,  inexpensive 
computers,  all  hooked  together  and 
configured  as  servers. 

Approximately  half  these  machines  contain 
copies  of  nearly  the  whole  World  Wide  Web- 
a  trove  of  Information  unlike  any  assembled— 
with  enough  redundancy  to  keep  references 
from  being  lost  if  any  one  computer  fails. 

Most  of  the  remaining  computers  contain  an 
index  configured  to  find  every  occurrence  of  a 
particular  word  on  the  Web.  All  of  this  adds  up 
to  several  terabytes  of  disk  space,  constantly 
searched  by  very  sophisticated  software. 

These  machines  are  connected  to  the  Internet 
by  an  immensely  fat  data  channel  capable  of 
handling  tens  of  thousands  of  simultaneous 
requests  for  information. 


oes  It 


If  you  were  simply  to  type  tne  i'cnviduJ  words  vie.happf,  and 
few,  no  digital  Olivier  would  put  tliori  ■  jye-Jic  -pH      u'd  retrieve 
all  the  documents  that  contain  those  .  o    ,:.,  v/h,:   •      ,n  combination 
or  individually —an  overwhelming  nuniii  "  cf  reso:cs.Thf     .urch 
engine  softwart  is  programmed  to  prefer  \.k  t  sites  wh^  e  &    words 
searched  for  are  closest  together,  so  what  you  want  >ably 


be  near  the  top  of  the  results  lists.  If  you  have  typed  in  "we 
happy  few"  in  quotes,  however,  the  engine  will  limit  itself  to  finding 
every  occurrence  of  that  particular  phrase.  Google  also  creates 
a  ranking  of  what  it  finds,  using  PageRank  technology  to  measure 
the  importance  of  Web  pages  by  solving  an  equation  involving 
500  million  variables  and  more  than  2  billion  individual  terms. 
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world's  best  exercise  at  home  year 
'round.  Ideal  for  swimming,  water 
aerobics  and  rehabilitation. 
Compact  size  makes  the  dream  of 
pool  ownership  practical  in  small 
spaces.  The  Endless  Pool^"  is  simple 
to  maintain,  economical  to  run,  and 
easy  to  install  inside  or  outdoors. 
New  system  reduces  chlorine  use 
by  90%.  Endless  Pools'^  are  sold 
factory  direct  worldwide. 


Free  Video! 

Call  800-233-0741,  Ext.2400 

Visit  our  web  site  at 
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ORES  -^  BY  OWEN  EDWARDS 


The  Real 
Laws 


Plenty  of  attention  is  paid 
to  Moore's  Law,  and  to  such 
venerable  tech/economic  rules 
as  supply  and  demand,  inno- 
vate or  die,  eat  lunch  or  be 
lunch.  However,  there  are 
other  faintly  sinister  laws  that 
have  far  more  influence  on 
the  continuing 
evolution  of  tech- 
nology. So  while 
we  are  right  to 
applaud  Gordon  Moore  for  his 
visionary  understanding  of 
tech's  exponential  growth,  we 
ignore  at  our  peril  certain 
other  persistent  laws  that 
continue  to  rule  our  lives. 
►Murphy's  Law:  There  are 
various  versions  of  the  story, 
but  essentially  what  was  said 
by  the  original  Murphy,  an 
Air  Force  captain  who  noted 
during  rocket-sled  decelera- 
tion tests  that  a  crucial  gauge 
had  been  wired  wrong,  was 
this:  "If  there's  more  than  one 
way  to  do  a  job  and  one  of 
those  will  end  in  disaster,  then 
somebody  will  do  it  that  way." 
Dumb  luck  sometimes  lets  us 
break  this  law,  or  at  least  evade 
it.  But  if  you  dissect  almost 
any  calamity,  you'll  find 
Murphy's  dire  dictum  at  work. 
From  the  simplest  home  acci- 
dent (if  the  roller  skates  are 
left  on  the  stairs,  dad  will  take 
a  header)  to  historic  disasters 
(if  ship  designers  don't  imag- 
ine an  unseen  iceberg  tearing 
a  long  gash  in  the  side  of  a 


ship,  that's  just  what  will 
happen).  Murphy  is  in 
there  somewhere.  The 
more  interlocking  our 
technology  becomes — the 
more  ways  there  are  to 
things — the  more  likely  some- 
Homer  Simpson  wanna-be 
will  opt  for  the  "dph!" 
approach.  In  complex 
systems,  even  the  tiniest 
flaw  can  cause  a  cascade 
of  failures.  And  as  if  unin- 
tentional errors  aren't  bad 
enough,  ,we  now  have  a  dedii 
cated|g^on  of  saboteurs  ready 
to  se^ch  ouiwayS'that  can 
end  in  disaster  and  exploit 
them.  Had  a  brush  with  the 
Melissa  virus  lately? 
►Law  of  Unintended  Con- 
sequences: This  law  is  the 
mother  of  alMieartbreakers. 
Somethiju|  good  is  intro- 
duced, an0  does  exactly  what 
it's  meaiyrto  do.  Then,  like  a 
golem,  ilturn^lln  its  creators 
and  does  bad  things  no  one 
anticifated.  For  instance, 
steadily  improved  football 
equipment  was  intended  to 
make  the  game  safer  for  play- 
ers, but  the  fact  that  pads  and 
helmets  offer  more  protection 
has  turned  players  into  guided 
weapons  and  has  led  to  a  level 
of  violence  unknown  in  the 
old  leather-helmet,  no-face- 


mask  days.  On 
a  gratider  scale, 
no  one  imagined 
•^^  ■  that  the  postwar 
miracle  of  DDT, 
which  seeined  capa- 
*^lie  of  ridding  the  planet 
of  malaria,  would  also  come 
close  to  riddiiigthe  planet  of 
its  birds.  Sd  as  ^e  go  about''' 
engineering  microscopic 
machines  that  will  he  able  tS' 
replicate  themselves,  or  fid- 
d^wM  a^und  with  plant,  ani- 
iivpPand  human  genetic 
^Wpiictures,  there's  no  doubt 
that  technological  miracles 
will  result.  But  so  will  night- 
mares, because  the  Law  of 
Unintended  Cgnsequences 
will  always  find  pathways  to 
outwit  (and  outnitwit)  us.  , 
I  Not  all  unintended  con- 
sequences are  necessarily  bad, 
of  course.  A  friend  of  mine 
recently  had  prostate  cancer 
treated  without  surgesy,  using 
a  cryogenic  device  originally 
developed  by.tl;ie  Israeli 
defense  depaftmt'ht  to  cool 
the  navigational  systems 
of  missiles. 

►And  last,  a  law  that  has  no 
name  as  yfet.  (No,  no,  please, 
not  Edwards'  Law,  I'm  not 
worthy.)  Call  it  the  Arc  of 
Inutility.  This  arc  describes 
the  life  cycle  of  any  tech- 
nology, and  if  we  continu- 
ally remmd  ourselves  of  its 
inevifeibility,  we  won't  fall  too 
deeply  under  the  spell  of  every 
new  new  thing.  The  early 
on  ward- and -up  ward  days 


come  when  the  thrill  c 
novelty  and  the  solution  t 
problems  combine  to  make 
technology  increasingly  pop 
ular.  Then  comes  a  platea 
when  the  tech  miracl 
becomes  standardized  and  i 
taken  for  granted.  Finally,  it 
limitations  become  increas 
ingly  apparent  and  end  u; 
driving  us  crazy  (Why  is  thi 
file  taking  six  seconds  t 
download?!),  making  u 
impatient  for  a  revolutior 
ary  leap  forward  to  start  thi 
next  arc. 

As  the  industrial  worl 
evolves  into  a  vast  dovetaile 
system  of  techno-systems,  tb 
arcs  are  steeper  going  u 
and  coming  down.  We  hav 
developed  ever  speedier  wa' 
to  render  wizardry  bana 
Witness  the  telephone, 
transforming  miracle  of  con 
munication  that  has  becoir 
a  telemarketing  nightmar 
Or  television.  Or  air  travc 
Nothing  is  exempt.  An 
while  the  Internet  is  a  marvi 
the  Arc  oi  Inutility  is  ha 
at  work  to  turn  it  into  som 
thing  really  annoying.  He 
long  before  Susan  Sarandoi 
concerned  face  pops  up 
my  computer  screen  aski 
me  to  contribute  to  Peoj 
for  the  Ethical  Treatment 
Robotic  Dogs? 

So,  love  a  technology 
you  must,  but  don't  ever  im: 
ine  it  will  love  you  back. 
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Claims  is  the  nexus  of  cost  and  service  for  property  and  casualty/ 
general  (P&C)  insurers.  Improvements  to  the  claims  process 
represent  the  single  greatest  opportunity  for  P&C  carriers  to  reach 
the  next  level  of  profitability.  I  am  Chubb's  idea,  delivered. 
Accenture  is  partnering  with  the  Chubb  Group  of  Insurance 
Companies  to  develop  an  easy-to-use  web-based  solution  to 
manage  Chubb's  claims  process  via  the  Internet.  Drawing  upon  the 
most  advanced  technology  available,  this  system  is  revolutionizing 
the  claims  process  by  allowing  claims  professionals  to  further 
improve  the  superior  service  for  which  Chubb  is  known. 


To  develop  a  sustainable  competitive  advantage  in  the  global 
chemical  industry  Dow  sought  to  aggressively  leverage  its, 
investment  in  information  technology,  dramatically  improving 
systems  productivity  and  significantly  reducing  application  costs 
and  time  to  market.  I  am  Dow's  idea,  delivered.  In  a  unique 
outsourcing  relationship,  Accenture  helped  Dow  consolidate 
nearly  all  of  its  IT  activities  into  four  regional  centers.  Jointly 
staffed  with  professionals  from  both  companies,  the  centers  have 
accelerated  time  to  market  by  10%,  increased  overall  productivity 
by  30%  and  made  a  hefty  contribution  to  $70  million  in  annual 
IT  savings  since  1992. 


To  open  a  new  sales  and  communications  channel  to  its 

dealers  and  end  users,  Volvo  Construction  Equipment  (VCE), 

a  leading  manufacturer  of  construction  equipment, 

wanted  to  launch  its  new  compact  product  line  electronically. 

I  am  Volvo  Construction  Equipment's  idea,  delivered. 

Accenture  worked  closely  with  VCE  to  develop  the  company's 

eBusiness  strategy  and  introduce  a  B2B  dealer  portal 

and  consumer  website.  By  making  it  easier  for  dealers  to  do 

business  with  VCE  and  for  consumers  to  do  business 

with  dealers,  the  project  is  expected  to  reduce  operating  costs 

by  $20  mil-jbn  over  the  next  five  years. 
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Comfortably  seats  five  car  critics. 

"The  new  Q  is  a  first...stellar  performance  and  soul." 

-  Forbes.com 

"The  cabin  features  a  dazzling  array  of  technology." 
-  Automobile  Magazine,  May  2001 

"A  serious  player  in  the  high-end  segment." 

-  AutoWeel< 

"Ready  to  take  on  the  best  from  Lexus,  BMW  and  Mercedes-Benz." 

-  AMI  Auto  World  Magazine 

"Performance,  technology  and  luxury  abound  in  the  new  Q." 

-  Motor  Trend 

The  QA5.  From  Infiniti.  In  the  neighborhood  of  $55,000.* 


Accelerating   the  future"        INFINIT 
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—Pierre  Danon,  CEO,  BT  Retail 


Pierre  Danon  knows 
the  importance  of 
time.  His  21  million 
customers  expect 
a  quick  response.  By 
using  Siebel  CRM 
software  to  streamline 
BT's  Homemover 
program,  call-handler 
satisfaction  rose 
34%.  Customer 
satisfaction  reached 
86%.  Revenues 
per  customer  rose 
20%.  And  in  just 
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or  visit  siebel.com/casestudies. 


DENBERG,   GOLDBL^TT,  SHADE 

AtrORNBVS  AT  LAW 


Associates 


IconbdentialI 

Employee  Salaries 


J.  Denberg 
C.Shide 

S,  GoldWiu 
S.Cwt 

H.BndJey 

ILRiccM* 

M.  Stock 

C.  NisBin 

K.  Anderson 
S.FantB 

A.K«»y 
R.Cmiw' 
J.  King 
P.  Hin* 
S.  Simpson 
B.Co»« 
L.  Domingo 
J.  Horner 
J.OoodW 
Il..Sih«t««" 
M.McK»V 

B-Eddy 
M.  Kennedy 


Co-Ch«im>»n 
Co-Clttirmin 

President 

CFO 

Auooite 

BicM»rch 

UeseMth 

Counsel 

Counsel 

Counsel 

Fininee 

Par«leg»l 

Pliralcg»l 

Group  Held  Assi.""' 

Group  He** 

Accountant 

yvocouniani 

/kccoununi 

Payroll 

j(,5ceptionisl 

B^cptionist 

Janitor 

•nKt»pist 

FilcCaeA 


»25O,00O 

$J75,0O0 

1223,000 

J220,000 

»185,000 

JISO.OOO 

$105,000 

S8b,000 

860,000 

SlOO.OOO 

jsofloo 

»7  5,000 

jjO.OOO 

$22,000 

$63,000 

$2^,000 

S-ibOOO 

S3J.00" 
$50,000 

seo.ooo 

$$2,000 

$56,000 
$28,000 
565,000 
$80.0l>'* 


„  ,  1 1' 


C»i.iro«>"» 


rut''' 


Adobe 


Keep 
privileged 

information 
from  the 

unprivileged. 


{Document  Security} 
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Now  this  is  the 
way  to  travel. 


To  over  100  European  destinations  from  14  U.S.  cities. 

With  our  award-winning  service  and  one  of  the  best  on-time  ratings  of  any  European 
carrier,  you  can  be  sure  you'll  arrive  rested  and  relaxed.  You'll  also  earn  miles  in 
either  Lufthansa  Miles  &  More"  or  United  Mileage  Plus.**  No  wonder  Lufthansa  is 
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~'  ""       '6 'Vision  for  Accident  Free  Driving' at  www.daimlerchrysler.com.  ' 
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SIDE  LINES 


Bond  Yields  and  Bull  Markets  Money  manager  Ken- 
neth L.  Fisher  is  uncanny.  He  was  bulUsh  throughout  the  1990s. 
For  1999,  when  wise  men  were  saying  the  market  was  getting 
ahead  of  itself,  he  boldly  forecast  in  FORBES  a  20%  return  for 
the  S&P  500 — and  jus.t  about  hit  a  bull's-eye.  His  2000  forecast, 
made  two  months  before  the  market  peaked,  was  for  0%  on  the 
S&P  and  -15%  on  the  Nasdaq  100.  Uncanny.  He  stayed  bearish 
through  2001  and  the  first  half  of  2002.  In  his  July  8  column, 
published  just  before  this  summer's  low,  he  told  us  to  jump 
back  into  stocks. 

It  is  with  some  trepidation  that  I  take  on  a  record  like  this. 
Still,  I  find  one  of  the  arguments  he  advances  on  page  226  for 
buying  stocks — namely,  that  bond  yields  are  coming  down — to 
be  unsupported  by  evidence  or  economic  theory. 

For  moral  support  I  turn  to  two  very  clever  market  watchers 
from  Britain.  In  their  book  Valuing  Wall  Street,  published  not  far 
from  the  market  peak  in  2000,  Andrew  Smithers  and  Stephen 
Wright  argue  that  market  valuations  have  gotten  way  ahead  of 
earnings  and  the  replacement  cost  of  business  assets.  Sell,  they 
say.  Their  take  on  the  supposed  abUity  of  falling  bond  yields  to 
push  stocks  higher:  "supreme  nonsense." 
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Look  at  the  chart.  The  earnings  yield  shown  is  a  five-year 
moving  average  of  inflation-adjusted  S&P  500  earnings,  divided  i 
by  the  price  of  the  index.  The  bond  yield  is  for  Moody's  Aaa  cor- 
porates.  Do  the  two  yields  correlate?  They  seem  to  if  you  confine 
your  attention  to  the  second  half  of  the  period  shown.  Looking 
at  the  fuD  68  years,  I  see  no  cause-and-effect  connection  at  all, 
only  some  meaningless  coincidences.  Bonds,  don't  forget,  give 
you  a  nominal  return,  the  sum  of  inflation  and  a  real  return. 
Stock  earnings  yields  are  real:  Business  owners  can  (generally) 
cope  with  inflation  by  raising  prices. 

In  this  plot  of  yields  I  see  where  bond  buyers  were  compla- 
cent about  inflation  in  1950,  panicked  by  it  in  1980  and  some- 
what relaxed  about  it  in  the  last  Treasury  auction.  I  see  where 
stock  buyers  were  offered  bargain  prices — that  is,  high  real 
returns — during  World  War  II  and  during  Jimmy  Carter's  war 
on  prosperity.  The  chart  also  says  that  stocks,  despite  being 
much  cheaper  now  than  two  years  ago,  are  no  great  bargains. 

The  debate  will  continue.  Ken  Fisher  vows  to  return  next 
month  with  evidence  demolishing  the  thesis  that  low  earnings 
yields  go  hand  in  hand  with  poor  returns. 
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Troy  gives  110%.  Troy  keeps  his  eye  on  the  ball. 

Too  bad  Troy  keeps  missing  the  latest 
information  when  he  leaves  his  office. 

Troy  needs  PCS  Vision  from  Sprint.  The  power 
behind  the  PCS  Clear  Wireless  Workplace! 


Introducing  PCS  Vision" 

Now  your  employees  can  access  the  real-time  information  they  need  from  the  company  network,  right 
on  select  PCS  Phones  from  Sprint.  They  can  send  and  receive  email  as  well  as  get  updated  calendars, 
contacts  and,  of  course,  clear  calls  on  our  enhanced  nationwide  PCS  network.  Our  customized 
wireless  products  give  them  everything  they  need  to  be  more  productive  when  they're  away  from  the 
office.  Only  Sprint  built  the  largest  all-digital,  all-PCS  nationwide  network  with  advanced  multimedia 
services  reaching  more  than  230  million  people  for  clarity  you  can  see  and  hear.  See  the  power  of 
PCS  Vision,  and  get  a  special  limited-time  offer  by  calling  877-723-8777  or  at  sprintpcs.com.    C^ 
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PCS  Business 
Connectiorf" 


^Sprint 


One  Sprint.  Many  Solutions!" 


Voice/Data 


PCS  Wireless 


Internet  Services 


E-Business  Solutions 


Managed  Services 


Service  requires  Vision-enabled  equipment.  Capabilities  vary  by  model.  Additional  service  fees  apply.  Screens  are  simulated.  Copyright  ©2002 
Sprint  Spectrum  L.P.  All  rights  reserved.  Sprint,  the  diamond  logo  and  PCS  Vision  are  trademarks  of  Sprint  Communications  Company  L.R 
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MANAGEMENT  BUSINES 


Let's  face  It,  the  term  "creative"  is  seldom  used-to  describe  supply 
chain  management  companies.  But  If  creativity  means  finding  innovative 
solutions  to  familiar  problems,  it's  the  perfect  way  to  describe  Menio 
Worldwide.  By  combining  the  most  inventive  minds  in  the  business 
with  leading  technology,  global  reach  and  operational  excellence, 
we're  finding  more  intelligent  ways  for  companies  to  source  supplies, 
manage  inventories  and  distribute  products  around  the  world.  We  call 
It  perpetual  innovation:  continually  creating  new  -  and  often  unique  - 
opportunities  to  generate  value  from  our  customers'  supply  chains. 
It  results  in  things  like  better  visibility,  decreased  cycle  times  and 
lower  overall  cost.  Find  out  what  a  creative  approach  to  supply  chain 
management  can  do  for  your  business.  Visit  menloworldwide.com. 
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READERS  SAY 


The  Prince 

Although  "Edgar's  Encore"  (Sept.  30, 

p.  46)  on  Edgar  Bronfman  Jr.  contains  aD 

the  relevant  facts,  its  slant  makes  him 

look  like  someone  who  was  mauled  by 

Vivendi's  Jean-Marie  Messier  in  the  first 

round,  but  now  can't  wait  for  the  second  ^^^ 

round  to  begin.  True,  his  family's  fortune       —rfi^^^ 

was  reduced  by  more  than  half  due  to  his  sale  of  Seagram  to  Vivendi,  but  we 

should  not  forget  about  the  young  man  with  minimal  (and  trivial)  experience 

writing  songs  and  producing  movies  who  wanted  to  "get  into  show  business" 

and  destroyed  a  major  beverage  corporation  in  the  process. 

TONY  SAUBER 
Los  Angeles,  Calif. 


The  Pritzkers  Respond 

Re:  "Shaking  the  Family  Tree"  {Sept.  30, 
p.  48).  Your  sources  are  off-base.  Nei- 
ther Hyatt  nor  the  Pritzker  family  has 
or  is  working  on  any  public  offering  of 
Hyatt  stock. 

The  portrayal  of  the  Superior  Bank 
problem  was  wrong  in  fact  and  tone. 
The  Superior  Bank  problem  developed 
from  several  dynamics,  including  a 
change  in  the  prescribed  accounting  for 
subprime  lending.  Penny  Pritzker  inher- 
ited these  problems,  and  her  main  role 
was  to  lead  the  team  that  resolved  them. 
I  think  she  did  so  in  a  manner  that  was 
consistent  with  the  interests  and  values 
of  our  family.  For  those  on  the  inside, 
Penny's  negotiation  of  the  series  of 
events  relating  to  this  resolution  was,  in 
fact,  remarkable. 

We  were  well  aware  of  the  costs,  but 
we  were  also  well  aware  of  the  costs  and 
distractions  of  lengthy  government  inves- 
tigations. We're  keenly  aware  of  what  this 
country  has  afforded  our  family  in  terms 
of  the  opportunities  to  prosper.  During 
the  fall  of  last  year  we  felt  it  unseemly  to  be 
engaged  in  a  protracted  dispute  with  our 
government.  We  had  numerous  motiva- 
tions to  resolve  this  matter,  but  none  in- 
cluded a  hesitancy  to  have  any  of  us  testify 
to  the  truth.  The  government  made  no 
findings  of  wrongdoing  and  imposed  no 
sanctions  on  Penny  or  anyone  else  from 
our  organization. 

You  seem  to  go  out  of  your  way  to 
skewer  Penny  when  she's  been  a  produc- 
tive member  of  our  family  enterprise  and 


community.  She  has  generated  significant 
value  for  the  family  in  a  number  of  busi- 
nesses. The  development  of  the  office 
building  is  only  a  small  part  of  her  re- 
sponsibilities. The  final  decision  to  build 
was  made  by  Hyatt's  board.  Hyatt's  lease 
terminates  in  less  than  three  years.  We 
need  new  space  and  we  (actually  Penny, ' 
but  here  I  will  tag  onto  her  coattails)  be- 
lieve we  have  been  able  to  structure  a  cre- 
ative deal  that  provides  us  with  our  best 
alternative.  This  is  what  we  do  for  a  living. 

Your  article  intimates  criticism  of  Bob 
Pritzker  for  his  stewardship  of  Marmon  ■ 
and  for  retiring  at  the  age  of  76.  Bob's  focus 
on  succession  was  appropriate,  and  the  cre- 
ation of  value  during  his  leadership  at  i 
Marmon  is  a  remarkable  American  story. 
THOMAS  PRITZKER 

Chief  Executive  Officer,  Hyatt  Corp. 
Chicago,  III. 

I  represented  the  Pritzkers  in  their  discus- 
sions with  the  FDIC  after  Superior  Bank 
failed.  The  family  decided  to  stand 
behind  its  investment,  ultimately  agreeing 
to  pay  the  FDIC  $460  million  over  a  15- 
year  period,  without  interest.  This  is 
roughly  equivalent,  on  a  net  present  valuf 
basis,  to  the  amount  the  family  offered  to  ■ 
contribute  to  keep  Superior  from  failing. ' 
I  served  as  FDIC  chairman  during  th< 
1980s  banking  crisis.  I've  never  knowr 
any  investor  in  a  failed  bank  to  tak(ll 
responsibility  as  the  Pritzkers  have  done,  j 
WILLIAM  M.  ISAAC 
Chairman,  The  Secura  Grou\ 
Falls  Church,  Va 
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Discover  the  Scotch  by  which  all  others 

are  measured.  A  harmonious  blend  of 
The  Macallan,  Highland  Park  and  other  rare 
whiskies,  married  to  perfection  in  hand-selected  oak  casks.  Smooth. 
Balanced.  Well-rounded.  Just  like  the  individuals  who  drink  it. 


iSCOVERTHE  FAMOUS  GROUSE® 
SCOTLAND'S  # I  SCOTCH. 

www.famousgrouse.com 

E  FAMOUS  GROUSE  ®  (wT*  Bind  Dewe  ®)  Blended  Scotch  W>i;sky40%  aicivol  RemyAmerique.lnc.,NewYork,N.Y©2002  Matthew  Gloag  &  Son  Ltd,  'The^l  selling  Scotch  whisky  in  Scodand 
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ST.  REGIS 


Hotels    &    Resorts 


Home  to  a  certain  world. 


ASPEN      HOUSTON      LOS  ANGELES 

MONARCH  BEACH     NEW  YORK    WASHINGTON  D  C 

BEIJING     LONDON     ROME    SHANGHAI 

Call  1.877. stregis    www.stregis.com 
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The  Public  Good 

NY  Waterway  has  taken  risks  others  chose 
not  to  take  to  build  the  largest  commuter 
ferry  operation  in  America.  Rather  than 
commend  us  for  our  determination,  • 
FORBES  calls  us  monopolists  benefiting 
from  unwise  public  subsidies  in  "I'll  Take 
Manhattan"  (Sept.  30,  p.  54).  After  rescu- 
ing 160,000  people  from  Manhattan  Sept. 
11,  we  chartered  extra  ferries,  hired  extra 
crews  and  built  additional  facilities — all  at 
our  own  expense — to  replace  the  access  to 
lower  Manhattan  that  had  been  provided 
by  the  PATH  system.  In  March  New  York 
and  New  Jersey  asked  us  to  provide  a  higher 
level  of  service.  Using  Federal  Emergency 
Management  Agency  funds,  the  Port  Au- 
thority of  New  York  &  New  Jersey  agreed  to 
cover  our  additional  costs  for  providing  in- 
creased service,  plus  a  20%  fee  for  admin- 
istrative costs.  We  are  investing  our  profits 
to  help  pay  for  more  ferries — adding  1 5 
boats  in  2002-03.  Public  investment  in 
transportation  to  foster  economic  growth  is 
a  time-tested  policy  that  drove  the  devel- 
opment of  the  New  York  City  subways  and 
now  the  commuter  ferries  helping  lower 
Manhattan's  recovery. 

ARTHUR  E.  IMPERATORE  JR. 

President 

NY  Waterway 

Weehawken,  N.J. 

Inefficient  Financing 

"The  E-Gang"  (Sept.  2,  p.  150)  does  a  rea- 
sonable job  of  describing  cutting-edge 
medical-treatment  technologies.  I  applaud 
the  initiative,  but  also  suggest  you  look  at 
the  dilemma  faced  by  those  who  must  live 
with  the  medical  establishment  as  it  wal- 
lows in  financing  issues.  There  are  many 
information-intensive  technologies  out 
there  that  are  not  succeeding  in  the  mar- 
ketplace because  of  third-party-payer 
focus  only  on  front-end  dollars. 

DUANE  OYEN 
Minneapolis,  Minn. 

Enough  With  the  Trash  Talk 

Re:  "Trailer  King"  (Sept.  30,  p.  72).  Rather 
than  showing  the  quality  manufa.  tured 
homes  that  have  earned  Clayton  1  iomes 
distinction,  FORBES  showed  a  picture  of 
30-plus-year-old  campers  and  recreational 


vehicles.  You  decided  to  take  cheap  shots 
and  reinforce  dated  stereotypes. 

'Moreover,  the  more  than  16,000 
families  that  live  in  our  Communities  1 
Group  are  not  typically  a  "chain-smok-J 
ing  couple  with  tattoos."  They  are  hard 
working,  respectable  people  like  teach 
ers,  firemen,  policemen  and  retirees  wh< 
want  affordable,  quality,  low-mainte 
nance  homes  in  neighborhoods  witl 
amenities  like  tennis  courts,  swimminj 
pools  and  jogging  trails. 

CARL  KOELLj 

Vice  President,  Investor  Relation 

Clayton  Homi^ 

Maryville,  Tent 

Demanding  Drugs 

Berating  the  FDA  in  "Fact  and  Comment" 
(Sept.  16,  p.  29)  for  refusing  to  permit  the 
marketing  of  an  anticancer  agent  until 
controlled  evidence  of  benefit  and  safety 
has  been  achieved  suggests  a  lack  of  un- 
derstanding of  the  complexity  of  pharma- 
ceutical product  evaluation.  Short-term 
random  feedback  from  patients,  especially 
those  with  life-threatening  diseases,  is  not 
at  all  reliable.  Also,  as  the  thalidomide  mess 
reminded  us  many  years  ago,  supposedly 
beneficial  medicines  can  cause  cata- 
strophic side  effects  that  may  not  be  rec- ', 
ognized  until  extensive  controlled  clinicali 
experience  has  been  gained. 

ROBERT  D.  GILLETTE 
Poland,  Ohio 

Car  and  Driver 

In  "Falling  in  Love"  (Sept.  16,  p.  74)  Jerry 
Flint  says  this  is  a  "golden  age"  of  autos, 
given  the  variety  and  the  technology. 
However,  he  is  missing  a  crucial  ele- 
ment— the  room  to  drive.  There  are  over 
100  miUion  more  people  in  America  than 
when  I  was  a  kid,  and  there  are  no  quiet 
country  roads  on  which  to  drive  freely. 
The  real  golden  age  for  autos  was  | 
the  1950s. 

JIM  ANDERSON  ' 
Atlanta,  Ga 
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t  $300 

2000  sq  ft  down| 
$5000/me«th 

fax  machine  &  photocopier: 

-  .  $800 
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points  you  can  use  to  get  a  new  officei 
priceless  "^ 


Ever)'  time  you  use  your  MasterCard  BusinessCard"  with  Business  Bonuses/"  you  earn  points  good  for  anything,  anywhere  you  see  the 

MasterCard*  logo.  (Even  a  new  furry  friend.)  Other  credit  cards  limit  you  to  airline  miles  or  make  you  pick  something  out  of  a  catalog. 
But  with  MasterCard,  you're  the  boss  of  your  own  rewards  program.  Call  1-866-444-BONUS  or  visit  mastercardbonus.com  to  enroll. 


there  are  some  things  money  can't  buy.  ^i'l^UTL^-Yiij  for  everything  else  there's  MasterCard 


Only  available  through  participating  banks  Certain  restrictions  and  limitations  apply 


www.oneworld.coni 


:  ,-«*E*?^ ' 


It's  natural  to  want  to  be  comfortable. 

Because  all  our  eight  member  airlines  recognize  your  oneworld"  Emerald  and  Sapphire  status,  you  can 
access  over  340  lounges  worldwide.  After  all,  oneworld  revolves  around  you. 


I 


AerLingus**  Amen.      Airlines 


FinnFiiK  I 


BRITISH  AIRWAYS 

LAPoICMILE 


Is  Cathay  Pacific 


Fof  [xeniium  cabm  af\l 
special  ollefs  dnd  lo  ei « i 
on«wotld  niembei  atriri. 
trademarks  ot  Iheir  res(>K~livt^  i 


■n  accCTdOfKX'  .'. 
'•   must  be  a  one.. 


.i^n  airlines  Each  on»\wvkl  alliani:e  airline  reserves  the  right  to  change  its  frequent  ftyer  program  rules,  regulations,  travel  awards  and 
(  nrograrn  rules  •'jI  onewjMd  benelits  are  only  available  to  passengers  on  scheduled  flights  thai  are  both  operated  and  marketed  by  a 
1  numtiet  on  s-oiif  t-, Ktil  Ai!(  Lirtgus  American  Airlines,  British  Airways.  Cathay  Pacific,  Finnair,  Ibena.  LanChile  and  Qantas  are  all 


ACT  AND  COMMENT 

y  Steve  Forbes,  editor-in-Chief 

With  all  thy  getting  get  understanding" 


Japan^s  Latest  Blunder 


VLK  ABOUT  DESPERATE  BUT  DUMB  MOVES.  THE  BANK  OF  JAPAN 
as  caused  a  stir  with  its  plan  to  buy  equities  from  large,  troubled 
anks.  No  other  major  central  bank  owns  stocks.  In  the  U.S.  it  is 
at  out  illegal  for  the  Federal  Reserve  to  do  so.  The  BOJ  is  going  to 
uy  the  equities  to  shore  up  the  capital  of  shaky  banks  burdened 
ith  enormous  numbers  of  bad  loans.  This  amazing,  controversial 
love  wouldn't  be  happening  had  the  bank  had  its  act  together, 
nd  the  deed  will  only  be  a  short-term  palliative:  Japan's  troubled 
onomy  is  still  in  the  woods,  which  is  bad  news  for  all  of  us. 

The  BOJ  is  under  tremendous  pressure 
bail  out  these  banks.  Politicians  had  been 
inting  that  the  bank's  independence 
ould  be  jeopardized  if  drastic  steps  to  pre- 
jnt  a  financial  collapse  were  not  taken, 
he  BOJ  caved.  The  nice  thing  for  Japanese 
ols  about  the  bank's  writing  the  checks — 
le  costs  don't  show  up  in  the  budget. 

Weep  not  for  this  institution.  The  BOJ  is 
aping  the  whirlwind  of  what  it  sowed  a 
ozen  years  ago,  when  it  embarked  on  its 
5gressive  deflationary  policy.  Central  bankers  starved  the  econ- 
my  of  necessary  liquidity  by  increasing  the  intrinsic  value  of  the 
;n,  inflicting  a  crushing  burden  on  debtors.  In  effect,  if  you  bor- 
jwed  a  yen  you'd  have  to  pay  back  1.5  to  2  yen.  Imagine  what 
'ould  happen  in  this  country  if  corporate  debt  went  up  50%  by 
ederal  Reserve  fiat.  Japan's  situation  is  even  worse  because  its 
rimitive  capital  markets  make  businesses  far  more  dependent  on 
ank  debt  than  they  are  in  any  other  advanced  country. 


of  Gold  in  Yen  (thous) 


What  should  Japan  do  now?  Aggressively  reflate  by  pumping 
out  more  yen.  With  a  genuine  reflation,  corporate  balance  sheets 
would  enjoy  enormous  relief.  Some  of  those  bad  or  near-bad 
bank  loans  would  come  back  to  life,  thereby  enabling  banks  to 
clean  up  their  portfolios  without  destroying  the  economy. 

A  crude  but  effective  barometer  of  inflation/deflation  is  the 
gold  price  of  a  currency.  Between  the  late  1980s  and  2000  the 
yen  appreciated  more  than  50%  against  the  yellow  metal.  This  is 
a  deflation  of  Depression-like  magnitude.  Since  then  the  BOJ 
has  eased  sporadically,  but  not  nearly 
enough.  In  fact,  there  are  disturbing  signs 
it  may  be  tightening  again. 

Why  has  the  BOJ  been  so  bloody- 
minded  when  the  devastation  it  was 
causing  became  clear  years  ago?  Some 
observers  speculate  the  bank  has  had  its 
own  agenda:  A  harsh  money  policy 
would  force  fundamental  restructuring  of 
Japanese  companies  and  banks  and  per- 
haps even  push  politicians  to  begin 
reforming  their  deeply  corrupt  political  system.  If  so,  the  strat- 
egy patently  did  not  work. 

A  sick  Japan  is  not  good  for  the  U.S.,  not  with  China  on  the 
rise.  Other  Asian  states  would  feel  more  secure  and  be  more 
prosperous  if  both  the  U.S.  and  Japan's  economies  were  vibrant. 
The  Fed  should  ponder  hard  how  to  avoid  a  Japanese-style 
deflation  here.  After  all,  we're  just  beginning  to  recover  from  the 
fallout  of  the  much-milder  Greenspan  deflation  of  1997-2001. 


Sourct:  Commedlty  Ras$arth  Buruu 
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People  As  Pawns 


^Y  IS  THE  CURRENT  BRITISH  GOVERNMENT  SO 
;t  on  turning  Gibraltar  over  to  Spain,  even 
lough  this  spit  of  land's  30,000  residents  are 
ead  set  against  the  idea?  (A  plebiscite  would  find 
early  100%  voting  to  continue  British  sover- 
ignty.)  The  Crown  acquired  this  speck  of  rocky 
al  estate  in  a  perfectly  proper  treaty  nearly  300 
ears  ago,  135  years  before  the  U.S.  won  Califor- 
ia  and  much  of  the  Southwest  from  Mexico. 
It  is  not  as  if  Britain  is  determined  to  shed  the 


^fCadiz     Spain 


Malaga 


Algkiqs?*Gibraltar  (U.K.) 
*'Ceuta(Sp.) 


Tangier 


its  empire;  London  has  made  it  quite  clear  that 
the  Falkland  Islands  will  not  be  returned  to 
Argentina.  Yet  Prime  Minister  Tony  Blair's  gov- 
ernment is  working  hard  to  find  ways  to  effec- 
tively cede  control  of  "The  Gib"  to  Spain. 

The  politically  correct  crowd  may  want  such  a 
forcible  transfer.  It's  one  thing  to  return  cultural 
artifacts,  such  as  the  Elgin  Marbles,  to  their  origi- 
nal owners.  But  30,000  unwilling  souls?  The  Mother  of  Parlia- 
remnants  of     ments  should  not  be  party  to  such  a  shabby,  undemocratic  deal. 


L 


Tetouan. 
Morocco 


Mediterranean 


MelillaCSp.f 


Crime  of  Omission 


»NA  HAS  BEEN  AN  AMAZING  TOOL  IN  FIGHTING  CRIME,  BOTH  IN 
ngering  the  guilty  and  in  exonerating  the  innocent.  Yet,  incredibly, 
I  lost  states  still  don't  take  DNA  samples  from  all  convicted  felons. 
Tiough  all  states  take  DNA  samples  in  cases  of  sex  crimes,  some  do 


not  from  those  guilty  of  murder,  kidnapping  or  other  felonies.  Per- 
petuating this  policy  is  as  unconscionable  as  not  taking  fingerprints. 
Cost  is  not  a  real  issue,  since  DNA  testing  is  getting  less 
expensive  all  the  time.  Nor  is  it  an  invasion-of-privacy  issue:  If 
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you're  a  felon,  you've  already  given  up  many  rights  lawful  citi- 
zens hold.  More  to  the  point,  DNA  databases  need  only  a  small 
part  of  an  individual's  DNA  to  make  it  useful  in  solving  crimes. 
There  is  no  evidence  that  any  state  of  the  23  that  obtain  DNA 


samples  from  all  felons  has  ever  misused  those  samples. 

What  are  the  other  27  states  and  the  District  of  Columbia 
waiting  for?  What  public  good  is  served  by  allowing  the  hidden 
crimes  of  felons  to  go  unpunished? 


Bitter  Mint 


MISSOURI,  LIKE  SEVERAL  OTHER  STATES,  HELD 
a  contest  for  designs  for  the  state's  upcoming 
quarter,  as  part  of  the  U.S.  Mint's  50  State 
Quarters  Program.  The  most  popular  was  from 
artist  Paul  Jackson  (near  right).  But  look  at  what 
the  U.S.  Mint  did  to  his  design.  (In  an  early  ver- 
sion the  Mint  even  misspelled  "bicentennial.")  Jack 
son's  original  design  is  now  at  the  bottom  of  the  Mississippi  River.  The 
feds  also  mangled  other  artists'  submissions  for  this  and  other  states. 
Now  Jackson  may  be  in  real  trouble.  To  protest  his  iU  treatment, 
he  puts  stickers  of  his  design  on  the  backs  of  quarters  and  gives  them 


out  in  protest.  "Foul!"  the  feds  yell.  "You're  de- 
facing the  currency!"  (Actually,  the  only  defac- 
2004  \  ing  is  what  Washington  does  to  currency  and 
coinage  esthetics.)  Missouri's  governor, 
'  apparently  cowed  by  Washington,  refuses  to 
resurrect  and  plea  for  Jackson's  original  design. 
The  Missouri  incident,  as  well  as  similar  sit- 
uations in  other  states,  is  part  of  a  pattern  most  egregiously  ex- 
emplified by  what's  happened  to  our  paper  currency:  It  looks 
like  play  money  designed  by  someone  who  inhaled  illegal  sub- 
stances. Ah,  what  Mark  Twain  could  have  done  with  this  subject. 


Lilliputians  Would  Hamstring  Him  Today 


AThread  Across  the  Ocean— by  John  Steele  Gordon  (Walker  &  Co., 
$26).  Cyrus  Field  orchestrated  one  of  the  great  technological  feats 
of  the  19th  century:  laying  telegraph  cable  across  the  Atlantic. 
Today  he'd  be  destroyed  by  crippling  lawsuits  from  predatory 
lawyers,  indictments  from  ambitious  state 
attorneys  general  and  punitive  regulations 
from  imagination-starved  bureaucrats. 

Field's  feat  may  not  sound  like  such  a 
big  deal  today,  but,  as  this  book  makes 
clear.  Field  and  his  colleagues  had  to  over- 
come immense,  oft-unforeseen  techno- 
logical obstacles.  When  Field  began  his 
work,  there  wasn't  a  ship  large  enough  to 
hold  all  the  cable  necessary,  so  an  intricate  splicing  procedure 
had  to  be  devised.  Before  the  job  was  completed.  Field  suffered 
four  major  faOures,  which  lost  him  and  his  investors  the  equiv- 
alent of  billions  of  dollars  in  capital. 


THE  NEW   \OHK    HERALD. 


THE  GREAT  ATLANTIC  CABLE 


to  life  an  extraordinary  cast  of  larger-than-life  characters,  among 
them  Samuel  Morse  (an  inventor  of  the  telegraph  and  Morse  code). 
Sir  William  Thomson,  Lord  Kelvin  (responsible  for  the  Second  Law 
of  Thermodynamics),  Peter  Cooper  (founder  of  Cooper  Union, 
which  "to  this  day  is  the  only  major  private 
college  in  the  U.S.  that  is  tuition  free")  and 
Moses  Taylor  (the  man  who  built  up  the 
forerunner  of  Citigroup  and  controlled 
"the  entire  gas  Lighting  industry  in  New 
York  City  by  the  end  of  the  Civil  War"). 
The  most  unforgettable  person  in  this 
adventure  is  Isambard  Kingdom  Brunei, 
an  engineer  who  erected  countless 
bridges,  tunnels,  railroads  and  buildings  that  were  breakthroughs 
in  technology.  When  Brunei  turned  to  ships,  he  built  what  was  at 
the  time  the  largest  steamer  ever  constructed,  the  Great  Eastern. 
This  book  is  chock-full  of  fascinating  technological  gems. 


Gordon  tells  this  exciting  tale  with  his  customary  verve,  bringing      including  the  history  of  why  golf  balls  are  dimpled. 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Jewel  Bako-239  East  5th  St.  (Tel.:  979-1012).  Tiny,  elegant 
and  enchanting  place  serving  some  of  the  best  and  most  deli- 
cious sushi  and  sashimi  in  the  city.  The  staff  is  very  helpful  in 
educating  guests  as  to  the  more  esoteric  kinds  of  fish  available, 
as  well  as  in  introducing  them  to  a  wide  variety  of  sake. 

•  Letizia  Amore— 1374  First  Ave.,  between  73rd  and  74th 
streets  (Tel.:  517-2244).  Traditional  Italian  food  in  an  old-fash- 
ioned atmosphere.  The  pastas,  fish  and  meat  dishes  are  all 
first-rate;  the  desserts,  delectable. 

•  Vic8Versa-325  West  51st  St.  (TeL:  399-9291 )  Popular  Broad- 
way spot  pulling  in  an  impressive  audience  of  the.ii.r  folk  and  oth- 


ers seeking  a  smart,  happening  spot  in  which  to  eat,  gab  and  gan- 
der near  the  shows.  The  fare  is  both  moderately  priced  and  terrific. 
•  Washington  Pai1c-24  Fifth  Ave.,  at  9th  Sl  (Tel.:  529-4400).  Jon- 
athan Waxman's  fabulous  new  restaurant.  Sublime  appetizers 
include  red  pepper  pancakes  with  smoked  salmon,  red  caviar  and 
seared  foie  gras  with  arugula  blossom  and  an  arugula  salad.  Main 
courses:  poached  salmon  blanc  and  J.W.'s  roasted  chicken  with 
incredible  french  fries.  For  dessert:  profiteroles  with  caramel  svml 
ice  cream,  chocolate  sauce  and  macadamia  nut  britde;  chocolate 
angel  food  cake  with  brandied  cherry  double-cream  ice  cream; 
and  blueberry  brown  sugar  tart  with  apricot  ice  cream.  Yum.     F 
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Your  legacy  systems  have  helped  you  grow  strong. 
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Why  uproot  them  now?  You  don't  have  to  start  over  to  get  ahead. 
Imagine  integrating  your  legacy  systems  easily,  adapting  to  changing 
customer  needs  faster,  even  receiving  an  early  ROI  —  all  without  uprooting 
existing  business  applications.  We're  already  doing  that  for  3  out  of  5 
Fortune  500  companies.  And,  WRQ's  software  is  rated  #1  in  service  and 
support.     For    case     studies    with     proven     ROI,     visit    www.wrq.com/info 

©2002  WRQ,  Inc.  All  rights  reserved. 
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OTHER  COMMENTS 


The  revelation  of  Thought  takes  men  out  of  servitude  into  freedom. 

—RALPH  WALDO  EMERSON  ,  > 


Grasping  at  Straws  The  only  thing  standing  between 
Japan  and  bank  runs  now  is  public  money.  But  another  straight- 
forward bailout  of  the  banks  would  be  deeply  unpopular.  Hence 
the  pressure  to  use  the  Bank  of  Japan,  which  will  raise  money  to 
pay  for  the  stocks  [it  buys  from  the  nation's  commercial  banks] 
by  selling  government  bonds  through  its  open  market  opera- 
tions. This  is  a  perversion  of  its  true  role  In  the  economy,  requir- 
ing a  special  waiver  of  the  terms  of  its  charter.  It  is  the  culmina- 
tion of  years  of  finding  money  in  secret  slush  funds  to  paper 
over  the  failures  of  Japan  Inc.  The  Bank  of  Japan  is  now  not  just 
the  lender  of  last  resort,  it  is  the  fudger  of  last  resort. 

—HUGO  RESTALL,  Asj'fln  Wall  Street  Journal 

Deja  Vu  in  1991,  then-joint  Chiefs  Chairman  Colin  Pow- 
ell— who  vociferously  had  argued  against  military  action  in 
response  to  Saddam  Hussein's  invasion  of  Kuwait — insisted  that 
allied  units  stop  their  destruction  of  Iraqi  forces  heading  home 
along  the  so-called  "Highway  of  Death,"  [thus  leaving  Saddam] 
with  the  loyal  troops  necessary  to  assure  his  physical  and  politi- 
cal survival  post-Desert  Storm. 

In  recent  months,  PoweO,  now  the  secretary  of  state,  has  reverted 
to  form.  He  has  campaigned  for  the  president  to  give  Saddam  one 
more  chance.  Powell  has  gotten  it  completely  wrong  [again].  Even  if 
every  one  of  Iraq's  secret  weapons  sites  were  found  and  destroyed,  as 
long  as  Saddam  remains  in  power  and  has  access  to  know-how  and 
oil  reserves,  it  will  be  but  a  matter  of  months  before  he  is  back  in  the 
weapons  of  mass  destruction  business.  In  short,  inspections  without 
regime  change  amount  to  nothing  more  than  an  expensive,  but  ulti- 
mately futile  postponement  of  the  day  of  reckoning  with  Saddam. 

It  is  inevitable  that  Colin  Powell's  disastrous  diplomacy  will  be 
compared  to  that  of  Neville  Chamberlain  in  1938.  The  accolades 
being  showered  upon  him  for  finessing  a  potentially  violent  con- 
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frontation  are  all  too  reminiscent  of  the  response  to  the  British 
leader's  fatuous  claim  to  have  secured  "peace  for  our  time"  from 
Adolf  Hitler  by  appeasing  him.  This  may  be  unfair  to  Chamber- 
lain. After  aU,  at  least  he  did  not  repeat  his  mistake  after  an  1 1 -year- 
long opportunity  to  study  and  learn  the  fatal  error  of  his  ways. 
—FRANK  J.  GAFFNEY  JR.,  president.  Center  for  Security  Policy, 

FoxNews.coin 

The  Hour  Is  Upon  Us  The  world  must  be  made  safe 

for  democracy. 

—WOODROW  WILSON,  address  to  Congress, 
asking  for  a  declaration  of  war,  April  2,1917 

rear  r actor  Experience  has  shown  that  fear  of  being] 
caught  is  the  greatest  deterrent  to  crimes  that  range  from  the  most  ■ 
serious  offenses  to  motorists  exceeding  the  speed  limit.  In  fact 
some  of  the  more  drastic  attacks  on  personal  freedom  have  been : 
made  on  our  highways  where  speed  cameras  [and]  random  stop- 
ping infringe  the  spirit  of  human  rights.  Taking  a  DNA  sample 
from  someone  who  has  been  imprisoned  for  kidnapping,  raping 
[or  murder]  hardly  ranks  in  the  same  league  as  catching  speeding 
drivers  by  stealth.  The  difference  is  that  the  real  criminals  might 
think  again  if  they  knew  their  genetic  stamp  could  lead  to  their 
arrest  if  they  break  the  law  In  the  future.  Between  80%  and  90%  of 
convicted  criminals  who  do  time  are  expected  to  offend  again. 
Police  began  taking  fingerprints  as  a  way  of  catching  criminals 
years  ago.  DNA  testing  is  no  different.  This  is  not  [a]  chivalrousi 
contest  between  cops  and  robbers,  it  is  an  all-out  war  to  save  lives 
and  break  a  crime  cycle  that  costs  billions  of  dollars  every  year, 
leaving  those  victims  who  survive  traumatized  and  scarred  for  life. 
— Daily  News  (Taranakl,  New  Zealand) 

Bom  Salesman  when  one  wealthy  potential  investor, 
whose  passion  was  raising  very  large  beagles,  declined  to  partic- 
ipate, [Cyrus]  Field  visited  him  at  his  kennels,  hoping  still  to 
persuade  him.  In  the  course  of  the  visit.  Field  asked  him  it  he 
could  imagine  a  dog  so  large  that  it  stretched  from  England  to 
the  United  States.  The  man  replied,  "Certainly,  Sir;  I  could  itnag- 
ine  anything."  "Well,"  replied  Field,  "the  project  of  which  I've 
spoken  and  tried  to  interest  you  in  is  essentially  just  such  a  dog 
If  you  pinch  his  tail  in  Liverpool,  he'll  bark  in  New  York." 

—JOHN  STEELE  GORDON,  A  Thread  Across  the  Oceat 

You  Get  What  You  Pay  For  The  public  buys  it: 

opinions  as  it  buys  its  meat,  or  takes  in  its  milk,  on  the  prlnciph 
that  it  is  cheaper  to  do  this  than  to  keep  a  cow.  So  it  is,  but  th< 
milk  is  more  likely  to  be  watered. 

—SAMUEL  BUTLER     f 
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Let  us  help  you  unlock  the  value  of  your  endeavours.  We  can  help  you  Increase  the  value  of  your  capital  with  innovative 
insurance  techniques  and  sophisticated  investment  banking  and  asset  management  skills  that  protect  you  from  unex- 
pected volatility.  Our  solutions  create  a  third  form  of  corporate  capital,  beyond  equity  and  debt,  to  help  cultivate  your 
business.  As  a  leading  manager  of  capital  and  risk,  we're  pioneering  the  concept  of  convergence  by  tearing  down  the  wall 
between  capital  and  risk  management.  Indeed,  as  you  can  see,  there's  a  lot  more  to  us  than  our  name  suggests. 

Solutions  beyond  the  obvious.         Swiss  Re 
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The  revelation  of  Thought  takes  men  out  of  servitude  into  freedom. 


-RALPH  WALDO  EMERSON 


Grasping  at  Straws  The  only  thing  standing  between 
Japan  and  bank  runs  now  is  public  money.  But  another  straight- 
forward bailout  of  the  banks  would  be  deeply  unpopular.  Hence 
the  pressure  to  use  the  Bank  of  Japan,  which  will  raise  money  to 
pay  for  the  stocks  [it  buys  from  the  nation's  commercial  banks] 
by  selling  government  bonds  through  its  open  market  opera- 
tions. This  is  a  perversion  of  its  true  role  in  the  economy,  requir- 
ing a  special  waiver  of  the  terms  of  its  charter.  It  is  the  culmina- 
tion of  years  of  finding  money  in  secret  slush  funds  to  paper 
over  the  faOures  of  Japan  Inc.  The  Bank  of  Japan  is  now  not  just 
the  lender  of  last  resort,  it  is  the  fudger  of  last  resort. 

—HUGO  RESTALL,  Asian  Wall  Street  Journal 

Deja  Vu  in  1991,  then-joint  Chiefs  Chairman  Colin  Pow- 
ell— who  vociferously  had  argued  against  military  action  in 
response  to  Saddam  Hussein's  invasion  of  Kuwait — insisted  that 
allied  units  stop  their  destruction  of  Iraqi  forces  heading  home 
along  the  so-called  "Highway  of  Death,"  [thus  leaving  Saddam] 
with  the  loyal  troops  necessary  to  assure  his  physical  and  politi- 
cal survival  post-Desert  Storm. 

In  recent  months,  Powell,  now  the  secretary  of  state,  has  reverted 
to  form.  He  has  campaigned  for  the  president  to  give  Saddam  one 
more  chance.  Powell  has  gotten  it  completely  wrong  [again].  Even  if 
every  one  of  Iraq's  secret  weapons  sites  were  found  and  destroyed,  as 
long  as  Saddam  remains  in  power  and  has  access  to  know-how  and 
oil  reserves,  it  will  be  but  a  matter  of  months  before  he  is  back  in  the 
weapons  of  mass  destruction  business.  In  short,  inspections  without 
regime  change  amount  to  nothing  more  than  an  expensive,  but  ulti- 
mately futile  postponement  of  the  day  of  reckoning  with  Saddam. 

It  is  inevitable  that  Colin  Powell's  disastrous  diplomacy  will  be 
compared  to  that  of  Neville  Chamberlain  in  1938.  The  accolades 
being  showered  upon  him  for  finessing  a  potentially  violent  con- 
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frontation  are  all  too  reminiscent  of  the  response  to  the  British 
leader's  fatuous  claim  to  have  secured  "peace  for  our  time"  from 
Adolf  Hitler  by  appeasing  him.  This  may  be  unfair  to  Chamber- 
lain. After  all,  at  least  he  did  not  repeat  his  mistake  after  an  1 1  -year- 
long opportunity  to  study  and  learn  the  fatal  error  of  his  ways. 
—FRANK  J.  GAFFNEY  JR.,  president.  Center  for  Security  Policy 

FoxNews.com 
i 

The  Hour  Is  Upon  Us  The  world  must  be  made  safe  I 

for  democracy.  I 

— WOODROW  WILSON,  address  to  Congress, ) 

asking  for  a  declaration  of  war,  April  2, 1917 ' 

rear  r actor  Experience  has  shown  that  fear  of  being j 
caught  is  the  greatest  deterrent  to  crimes  that  range  from  the  most 
serious  offenses  to  motorists  exceeding  the  speed  limit.  In  fact 
some  of  the  more  drastic  attacks  on  personal  freedom  have  been  i 
made  on  our  highways  where  speed  cameras  [and]  random  stop- 
ping infringe  the  spirit  of  human  rights.  Taking  a  DNA  sample 
from  someone  who  has  been  imprisoned  for  kidnapping,  raping 
[or  murder]  hardly  ranks  m  the  same  league  as  catching  speeding 
drivers  by  stealth.  The  difference  is  that  the  real  criminals  might 
think  again  if  they  knew  their  genetic  stamp  could  lead  to  their 
arrest  if  they  break  the  law  in  the  fliture.  Between  80%  and  90%  of 
convicted  criminals  who  do  time  are  expected  to  offend  again. 
Police  began  taking  fingerprints  as  a  way  of  catching  criminals 
years  ago.  DNA  testing  is  no  different.  This  is  not  [a]  chivalrous 
contest  between  cops  and  robbers,  it  is  an  all-out  war  to  save  lives 
and  break  a  crime  cycle  that  costs  billions  of  dollars  every  year, 
leaving  those  victims  who  survive  traumatized  and  scarred  for  life. 
— Daily  News  (Taranaki,  New  Zealand) 

Bom  Salesman  when  one  wealthy  potential  investor, 
whose  passion  was  raising  very  large  beagles,  declined  to  partic- 
ipate, [Cyrus]  Field  visited  him  at  his  kennels,  hoping  still  to 
persuade  him.  In  the  course  of  the  visit.  Field  asked  him  if  he 
could  imagine  a  dog  so  large  that  it  stretched  from  England  tc 
the  United  States.  The  man  replied,  "Certainly,  Sir;  I  could  imag- 
ine anything."  "Well,"  replied  Field,  "the  project  of  which  Vvi 
spoken  and  tried  to  interest  you  in  is  essentially  just  such  a  dog 
If  you  pinch  his  tail  in  Liverpool,  he'll  bark  in  New  York." 

-JOHN  STEELE  GORDON,  A  Thread  Across  the  Ocear 

You  Get  What  You  Pay  For  The  public  buys  it; 

opinions  as  it  buys  its  meat,  or  takes  in  its  milk,  on  the  principlf 
that  it  is  cheaper  to  do  this  than  to  keep  a  cow.  So  it  is,  but  th( 
milk  is  more  likely  to  be  watered. 

—SAMUEL  BUTLER     I 
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Let  us  help  you  unlock  the  value  of  your  endeavours.  We  can  help  you  increase  the  value  of  your  capital  with  innovative 
insurance  techniques  and  sophisticated  investnnent  banking  and  asset  managennent  skills  that  protect  you  fronn  unex- 
pected volatility.  Our  solutions  create  a  third  form  of  corporate  capital,  beyond  equity  and  debt,  to  help  cultivate  your 
business.  As  a  leading  manager  of  capital  and  risk,  we're  pioneering  the  concept  of  convergence  by  tearing  down  the  wall 
between  capital  and  risk  management.  Indeed,  as  you  can  see,  there's  a  lot  more  to  us  than  our  name  suggests. 

Solutions  beyond  the  obvious.         Swiss  Re 
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URRENT  EVENTS 


Lee  Kuan  Yew,  senior  minister  of  Singapore 


Uncertainties  Ahead 


OLLOVVING  THE  SHOCK  OF  THE  TERRORIST  ATTACKS  ON 
lept.  11,  2001,  the  swift  dispersal  of  the  Taliban  and  al  Qaeda 
orces  in  Afghanistan  lifted  morale.  Events  since  then,  however, 
lave  littered  the  future  with  uncertainties. 

Security  Threats 

"aliban  and  al  Qaeda  forces  are  set  on  a  prolonged  guerrilla  war  in 
U:'ghanistan  and  along  the  border  with  Pakistan.  President  Hamid 
Carzai  bolstered  his  Afghan  bodyguards  with  U.S.  Special  Forces, 
)ut  this  did  not  prevent  an  assassination  attempt  in  September. 

The  continued  bloodletting  between  Israelis  and  Palestinians 
omplicates  President  Bush's  objective  of  a  regime  change  in  Iraq. 
)emocrats  in  Congress  have  been  critical,  but  a  most  extraordi- 
lary  development  occurred  when  Republican  Party  heavyweights 
vent  public  with  their  reservations  regarding  a  unilateral  attack, 
heir  fears  that  the  Gulf  would  go  up  in  flames,  their  insistence 
hat  support  from  NATO  allies  and  endorsement  by  the  U.N. 
Security  Council  are  necessary  and  their  concern  that  the  financial 
)urden  of  setting  up  a  post-Saddam  Hussein  Iraq  will  be  heavy. 

The  dissension  deepened  criticism  by  NATO  and  Muslim 
lilies  alike  and  helped  Saddam  work  up  opposition  among 
kluslims  in  Southeast  Asia,  of  whom  there  are  some  250  mil- 
ion.  Since  Desert  Storm  ( 1991 )  the  Arabs  have  cemented  their 
olidarity  with  Asian  Muslims  through  the  dakwah  (missionary) 
novement  financed  by  Saudi  groups  who  have  paid  for 
nosques,  madrasahs  (religious  schools)  and  ulemas  (preachers) 
o  spread  the  teachings  of  Wahhabism,  an  austere  sect  of  Islam. 
)aily  television  broadcasts,  including  Al-Jazeera's,  portraying 
he  sufferings  of  Palestinians  have  induced  Asian  Muslims  to 
dentify  with  the  Palestinians. 

Despite  the  public  posturing,  however,  few  doubt  the  deter- 
nination  of  President  Bush  to  remove  Saddam  and  his  weapons 
)f  mass  destruction.  Vice  President  Dick  Cheney  stated  explicidy: 
The  risks  of  inaction  are  far  greater  than  the  risk  of  action." 
ihould  a  chemical  or  biological  attack  take  place,  the  critics  of 
'resident  Bush  would  be  forgotten,  but  he  would  not  be  forgiven. 

To  quell  the  growing  disquiet  that  a  unilateral  preemptive  strike 
vould  create  a  dangerous  precedent  in  international  law.  President 
iush — before  the  U.N.  General  Assembly  on  Sept.  12 — challenged 
he  U.N.  Security  Council  to  issue  an  ultimatum  to  Iraq  to  comply 
vith  U.N.  resolutions  or  face  U.S.  military  action.  The  way  is  now 
)pen  for  U.N.  involvement  that  would  enable  NATO  allies  to  sup- 
port America's  position  and  to  reduce  the  level  of  opposition  from 
Vluslim  governments.  But  if  an  attack  on  Iraq  were  to  drag  on  for 


months,  it  would  rouse  the  Arab  street  to  fi-enzy,  and  Asian  Mus- 
lims would  react  in  sympathy.  To  avoid  this,  America  needs  to 
deploy  overwhelming  force  in  Iraq  to  ensure  a  swift  campaign  that 
can  ultimately  showcase  the  Iraqis  celebrating  their  liberation  from 
a  tyrant.  Action  under  a  U.N.  Security  Council  resolution  would 
enable  Mr.  Bush  to  achieve  his  objectives  with  the  maximum 
international  support.  He  would  then  have  registered  a  salutary 
warning  to  other  regimes  amassing  weapons  of  mass  destruction. 
The  great  unknown  is  how  long  the  U.S.  will  have  to  remain 
in  Iraq  in  order  to  set  up  a  new  dispensation  there. 

Economic  Worries 

The  other  big  challenge  for  Mr.  Bush  is  to  keep  the  global  economy 
on  an  even  keel  despite  a  war  in  Iraq.  Talk  of  war  has  sent  the  price 
of  oil  to  just  under  $30  per  barrel,  unsettled  an  already  hesitant 
economic  recovery  in  America  and  caused  Asian  exports  to  slow 
down.  A  prolonged  war  might  spike  the  price  of  oil  even  higher, 
causing  a  worldwide  recession.  These  uncertainties  add  to  the  pes- 
simism that  has  been  prevalent  since  the  U.S.  stock  market's  bubble 
burst.  When  the  Dow  and  the  S&P  go  down.  East  Asian  and  Euro- 
pean exchanges  follow  suit. 

The  huge  wealth  destruction  in  the  U.S.  has  been  felt  in  East 
Asia.  Asians  hope  the  Federal  Reserve's  low  interest  rates  can  keep 
U.S.  housing  prices  and  consumer  confidence  up.  They  worry, 
though,  when  skeptical  U.S.  analysts  warn  that  the  housing  market  is 
another  bubble  waiting  to  burst.  Were  that  to  happen,  it  would  halt 
the  U.S.  recovery  and  cause  another  recession  in  Asia.  Pessimism  was 
not  so  contagious  a  decade  ago,  before  fund  managers  and  multina- 
tional corporation  plants  worldwide  were  linked  to  their  head  offices 
in  New  York  or  Silicon  Valley  by  computer  24  hours  a  day. 

Japan  has  not  been  able  to  get  out  of  its  economic  morass. 
The  EU  is  unable  to  pick  up  the  slack.  In  this  totally  integrated 
world  America  is  the  conductor,  and  the  pace  of  its  economy  is 
the  metronome  for  East  Asia.  The  U.S.  must  demonstrate  lead- 
ership in  the  economic  field,  as  it  has  done  in  the  military. 

The  strongest  signal  of  America's  determination  to  exercise 
leadership  in  the  world  economy  was  its  passing  of  a  wide-ranging 
trade  promotion  act.  This  has  restored  hope  that  despite  recent  agri- 
cultural subsidies  and  steel  tariffs,  the  U.S.  still  wants  further  trade 
liberalization.  A  WTO  Doha  Round  that  increases  market  access  for 
agricultural  products  wiU  help  developing  countries  more  than  any 
aid  program.  It  is  key  to  bringing  about  these  countries'  growth  and 
prosperity.  And  when  the  poor  feel  they  are  sharing  in  the  benefits 
of  globalization,  their  anger  and  finistration  will  lessen.  F 


pVji-Kpc     i    Lee  Kuan  Yew,  senior  minister  of  Singapore;  Paul  Johnson,  eminent  British  historian  and  author;  and  Ernesto  Zedillo,  former 

I   president  of  Mexico;  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger,  are  now  periodically  writing  this  column.  To  see  past 

I    Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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§ pffS  Introducing  aQUOS  Theater.  The  world's  first  HDTV-compatible  30-inch*  liquid  crystal  television 
Technoiog,-  coupled  with  the  world's  first  1-Bit  multi-channel  digital  audio  system.  Watch  crystal-clear  images. 
Discover  sounds  that  you've  never  heard  before  with  1-Bit  technology.  And  enjoy  sleek  design 
that  complements  any  interior.  AQUOS  Theater  by  Sharp.  Cinematic  excellence,  by  design,  sharpusa.com 
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ilGITAL  RULES 

iy  Rich  Karlgaard,  publisher 


Pity  Pot  Priesthood 


ONFIRMAnON  THAT  THE  AMERICAN  ECONOMY  REMAINS  ON 
le  right  side  of  the  grass  arrived  farm-fresh  from  North  Car- 
Una  the  other  day.  Chapel  Hill-based  James  Smith,  chief  econo- 
list  for  the  Society  of  Industrial  &  Office  Realtors — Society? — 
ays  the  economy  grew  3.8%  in  the  third  quarter  and  will  grow 
2%  in  the  fourth.  Should  we  believe  this  obscure  Smith  from 
own  in  the  piney  woods?  Why  not?  He's  been  shooting  bull's- 
yes  on  quarterly  growth-rate  estimates  for  the  last  two  years. 

I  like  his  methodologv'.  He  talks  to  business  owners  and  con- 
Limers.  How  about  that!  Kudlow  and  Cramer,  take  note.  Moreover, 
mith  talks  to  business  owners  and  consumers  all  around  America, 
lot  just  in  East  Hampton,  Georgetown  and  Palo  Alto.  He  phones 
lousewives  in  Hot  Coffee,  Miss.;  bathtub  salesmen  in  Bowlegs, 
)kla.;  and  bankers  in  Tightwad,  Mo.,  who  apparently  aren't  tight- 
rads.  Just  what  is  Smith  trying  to  do?  Start  a  Reformation? 

duffing  It 

.ets  face  it.  The  priesthood — pundits,  analysts  and  econo- 
nists — has  a  lot  to  answer  for.  During  the  frenzy  of  last  decade's 
lOom,  authors  James  Classman  and  Kevin  Hassett  wrote  a  book 
tailing  an  imminent  36,000  Dow.  Harry  Dent  pitched  in  with  a 
testseller  called  The  Roaring  2000s.  He  modestly  forecast  a 
5,000  Dow  by  2006.  Merrill  Lynch  Internet  analyst  Henry 
Jlodgett  told  us  that  Amazon.com — then  trading  in  the  240s — 
/ould  soon  trade  in  the  400s.  (It's  now  16.)  My  friend  and  men- 
or  George  Gilder  leaned  back  in  his  chair  one  day  in  1995  and 
aid  iVlicrosoft  would  fall  at  the  hands  of  Netscape.  I  remember 
jilder's  forecast  all  too  well  because  I  believed  it  myself  I  edited 
nd  published  his  article  in  FORBES  ASAP.  Some  of  my  own 
(ullish  calls  made  in  this  column — Global  Crossing,  Worldcom, 
iiebel  Systems — retain  only  the  smell  of  bull. 

Don't  get  the  idea  that  the  exuberant  1990s  were  a  singularly 
»ad  decade  of  economic  forecasting.  If  anything,  the  priesthood 
listorically  muffs  it  on  the  downside.  In  1979  Business  Week  pro- 
laimed  the  death  of  stocks,  failing  to  see  that  waiting  around  the 
orner  was  the  largest,  longest  stock  market  expansion  in  history, 
'rinceton  economist  Paul  Krugman,  then  at  MIT,  wrote  a  book 
ailed  The  Age  ofDimirushed  Expectations — in  1990.  This  future 
>Jobel  Prize  winner  managed  to  lay  out  the  1990s  exacdy  wrong. 
ie  was  joined  during  that  time  by  noted  MIT  economist  Lester 
rhurow,  who  said  that  Western  nations  were  doomed  to  paltry 
iconomic  growth  of  1%  to  2%  for  the  foreseeable  future  (strike 
)ne,  Les)  and  that  Europe  would  outgrow  the  U.S.  (strike  two). 

FORBES  isn't  immune,  either.  We  speculated  in  December  1992 
hat  the  incoming  Clinton  Administration  would  rekindle  inflation, 
rhe  decade  turned  out  to  be  the  most  deflationary  since  the  1930s. 

We  all  whiff.  The  problem  is  we  whiff  so  damn  much! 


Judged  by  any  professional  standard,  the  collected  sayings  of  the 
priesthood  are  so  bad  as  to  be  approaching  quackery.  We  sit  in 
our  offices  and  extrapolate  the  morning  news  into  the  future 
and  call  our  thinking  original  and  wise.  Thus  it  happens  that 
during  an  economic  bust,  like  the  one  in  1990,  bookstore 
shelves  sag  with  gloomy  tides,  such  as  The  Age  of  Diminished 
Expectations,  Econoquake  and  The  Rise  and  Fall  of  the  Great 
Powers.  And  during  booms  like  the  mid-to-late- 1990s  we  clear 
the  shelves  for  books  such  as  Dow  36,000,  The  Roaring  2000s 
and  The  Millionaire  Next  Door. 

Scandal  Drizzle 

Booming  currently,  and  oddly,  amid  the  bust  are  Fargo,  Min- 
neapolis and  Canada.  Who'd  have  guessed?  Why?  Two  explana- 
tions seem  possible.  One  is  global  warming.  Okay,  that's  a  joke. 
More  likely  it's  because  these  cold  and  remote  locations  are  as 
far  away  from  New  York  and  California — our  media  centers — as 
any  can  be.  They  aren't  drizzled  upon  by  the  daily  scandal 
machine.  They  don't  seem  as  psychologically  depressed. 

This  is  what  our  North  Carolina  economist,  James  Smith, 
hears  when  he  gets  on  the  phone  to  Greasy  Corner,  Ark.;  Knock- 
emstiff,  Ohio;  or  Yell,  Tenn.  His  optimistic  assessments  correlate 
with  what  I  saw  when  traveling  around  the  U.S.  in  my  Cessna 
Skyhawk  this  summer.  American  optimism  is  alive,  if  a  bit  sub- 
dued. Technology  innovation  is  breaking  out  in  the  unlikeliest 
of  places,  though  on  a  smaller  scale. 

Apparendy  some  entrepreneurs  in  the  boonies  are  so  uncon- 
nected they  haven't  heard  that  venture  capital  is  dead  or  that  their 
ideas  have  been  tried  and  declared  failures  by  the  coastal  sophisti- 
cates. Andrew  Field,  founder  of  the  successful  printingforless.com 
in  tiny  Livingston,  Mont,  {see  Digital  Rules,  Oct.  2)  is  just  such  a 
person.  He  was  too  stupid  to  know  you  can't  aggregate  idle  print 
shops  and  sell  bargain  print  jobs,  Priceline.com-style,  on  the  Web. 
Hadn't  the  rube  read  Red  Herringl  Hadn't  the  hick  heard  of  failures 
like  Collabra?  Did  nobody  tell  this  numbscull  that  Silicon  Valley  VCs 
had  flushed  several  hundred  million  dollars  down  the  Web/printer 
rabbit  hole?  I  guess  not.  Or  Field  wasn't  listening.  BuUy  for  him. 

In  June  one  of  the  best-known  CEOs  in  America  told  me 
that  the  most  depressed  people  in  America  are  his  fellow  CEOs. 
He  said  this  before  the  executive  perp  walk  had  become  a 
nightly  staple  of  CNBC,  so  I'm  sure  it's  truer  today.  Joining 
CEOs  on  America's  gold-plated  pity  pot  are  legions  from  Wall 
Street  and  California's  venture  capital  community.  It's  all  very, 
very  sad.  Talk  exclusively  with  these  people,  and  you'll  make 
yourself  sad,  too.  F 


i  fufll'l^f^C  I  Visit  Rich  Karlgaard's  home  page  at  www.forbes.com/karlgaard 
i  ^^^^£^^  I  or  e-mail  him  at  publlsher@forbes.com. 
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intel.com 


Over  1 3  billion  transistors  are  etched  onto  a  single  wafer  containing  Intel*  Itanium'  2  processors. 

Can  a  company  that  doesn't 

make  computers  change 

the  course  of  computing  history? 

Intel's  first  processor  held  2,300  transistors.  There  are  55  million  on  the  newest  Intel*  Pentium*  4  processor. 
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intei.com 


It's  happened  all  through 

PC  history.  Now  it  happens  in 

the  data  center  -  where 

Intel  combines  enterprise 

processing  power  with  true  Intel 

flexibility.  Processors  this 
powerful  come  from  innovation, 

engineering  and  what 
we  call  "Yes":  the  drive  that's 

helped  Intel  advance 
technology  for  over  30  years. 


The  Intel  clean-room  environment;  where  computing  history  is  made.  Literally. 

This  unyielding  commitment 
has  allowed  us  to  consistently 

increase  computing 

performance  while  reducing 

your  technology  costs. 

The  result:  88%  of 

the  world's  servers  now  say 

Intel  Inside®. 


Intel 


Powerful  and  cost-effective  High-performance  technology 

servers  to  run  the  for  the  most  data-intensive 

broadest  range  of  applications.  business-critical  applications. 


ON  MY  MIND 


Eric  Goldman  assistant  professor,  marquette  university  law  school;  former  general  counsel,  epinions.com 


The  Privacy  Hoax 

What's  the  point  of  regulating  Internet  privacy?  Consumers  sure  don't  care. 


DOZENS  OF  BILLS  ARE  PENDING  IN  CONGRESS  TO  REGULATE 
Internet  privacy,  often  based  on  the  assumption  that  privaq^  fears 
are  stifling  the  growth  of  the  Internet.  Proponents  like  to  trot  out 
surveys  in  which  consumers  overwhelmingly  express  concern 
about  Internet  privacy.  In  a  June  report  by  Jupiter  Research,  70% 
of  online  consumers  said  they  were  worried  about  online  privacy. 
In  another  survey  93%  of  e-commerce  users  said  it  was  very  im- 
portant that  sites  disclose  their  pri- 
vacy practices. 

But  what  do  these  surveys  re- 
ally prove?  Consumers  may  tell 
survey  takers  they  fear  for  their  pri- 
vacy, but  their  behavior  belies  it. 
People  don't  read  privacy  policies, 
for  example.  In  a  survey  taken  last 
year  by  the  Privacy  Leadership  Ini- 
tiative, a  group  of  corporate  and 
trade  association  executives,  only 
3%  of  consumers  read  privacy 
policies  carefully,  and  64%  only 
glanced  at — or  never  read — pri- 
vacy policies. 

Even  these  figures  may  over- 
state the  attention  people  pay  to 
privacy  policies.  For  example,  only 
0.3%  of  users  read  Yahoo's  privacy 
policy  during  a  one-month  period 
this  past  spring,  according  to  the 
New  York  Times. 

Another  indication  privacy  is  a 
false  concern:  Relatively  few  con- 
sumers have  bought  privacy  management  tools,  such  as  software 
to  browse  anonymously  and  manage  Internet  cookies  and  e-mail. 
Many  vendors  are  now  migrating  away  from  consumer-centric 
business  models.  So,  although  consumers  can  take  technological 
control  over  their  own  situation,  few  consumers  do. 

Plus,  as  most  online  marketers  know,  people  will  "sell"  their 
personal  data  incredibly  cheaply  As  Internet  pundit  Esther  Dyson 
has  said:  "You  do  a  survey,  and  consumers  say  they  are  very  con- 
cerned about  their  privacy.  Then  you  offer  them  a  discount  on  a 
book,  and  they'll  tell  you  everything."  Indeed,  a  recent  Jupiter  re- 
port said  that  82%  of  respondents  would  give  personal  informa- 
tion to  new  shopping  sites  to  enter  a  $100  sweepstakes. 

Clearly  consumers'  stated  privacy  concerns  diverge  from  what 
consumers  do.  Two  theories  might  explain  the  divergence. 

First,  asking  consumers  what  they  care  about  reveals  only 
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"People  mc^  tell  survey  takers  they  fear  for  their 

privacy,  but  their  behavior  belies  it.  Let  the 

market  continue  unimpeded. " 


whether  they  value  privacy.  That's  half  the  equation.  Of  more  ii 
terest  is  how  much  consumers  will  pay — in  time  or  money — it. 
the  corresponding  benefits.  For  now  the  cost-benefit  ratio  is  tilte 
too  high  for  consumers  to  spend  much  time  or  money  on  privac 
Second,  consumers  don't  have  uniform  interests.  Regardin 
online  privacy,  consumers  can  be  segmented  into  two  groups:  ac- 
tivists, who  actively  protect  their  online  privacy,  and  apathetics, 

who  do  little  or  nothing  to  protect 
themselves.  The  activists  are  very 
vocal  but  appear  to  be  a  tiny 
market  segment. 

Using  consumer  segmenta- 
tion, the  analytical  defect  of 
broad-based  online  privacy  regu- 
lations becomes  apparent.  The  ac- 
tivists, by  definition,  take  care  of 
themselves.  They  demand  privacy 
protections  from  businesses  and,  if 
they  don't  get  it,  use  technology, 
to  protect  themselves  or  take  their 
business  elsewhere. 

In  contrast,  mainstream  con- 
sumers don't  change  their  behavior 
based  on  online  privacy  concerns. 
If  these  people  won't  take  even 
minimal  steps  to  protect  them 
selves,  why  should  government 
regulation  do  it  for  them? 

Further,  online  businesses  will 
invest  in  privacy  when  it's  prof- 
itable. In  counseling  several  dozen 
companies  about  privacy  practices  over  the  past  eight  years,  I 
found  that  companies  scaled  their  investments  in  privacy  to  theii 
assessments  of  how  they  thought  consumers  would  react.  Wher 
companies  thought  a  lot  of  consumers  would  jump  ship  unlesj 
they  got  better  privacy,  those  companies  spent  more  money  or 
privacy.  When  companies  believed  that  few  consumers  woulc 
change  their  behavior  if  they  were  offered  greater  privacy,  thos< 
companies  did  nothing  or  put  into  place  privacy  policies  tha 
disabused  consumers  of  privacy  expectations.  Of  course,  if  com- 
panies later  discovered  that  they  were  losing  business  becaus< 
customers  wanted  more  privacy,  they  would  increase  thei: 
privacy  initiatives. 

Consumer  behavior  will  tell  companies  what  level  of  privacy  t« 
provide.  Let  the  market  continue  unimpeded  rather  than  chasi 
phantom  consumer  fears  through  unnecessary  regulation.        I 


2  Icura  Division  of  American  Honda  Motor  Co..  Inc.  Acura,  CL  and  VTEC  are  trademarks 
nda  Motor  Co.,  Ltd-  Make  an  intelligent  decision.  Fasten  your  seat  belt. 


Toducing  the  6-5peed,  260-hp  Acura  CL  Type-S.  A  quick-shifting  6-spd.  manual  transmission.  Wow.  A  powerful 
-liter  VTEC"  engine.  Sweet.  A  race-inspired  suspension.  Yeah.  And  a  leather-trimmed  interior  with  deeply  bolstered 
irt  seats.  The  CL  Type-S.  (Your  exclamation  goes  here.)  Call  1-800-TO-Acura  or  visit  acura.com.     (A).^^CLJR^\ 
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HealthSouth's  Curious  Timing 


HEALTHSOUTH  CHAIRMAN  RICHARD 
Scrushy  was  complaining  about  Medicare 
reimbursements  when  we  wrote  about 
him  earlier  this  year.  He's  still  complain- 
ing, but  he's  got  bigger  problems.  A  raft  of 
shareholder  suits  charge  that  Scrushy  and 
another  director  sold  $100  million  worth 
of  shares  knowing  that  a  clarification  in 
Medicare  bQling  rules  on  group  therapy 
would  reduce  annual  operating  earnings 
at  the  rehab  hospital  chain  by  $175  mil- 
lion. HealthSouth's  stock  has  plunged 
75%  since  the  earnings  reduction  an- 

Flashbacks 


nouncement  Aug.  27. 

But  maybe  it's 
bondholders  who  have 
the  real  beef.  The  suits 
claim  that  HealthSouth 
knew  about  the  Med- 
icare billing  clarification 
as  early  as  May  17. 
Scrushy  insists  he  had 
no  knowledge  of  it  until 
August.  Interesting,  that 
May  17  date.  That's 
when  HealthSouth  sold 
$1  billion  in  debt  to  in- 
vestors, extending  notes  that  would  have 
expired  in  2003  for  an  additional  ten 
years.  The  company  got  a  7/^%  rate.  Not 
bad,  given  that  the  bonds  have  since 
fallen  to  69  cents  on  the  dollar,  which  if 
negotiated  today  would  mean  a  14% 
coupon  for  HealthSouth.  In  short, 
HealthSouth  got  a  good  deal  issuing  that 
debt  when  it  did. 

The  company  did  a  few  other  interest- 
ing things  after  that  May  date.  Health- 
South  faOed  to  get  a  fairness  opinion  by 
an  independent  investment  bank  on  a 


July  Scrushy  stock  sale,  as  required  by  the 
debt  agreement.  And  it  spent  $207  mil- 
lion to  end  two  synthetic  leases — off-bal- 
ance-sheet leases  treated  like  mortgage 
payments  on  the  company's  tax  return 
(see  p.  96).  HealthSouth  lawyer  Lanny  J. 
Davis  says  the  company  got  rid  of  the 
leases  because  in  the  post-Enron  era 
"appearances  matter." 

Scrushy's  response:  "The  problems 
facing  this  company  are  not  about  off- 
balance-sheet  entities  or  any  wrongdoing; 
they're  about  the  government  being  con- 
fused and  wrongheaded." 

— Monte  Burke 

MAY  14,  200i 

Terror-Proof 

THE  THESIS  OF  OUR  MAY  2001  STORY  ON 
real  estate  investing — that  trophy  towers 
were  recession-proof — seemed  to  crum- 
ble to  ash  last  Sept.  1 1 .  Suddenly,  build- 
ings taller  than  30  stories  were  under 
threat.  But  a  year  later  the  panic  is  over. ; 
Tall  buOdings  are  back  in  vogue,  and  our 
five  stocks  have  risen  respectably.  They've 
returned  an  average  5%  (including  divi- 
dends), compared  with  a  -33%  return  i 
for  the  S&P  500.  — Stephane  Fitch  i 


70  YEARS  AGO  IN  FORBES/MAY  I,  1932 

uGtting  Out  Ldriy  now  in  an  ugly  mood,  the  public 
wants  to  know  how  many  so-called  big  men  sold  out  their  securities 
before  the  collapse.  The  demand  is  for  names  and  figures.  The  pub- 
lic suspects  that  it  has  been  outsmarted  by  insiders.  My  advice  to 
wealthy  men  of  affairs  who  unloaded  their  securities  on  the  public 
is:  Start  rebuying  without  further  delay,  lest  the  consequences, 
should  distress  become  still  more  acute,  may  not  be  only  financial. 

45  YEARS  AGO  IN  FORBES/OCTOBER  15,  1957 

n03d  WBrriOr  John  L.S.  Snead  Jr,  president  of  Consoli- 
dated Freightways,  is  a  man  who  knows  the  importance  of  good 
connections.  Snead  has  pieced  toge.  rhe  U.S.'  biggest  trucking 
company  (in  gross  revenues)  by  linkii  .;p  myriad  smiller  opera- 
tors. To  stockholders,  grown  wary  of  Cunsolidated's  breakneck 
growth,  Snead  has  some  reassuring  news.  "This  year,"  said  he,  "our 
per-share  earnings  might  run  as  low  as  $1.85  or  as  high  as  $2."  Last 
year's  earnings:  $1.68.  At  last  it  looks  as  though  Cc:i;-olidated's 
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trailer  might  be  catching  up  with  Consolidated's  truck. 

In   September  Consolidated  Freightways  shut  down   after 

73  years  in  business. 

15  YEARS  AGO  IN  FORBES/JUNE  29,  1987 

HOW  dWGGT  IT  IS  Uke  a  creamy  cup  of  hot  chocolate  ; 
before  bedtime,  profitable  Hershey  Foods 
seems  to  put  Wall  Street  to  sleep,  partly  j 
because  it's  no  takeover  play.  Founder  Milton 
Hershey  left  the  company  to  a  trust  benefiting 
a  school  for  boys  (now  girls,  too)  who've  lost  a 
parent.  Boring?  Not  at  the  bottom  line.  Net 
income  grew  in  1986  to  $132.8  million,  oi 
$1.42  a  share,  up  11%  from  1985  on  coritinuin| 
operations. 

Hershey  Trust  called  off  a  $12.5  billion  deal  ti 
sell  Hershey  Foods  to  the  Wm.  Wrigley  Jr.  Co 
in  September. 


Daddy's  Girl 


Own  Woman  • 


all  start  off  dependent.  Who  makes  it  to  independently  wealthy  is  anybody's  guess, 
ong  the  way,  we  can  help  you  choose  the-right  financial  strategies,  like  investments, 
surance,  annuities,  retirement  plans  and  estate  protection.  That  way,  you'll  be  ready 
for  whatever  life  spins  your  way.  You  can't  predict.  You  can  preparer 
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OUTFRONT 

House  of  Cardin's 

The  I960s-era  design  wonder  still  cuts  a  swath  in  Paris.  But  the  stitches  are  showing. 

BY  RICHARD  C.  MORAIS 


PIERRE  CARDIN.THE  FASHION-DESIGNER  EMPIRE,  IS  IN 
trouble.  Its  Paris-based  namesake  and  sole  propri- 
etor appears  to  be  using  stalling  tactics  to  keep  parts 
of  the  moneylosing  operation  alive  as  tax  collectors 
and  others  close  in  on  him  in  court  and  through 
administrative  procedures. 
The  bleak  picture  can  be  pieced  together  from  obscure  but 
publicly  avaOable  court  records,  financial  documents  and  not- 
for-attribution  comments  from  Cardin's  former  associates,  sup- 
pliers and  licensees.  In  his  homeland,  the  80-year-old  founder 
remains  a  poids  lourd — a  man  of  power  and  influence,  capable  of 
intimidation. 

And  hype.  This  summer  the  New  York  Times  fawned  over 
the  "branding  visionary."  "Today,"  read  the  introduction  to  a 
lengthy  interview,  "more  than  800  products  bearing  his  name 
are  sold  in  more  than  140  countries.  The  business  brings  in  a 
reported  $1  billion  a  year." 

A  leading  "space  age"  designer  of  the  1960s, 
Cardin  used  manufacturing  licenses  to  spread  his 
influence  and  sales.  "Cardin  Inc."  today  is  about 
not  just  belts  and  ties,  but  also  real  estate, 


nightspots,  theaters,  boats  and  hotels.  This  summer  the  Frencn 
business  magazine  Challenges  figured  Cardin  was  worth  $600 
million,  ranking  him  the  44th-richest  man  in  France. 

The  murky  accounting  of  Cardin's  two  dozen  privately  held 
companies — obtained  through  various  French  administrative 
authorities — instead  suggests  elements  of  rot  at  the  foimdation 
of  that  wealth. 

Atop  Cardin's  pyramid  of  companies  is  Cardin  Holding,  an 
entity  that  consolidates  Cardin's  worldwide  group  of  companies. 
According  to  the  year  2000  consolidated  accounts, ; 
the  last  report  available,  Cardin  Holding  has  but 
$49  miUion  in  revenue.  (It's  an  easy  mistake  to  t 
confuse  the  retail  sales  of  products  using  his  i 
name  with  the  royalties  paid  for  the  right  to  use  •, 
the  name.)  On  this  modest  revenue  the  Cardin i' 
group  reported  a  nearly  $2  million  operating ' 
loss.  It  has  $66  million  in  debt; 
shareholder  equity  is  a  negative  i 
$25  million. 

In  a  brief  interview  Pierre  ( 
Cardin  says  that  he  is  not  expe- 


riencing  a  cash  crisis  and  that  publishing  an 
article  to  the  contrary  would  be  unfair.  "My 
house  is  so  international,"  he  says.  "I  have 
so  many  problems,  I  don't  want  one  more." 
J.P.  Hesse,  a  spokesman  for  Cardin, 
echoes  the  designer's  denial  of  financial 
trouble.  He  says  Cardin  Holding  would 
have  a  positive  net  worth  if  its  assets, 
notably  real  estate,  were  carried  at  fair 
market  value  rather  than  cost.  Could  be. 
Cardin  is  rumored  to  personally  own 
valuable  properties,  including  a  town  in 
the  south  of  France.  But  how  much  the  val- 
ues exceed  any  mortgage  debt  is  a  secret. 

It's  also  entirely  possible  the  Cardin 
group  of  companies  is  in  worse  shape  than 
even  the  reported  figures  indicate.  That's 
because  the  consolidated  worldwide  figures 
for  2000  excluded  Cardin  companies  when 
information  could  not  be  obtained  because 
of  "excessive  costs"  or  "accounting  delays." 
Additionally,  management  did  not  consol- 
idate nine  Cardin  companies  because  they 
were  of  "negligible  interest."  The  external 
auditor  of  Cardin  Holding  disagreed  and 
stated  in  his  report  these  off-balance-sheet 
companies  should  have  been  consolidated. 
Cardin  Holding  owns  94.5%  of  Societe 
de  Gestion  Pierre  Cardin.  SGPC  is  the  cash 
generator  that  collects  the  licensing  fees 
and  in  turn  owns  numerous  subsidiaries, 
including  moneylosing  firms  such  as 
Maxim's  de  Paris  and  Hotel  Chateau- 
briand. Warning  sign:  Monies  owed  to 
SGPC's  suppliers  jumped  ninefold,  to  $16 
million,  between  1999  and  2000.     * 

"I  myself  prepare  the  balance  sheet 
of  all  my  companies,"  Cardin  boasted 
n  French  television  in  June  2000.  But  SGPC's  outside  audi 
)rs  signed  off  on  the  2000  accounts  with  major  "reserva- 
ons,"  finding  12  instances  where  SGPC  had  booked  a 
jbsidiary's  equity  at  a  much  higher  value  than  had  been 
ooked  in  the  subsidiary's  individual  accounts. 

This  discrepancy  adds  up  to  a  $35  million  asterisk  in 
GPC's  balance  sheet.  French  accountants  say  the  dif- 
;rence  between  what  the  parent  booked  and  what 
ne  subsidiary  booked  could  be  accounted  for  by 
itangibles.  If  that  is  the  case,  however,  it  has  to  be 
roperly  explained  and  accounted  for.  If  the  differ- 
nce  is  goodwill,  a  clearly  stated  amortization  sched- 
Je  has  to  be  followed  to  reconcile  the  two  differing 
alues.  None  of  this  happened. 

How  would  one  account  for  the  "good- 
/ill"  of  the  Pierre  Cardin  brands?  "You 
lave  to  ask  yourself,"  says  Philippe 
Element,  a  partner  at  C.M.S.  Experts  Asso- 
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Mickey  Mouse  Fundraising 

Soft  money  is  out,  so  companies  are 
(shamelessly)  hitting  up  their  employees  for 
campaign  contributions,   by  matthew  swibel 

— ^^'^  The  PAC  is  back.  Starting  in  November 

\  corporations  are  banned  from  giving  soft  money 
-  J  |\  donations  to  national  political  parties.  So 
companies  are  looking  to  reinvigorate  their 
"    ~  "'  a!  Action  Committees  by  offering  cheap 
icks,  like  raffles  and  auctions  of  TVs  and 
bikes,  to  entice  employees  to  contribute.  The 
grand  prize  for  Household  International's 
recent  raffle:  a  company-paid  Walt  Disney 
..n  for  four.  Mickey  Mouse?  Household's  PAC 
receipts  shot  up  29%  to  $727,000. 

A  dicier  technique,  though  legal,  sounds  like  money  laundering. 
A  company  can't  give  to  candidates,  even  through  its  PAC,  but  it  can 
pay  to  raise  funds  from  employees  for  it.  So  the  company  matches 
an  employee's  PAC  contribution  with  a  contribution  to  a  charity  the 
employee  chooses.  Capital  One's  PAC  offers  such  a  match,  for 
instance,  as  does  the  Union  Pacific  Fund  for  Effective  Government. 
This  can  increase  PAC  participation  by  25%,  says  Washington 
consultant  Peter  Kennerdell. 

Say  an  employee  who  usually  gives  $1,000  to  a  charity  gives 
that  $1,000  to  the  PAC  instead,  and  the  company  then  gives 
$1,000  to  his  charity.  All  the  PAC  contribution  has  really  cost  the 
employee  is  a  lost  charitable  tax  deduction.  If  he  doesn't 
itemize,  the  cost  is  zero.  Companies  can't  deduct  charitable 
matches-they're  considered  a  political  expense— but  the  rules 
on  raffles  are  liberal:  The  Federal  Election  Commission  says 
corporate  spending  on  prizes  can  equal  up  to  one-third  of 
contributions  the  PAC  receives.  F 


cies  in  Paris,  "what  the  goodwill  of  a  brand  is  when  many  of 
the  companies  are  losing  money." 

In  the  meantime,  various  authorities  have  filed  liens 
against  Cardin  companies.  The  French  tax  administration 
has  a  $1.8  million  lien  against  SGPC.  "Liens  from  adminis- 
trative bodies  are  nothing  but  normal  for  a  group  of  our 
size,"  says  Hesse.  SGPC  is  disputing  the  $1.8  million  tax 
bUl.  But  that  doesn't  explain  why  Cardin  companies 
also  have  several  liens  against  them  for  not  paying 
relatively  small  amounts  of  tax,  pension  fund  con- 
tributions and  employees'  social  security. 
Cardin,  for  all  his  many  and  genuine  accomplish- 
ments in  die  fashion  business,  has  a  long  history  of  ex- 
aggerating his  achievements,  such  as  his  role  in  Christian 
Dior's  designs.  In  fact,  the  late  Dior's  business  director, 
Jacques  Rouet,  ridiculed  Cardin's  outlandish  claims  when 
he  observed  that  "he  has  a  lot  of  imagination."  Creditors 
should  beware  being  credulous.  F 
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One  Cotton- 
Pickin'  Mess 

Monsanto  has  finally  found 
some  big  markets  abroad  for 
its  biotech  crops.  Too  bad  the 
seeds  are  either  smuggled  in 
or  knocked  off  illegally. 

BY  BRANDON  COPPLE 

WHEN  THE  INDIAN  GOVERN- 
ment  approved  the  planting  of 
Monsanto's  genetically  modi- 
fied Bt  cotton  in  March,  it 
attributed  the  change  in  policy  to  years  of 
scientific  study.  Balderdash,  says  Sharad 
Joshi.  The  leader  of  India's  farmer  associ- 
ation believes  the  bureaucrats  in  New 
Delhi  signed  off  because  they  had  no 
choice:  11, 000  hectares  or  so  have  been 
sown  with  a  Monsanto  knockoff  known 
as  Navbharat  151.  "That  made  it  physi- 
cally impossible  to  keep  Bt  cotton  clos- 
eted," Joshi  says. 

India  isn't  the  only  place  where  a  ban 
on  genetically  modified  seeds  has  created 
a  booming  black  market.  In  one  of  Brazil's 
leading  soybean-producing  states  more 
than  half  this  year's  $32  billion  crop  is 
expected  to  come  from  bootlegged  ver- 
sions of  Monsanto's  biotech  seeds. 

Such  is  the  lurching  progress  of  new 
markets.  There  isn't  much  the  folks  in  St. 
Louis  can  do  about  knockoffs.  After  a 
decade  of  bad  press  and  global  demoniza- 
tion,  the  company  has  grown  gun-shy. 
Without  patent  protection  in  India,  it  can't 
go  after  Navbharat,  and  it's  reluctant  to 
attack  small-fry  farmers,  even  when 
they're  clearly  using  stolen  technology — 
namely,  seeds  containing  the  gene  Mon- 
santo developed  to  produce  a  natural  pes- 
ticide lethal  to  the  boUworm,  scourge  of 
cotton  fields  worldwide.  "We're  in  this  for 
the  long  haul,  and  the  best  we  can  do  is 
work  with  local  governments  to  protect 
our  technology,"  says  Gary  Barton,  a 
Monsanto  spokesman. 

Half  a  world  away,  in  the  Rio  <.1rande 
do  Sul  province  of  southern  Brazil,  as 
much  as  60%  of  this  year's  soybean 
acreage  could  be  sown  with  smuggled 
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Bad  seed:  Harvesting  one  of  India's  big  crops. 


genetically  modified  seeds.  They  arej 
known  as  "Maradona"  beans,  after  the 
soccer  star,  because  they  come'fror 
Argentina — where  biotech  is  legal — an<l 
perform  so  well.  (Compounding  its  woes 
Monsanto,  which  sold  $150  million  of  its' 
Roundup  Ready  soybeans  last  year  in 
Argentina,  had  to  write  down  $154  mil- 
lion for  bad  receivables  there.) 

Farmers  flock  to  biotech  in  the  devel- 
oping world  for  the  same  reason  they  have 
in  the  U.S.,  where  genetically  modified 
plants  account  for  75%  of  the  soybean 
crop.  Planting  pest-  or  weed-killer-resis- 
tant seeds  means  less  money  for  chemi- 
cals, less  fuel  to  run  spraying  equipment 
and  less  soil  compaction  from  dragging 
machinery  across  fields. 

But  that  doesn't  impress  Europe,  where 
Monsanto  could  use  a  black  market.       F 
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The  Universal  Sign  for  "Annoying" 

It's  the  smiley  face's  20th  birthday.  Yay.  :-) 

BY  LEA  GOLDMAN  1^^ 

The  smiley,  the  winky  and  the  frowny.  They're  as  rampant  in  youn 

e-mail  Inbox  as  spam,  and  almost  as  irksome.  But  did  you  know  those 
things  are  as  old  as  Britney  Spears?  True.  Travel  with  us  back  to  1982, 
during  a  semi-serious  debate  on  a  Carnegie  Mellon  University  online  bul-i 
letin  board  about  what  happens  to  a  drop  of  mercury  in  a  plummeting  el-l 
evator.  One  killjoy— there's  always  one— thought  the  message  was  for 
real,  and  warned  that  mercury  spills  are  no  joking  matter.  A  researcher 
named  Scott  Fahlman  innocently  suggested  tagging :-)  to  signify  mirth. 
Within  a  month  variations  began  sprouting  throughout  academe.  j 

Fahlman,  now  a  54-year-old  IBM  researcher,  never  got  famous  or     ' 
rich  off  that  first  doohickey,  but  he  finally  got  some  props  last  month, 
thanks  to  Microsoft  researcher  Michael  Jones.  Jones  was  logged  on  to| 
that  bulletin  board  when  Fahlman  typed  his  smiley,  and  last  February  M 
bet  other  Microsofties  that  he  could  dig  up  the  posting.  "When  I  told  thf 
guys  at  the  lunch  table,  they  thought  that  would  be  very  cool,"  he  says. 
Only  in  Redmond,  perhaps. 

The  hunt  was  on.  All  those  ancient  messages  were  stored  on  half- 
inch  magnetic  tapes,  lingering  in  some  severely  dusty  boxes  in  a  store- 
room near  the  school.  Much  of  the  data  was  badly  damaged  after  years 
of  magnetic  bleeding.  In  an  attempt  to  read  the  tapes,  a  few  Carnegie    : 
Mellon  graduate  students  had  to  retrofit  a  Digital  Equipment  VAX 
processor  with  the  I980s-era  operating  system  and  software  capable  c 
translating  the  tapes.  Seven  months  later  they  found  the  ur-smiley. 

Fahlman  fears  his  25  years  of  research  in  artificial  intelligence  will   '' 
go  overlooked  in  the  face  of ...  the  face.  And  he's  quick  to  point  out  tha  | 
overuse  can  make  the  smiley  "extremely  annoying."  And  no,  he  had 
nothing  to  do  with  FAQ.         '    ' 
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^iaturally,  they  came  to  Morgan  Stanley.  We  set  to  work  to  overcome  regulatory  and  regional  obstacles,  making  a  once 
inthinkable  acquisition  possible.  The  result?  The  company  grew  significantly.  And  new  lines  of  communication  were 
)pened.  Such  complex  challenges  are  our  passion.  Such  client  successes  are  our  mission.  What  can  we  do  for  you? 

(ivestments  and  services  offered  tiy  securities  affiliates  of  IVlorg^n  Stanley,  including  Morgan  Stanley  &  Co  Incorporated,  member  SIPC.  Morgan  Stanley  Dean  Witter  Asia  Ljmited  and 
foigan  Stanley  Japan  Limited.  Issued  and  approved  in  {he  UK  by  Morgan  Stanley  &  Co  International  Limited,  regulated  by  the  FSA,  and  in  Singapore  by  Morgan  Stanley  Dean  Witter  Asia 
Bingapore)  Re.  Employee  names  have  been  changed  to  protect  their  privacy  Morgan  Stanley  and  One  Client  At  A  Time  are  service  marks  of  Morgan  Stanley  ©  2002  Morgan  Stanley 
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Brotherly  Feud 


Alan  Casden  won  a  place  on  this  year's  Forbes  400,  but  he 
won't  win  any  charm  awards,  by  rishawn  biddle 


PLAYING  HARDBALL  IN  BUSINESS  ISN'T  A  REQUIREMENT 
to  get  onto  The  Forbes  400,  though  it  doesn't  hurt  to  kick 
a  few  shins  along  the  way.  But  one  of  this  year's  newest 
members,  Beverly  Hills  real  estate  mogul  Alan  Casden, 
may  have  just  raised  the  bar  by  tangling  not  only  with  his  hapless 
competitors,  employees  and  partners,  but  even  with  his  older 
brother,  Henry. 

In  a  lawsuit  that  has  dragged  on  for  three 
years,  Henry  Casden  is  suing  his  brother  to  re- 
cover part  of  his  severance  and  at  least  $225,000 
in  unpaid  dividends  after  he  quit  as  president  of 
his  brother's  real  estate  company,  following 
"years"  of  "unwarranted  personal  abuse."  The 
breaking  point  for  Henry  allegedly  came  when 
his  combustible  brother  laid  into  Henry's  son 
with  a  "torrent"  of  yet  more  "nbuse."  Adding 
insult  to  injury,  Henry  claims  that,  after  he  ten- 
dered his  resignation  in  May  1999,  his  brother 
immediately  changed  the  locks  on  his  office,  in- 
stead of  letting  him  serve  out  his  final  30  days. 
While  the  amount  of  money  at  stake  is 
negligible,  the  bitterness  runs  deep.  Changing 


By  the  Numbers 

90,000  Apartment  units 
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from  around  400  B.C. 


his  brother  with  fraud,  Alan  Casden  won  a 
countersuit  in  May  2000  and  was  awarded  $1.6 
million  in  attorneys'  fees  plus  the  return  of  his 
brother's  interest  in  a  real  estate  partnership. 
But  a  California  appellate  court  overturned  the 
verdict  in  July,  concluding  that  the  jury  was 
wrongfully  instructed  on  how  to  decide  the 
case.  The  case  has  been  kicked  back  to  Los 
Angeles  County  Superior  Court. 

"If  he  wasn't  my  brother,  he  wouldn't  have 
been  working  here,  because  he  wasn't  satisfac- 
tory," seethes  Alan  whOe  sipping  a  cappuccino 
in  his  Beverly  Hills  office.  "I  gave  him  a  job, 
bought  him  his  house  and  gave  him  cars.  And 
the  more  I  gave,  the  more  it  gave  him  the 
impression  that  he  was  worth  more,  when  in 
reality  I  was  just  giving  him  gifts." 

Retorts  Hillel  Chodos,  Henry's  attorney: 
"Alan's  lying.  I  stand  by  our  evidence." 

But  Alan  Casden  didn't  assemble  an 
empire  of  90,000  apartments  and  a  net  worth 
of  $800  million  by  playing  nice.  The  son  of  a 
liquor  wholesaler,  Alan  Casden  graduated  from 
college  in  1966,  just  after  his  father  died.  Alan 
toiled  as  an  accountant  in  Los  Angeles  and  San 
Francisco  until  he  hooked  up  in  1975  with  Los 
Angeles  apartment  developer  Robert  Mayer. 
With  backing  from  Canada's  Belzberg  clan, 
Casden  took  over  Mayer's  firm,  then  eventually  ^ 
bought  out  the  Belzbergs  following  disputes 
over  strategy. 

"The  Belzbergs  are  very  quixotic,"  sniffs 
Casden.  "They  were  more  chameleon-like  and 
opportunistic.  They  weren't  long-term  investors." 

Kenneth  Blumer,  William  Belzberg's  former  executive  assis- 
tant and  now  a  lawyer,  remembers  it  differently.  "Alan  was 
uncontrollable,"  he  says.  "He  was  uncontrollable  then.  He  is 
uncontroUable  now.  With  Alan  there  are  no  equal  partners.  He 
has  to  be  the  boss." 

After  masterfully  working  the  tax  code  to 
develop  low-income  housing  projects,  Casden 
flipped  the  bulk  of  his  portfolio  last  March  to 
Apartment  Investment  &  Management  Co.,  a 
Denver  REIT,  for  $1.1  billion  in  cash,  Aimco 
stock  and  assumed  debt. 

But  if  Casden  has  his  way,  it's  unlikely  his 
brother  will  share  any  of  the  loot.  As  part  of  his 
countersuit  Alan  claims  that  Henry  defrauded 
him  by  signing  a  three-year  employment  agree- 
ment that  gave  Henry  a  $5  million  stake  in  one 
of  Alan's  partnerships  without  disclosing  that 
Henry  had  just  been  diagnosed  with  diabetes. 

"I  fought  to  keep  him  and  give  him  shares 
of  stock,"  says  Alan.  "And  then  he  turns  around 
and  quits.  No  good  deed  goes  unpunished."  F 
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The  Software 
Integration  Company. 

We  can  help  you  integrate 
all  the  data  and  business 
applications  in  your 
enterprise  and  extend 
thern  to  any  location  in 
the  world.  So  you  can 
improve  efficiency  while 
preserving  your  existing 
infrastructure  investments. 


Sybase  knows  a  few  things 
about  the  financial  services 
industry.  After  all,  our  database 
technology  powers  more  than 
half  the  trades  on  Wall  Street. 
And  our  subsidiary,  lAnywhere 
Solutions,  is  the  mobile 
database  leader  and  the  fastest 
growing  vendor  in  the  embedded 
database  market. 

But  we're  not  just  big  on 
database  market  share.  We're 
big  on  databases.  How  big? 
Our  robust  relational  database 
management  systems  are  capable 
of  powering  the  world's  largest 
data  warehouses.  And  nearly 
half  the  phone  calls  in  the 
People's  Republic  of  China 
depend  on  Sybase  technologies. 

So  it's  safe  to  say  the  database 
wars  are  far  from  over.  In  fact, 
they've  only  just  begun.  Visit 
sybase.com/integrationsolutions 
for  more  information  on  Sybase's 
wide  range  of  database  and 
integration  products. 


ERYTHIN6 


SYB, 
WORKS 


BASE    TECHNOLOGY. 
/HEN     EVERYTHING    WORKS    TOGETHER." 


©2002  Sybase,  Int.  Ail  rights  reserved.  All  trademarks  are  the  property  of  their  respective  owners. 
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Twelve  Really  kagry  Men 


The  parade  of 
corporate  scandals 
is  giving  jurors  plenty 
of  reasons  to  distrust 
big  companies.  Anew 
study  suggests  it's 
only  going  to  get 
worse. 

BY  MICHAEL  FREEDMAN 


WHY  DO  JURIES  LOVE  TO  BEAT 
up  SO  on  big  companies?  To 
try  to  answer  that  question — 
especially  pertinent  in  these 
scandal-ridden  days — corporate  lawyers 
at  such  companies  as  DuPont,  Interna- 
tional Paper  and  Marriott  International 
initiated  a  study  this  past  summer  to 
explore  the  psychology  of  jurors,  focusing 
on  the  role  of  race  and  gender.  They  hope 
the  findings  wUl  help  them  do  a  better  job 
of  picking  juries  and  framing  their 
defenses.  But  as  the  early  results  indicate, 
they've  got  their  work  cut  out  for 
them.  Many  jurors,  particularly  in 
lower-income  communities,  completely 
misunderstand  the  way  business  oper- 
ates. "It's  scary;  it's  not  healthy  for  Amer- 
ica," says  Arthur  Patterson,  a  psychologist 
from  DecisionQuest,  which  conducted 
the  research  for  the  Minority  Corporate 
Counsel  Association.  Based  on  focus 
groups,  in  places  like  Wilmington,  Del. 
and  Pascagoula,  Miss.,  here  are  some  of 
the  preliminary  findings. 
^Educated  white  males,  historically  the  most 
supportive  of  large  corporations,  feel  par- 
ticularly betrayed  by  the  spate  of  account- 
ing scandals  and  are  increasingly  antibusi- 
ness.  One  retired  supervisor  at  a  chemical 
company  told  a  researcher  in  Baton  Rouge 
that  everyone  in  corporate  America  is  on 
the  take.  "Some  steal  pencils  and  some 
people  steal  millions,"  he  shrugs. 
^Many  white  jurors  are  more  likely  to 
support  discrimination  claims,  if  only 
because  speaking  out  in  a  jury  room 
might  lead  to  accusations  of  racism. 
Wealthy  white  homemakers  are  typically 


more  sensitive  to  discrimination  claims 
than  even  blue-collar  or  union  workers. 
Why?  Concern  for  their  husbands'  jobs 
or  their  own  job  prospects  make  these 
women  more  sympathetic  to  workplace 
claims. 

«>- Jurors  sympathetic  to  discrimination 
victims  can  be  found  in  every  demo- 
graphic. White  men  speak  of  discrimina- 
tion  against  them.  A  black  woman 


described  discrimination  by  a  gay  man- 
ager against  heterosexual  employees. 
!^  Many  jurors,  particularly  in  plaintiff-friendly 

venues,  take  a  dim  view  of  plaintiff  lawyers 
and  their  fees.  But  they  don't  punish  the 
client.  They  instead  award  even  highe 
amounts  to  make  sure  plaintiffs  are  full] 
compensated. 
■^Jurors  in  communities  with  a  stroni 
corporate  presence  are  the  most  hostile  t( 
corporations.  The  company  gave  them 
jobs  but  also  brought  pollution  and  lay- 
offs. Senior  management,  subjects  said, 
rarely  talks  to  employees  or  community 
residents.  And  corporate  donations  an 
seen  as  mostly  a  tax-saving  technique,  i 
public  relations  gambit  or  guilt  money. 
^  Jurors  believe  senior  management  knows 
everything  that  happens  in  every  plant, 
dock  and  shipping  station.  Said  one 
Baton  Rouge  juror:  "That  is  why  they 
have  weekly  meetings."  Jurors  believe 
managers  know  about  discriminatory 
practices  by  even  low-level  bosses,  and  i 
every  chemical  used  in  manufacturing.     ' 
Get  out  your  checkbook.  F 


i  Free  Rent,  and  a  Pool  Table 

>    You  don't  want  to  be  a  commercial  landlord  in 

J      ^        Silicon  Valley  these  days.  There's  64  million  square 
lADW^'^     '  ^  ^^'^^     feet  of  space  available;  the  25%  vacancy  rate  is  up 
from  6.5%  in  early  2000,  says  broker  Wayne  Mascia 
Associates  in  Santa  Clara.  This  means  great  deals  for  tenants.  Rents 
have  fallen  80%  from  their  peak  near  $5  a  square  foot.  Landlords  are  asking  for  as  i 
little  as  a  month's  security,  down  from  12  to  24  months',  and  throwing  in  furniture 
and  upgraded  digs.  Thomas  McGovern  at  Cresa  Partners  put  together  this 
audacious  deal:  He  put  a  startup  that  hasn't  received  funding  into  a  building  for  no 
rent  or  security  deposit  (in  exchange  for  stock).  The  company  pays  when  and  if 
funding  comes  through.  Here  are  some  other  deals.  -Kerry  A.  Dolan 


Pleeease  Move  In 


Topspin  Communications  Rent  dropped  to  $l/sq.  ft.  from  $7  at  old  location. 
Lease  includes  furniture  and  pool  table. 


FineGround  Networks 
R2  Technology 
Enosys  Software 


Negotiated  70%  cut  in  rent  at  current  location 
to  $2/sq.  ft.  Option  for  2nd  year  at  a  minor  increase. 

New  landlord  subsidizing  rent  in  previous  space 
for  one  year.  Old  rent:  $3.50/sq.  ft.  New  rent:  $1.50. 

For  same  $2/sq.  ft.  upgraded  to  space  with  glass 
walls  and  carpeting,  versus  warehouse-style  before. 


Amount  rented/location 


30,000  sq.ft., 
Mountain  View 

7,000  sq.ft.,  Campbell 
40,000  sq.ft.,  Los  Altos 
2,800  sq.  ft.,  Redwood  City 


Sources:  Topspin  Communications:  FineGround  Networks:  R2  Technology:  Enosys  Software. 
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Fuzzy  Reception 

Just  when  the  music  business  needs  it  most, 
Internet  radio  starts  tuning  out.  by  peter  kafka 

THE  RECORD  BUSINESS  IS  AFFLICTED  BY  DIGITAL  PIRACY,  CD 
burners,  slumping  sales  and  a  paucity  of  hits.  And  soon  it  is 
likely  to  lose  a  nascent  source  of  free  marketing — hundreds 
of  amateur  Webcasters  who  use  the  Internet  to  create  their 
own  radio  stations.  The  music  labels  have  themselves  to  blame. 

Come  Oct.  20,  anyone  broadcasting  free  music  over  the  Web 
will  start  paying  royalties  to  a  record  industry  consortium.  The  fees 
seem  minimal:  seven-tenths  of  a  cent  per  song  played,  per  listener. 
But  for  the  smaU  stations  and  hobbyists  that  make  up  the  bulk  of 
Webcasters,  even  that  tariff  may  be  too  steep. 

Wanda  Atkinson,  who  runs  3WK  Underground  Radio  with  her 
husband  out  of  their  St.  Louis  home,  figures  they'D  be  on  the  hook 
for  $2,400  a  month,  or  75%  of  the  total  revenue  they  generate  (via 

ad  sales  and  donations)  playing  an 

eclectic  mix  of  alternative  rock. 

The  first  royalty  bill,  retroactive 

to  1998,  will  be  a  doozy — perhaps 

as  much  as  $50,000,  she  says. 

Since  the  new  royalty  rates  were 
announced  in  June,  small  Webcasters 
have  been  shutting  down  in 
droves.  Consultants  BRS  Media 
estimates  that  the  number  has 
dropped  a  third  in  the  last  year, 
to  3,900.  (The  industry  claims 
many  of  these  closings  had  noth- 
ing to  do  with  the  royalties.) 
The  fees  are  the  result  of  laws  Con- 
gress passed — at  the  urging  of  the  music 
lobby — in  1995  and  1998,  which  call  for  performance  royalties 
for  digital  media  transmissions.  Conventional  radio  stations 
don't  pay  these  royalties,  though  both  digital  and  conventional 
radio  stations  pay  fees  to  music  publishers,  around  3%  of  total 
revenues. 

The  record  labels  want  even  higher  rates,  arguing  that  big  Web- 
casters like  AOL  and  Yahoo  are  still  getting  their  content  on  the 
cheap.  But  even  if  the  royalty  rates  were  doubled,  the  money  the 
labels  would  receive  would  amount  to  a  rounding  error  for  the  $13 
billion  industry — perhaps  $10  million  annually.  Webcasting  is  still  a 
hiccup  compared  with  conventional  radio.  The  largest  Webcasting 
networks  tracked  by  Arbitron  stream  about  10  million  listener- 
hours  of  programing  a  month,  or  about  25%  of  what  a  top-rated 
radio  station  in  Los  Angeles  does. 

The  Atkinsons  and  a  group  of  small  Webcasters  are  making  a 
last-ditch  effort  to  reduce  or  hold  off  the  rates.  If  they  don't  suc- 
ceed, Internet  radio  is  likely  to  end  up  looking  much  like  its  con- 
ventional counterpart — dominated  by  a  handful  of  media  giants, 
who  will  have  the  same  kind  of  clout  that  record  labels  now  com- 
plain about  when  trying  to  get  their  songs  on  the  radio.  F 


Buried  Treasure 

Recent  biz  scandals  are  teaching  future  crooks  an 

important  detail:  There  are  good  and  bad  places  to  park  ill- 
gotten  gains.  Foreign  havens  such  as  Guernsey  in  the 
Channel  Islands  or  Nevis  in  the  eastern  Caribbean  are  still 
the  best  bet,  experts  say,  even  as  Uncle  Sam  cracks  down 
on  offshore  trusts.  The  point  isn't  to  hide  the  booty  forever; 
it's  to  make  the  cost  of  recovery  more  than 
anybody  vi/ants  to  pay.  Putting  assets  in  a  limited  liability 
company  is  the  best  protection:  U.S.  courts  can  seize 
distributions  from  the  LLC,  but  not  the  underlying  assets. 
One  caveat.  If  you're  being  chased  by  the  feds,  forget 
about  havens  abroad.  Contact  a  criminal  lawyer,  instead— 
the  government  probably  won't  give  up— Daniel  Fisher 


Bermuda 
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r.Northrop  Grumman  is  developing  technologies 


;hat  will  help  warfighters  locate  targets  with  unprecedented  accuracy.  For  example,  our  AN/APG-68(V)9  fire 


pontrol  radar  incorporates  a  high-resolution,  synth^ic  aperture  radar  that  provides  fighter  aircraft  with 

1  ",:■■'■        'v         . 


jnmatched  all-weather,  precision  strike  capability.  Vi/ef've  also  developed  Affordable  Moving  Surface  Target 
Engagement  (AMSTE)  technology  that  denies  an  enemy  the  sanctuary  of  movement  in  all  weather  conditions. 
'XMSTE  enables  accurate,  near-simultaneous  engagement  of  any  mobile  target,  in  any  land  battle  environment. 


I/Vhere  will  our  leaders  turn  for  dominant  battle  management  in  the  future?  Northrop  Grumman,  to  be  precise. 


vww.northropgrumman.com 

»20Q2  Northrop  Grumman  Corporation 


NORTHROP  CRUMM/kN    Defining 


the     FUTURE' 


Yo,  Plaid 


Burberry  is  red-hot  among  rappers.  This  fact 
may  not  boost  the  company's  bottom  line. 


BY  EMILY  LAMBERT 


Brian  (Baby)  Williams,  a  28- 
year-old  rap  star  from  New  Orleans, 
is  obsessed  with  Burberry.  The 
pofounder  of  Cash  Money  Records 
*  sports  the  trademark  plaid  on  hats, 
jackets,  pants  and  slippers.  He  even 
upholstered  the  seats  of  his  2003 
red  Corvette  in  the  check  pattern. 


I  l^i    respect  it,"  he  says  of  the  pattern. 


Check  it  out:  Baby  Williams.  Not  so  long  ago  Burberry  man- 

agement couldn't  have  imagined 
getting  respect  from  anyone  under,  say,  50.  But  now  the  long- 
snooty  brand's  camel-black-red-and-white  check  drapes  rap 
singers  who  rhapsodize  about  it  in  their  gritty  songs. 


The  classic  pattern  was  rediscovered  by  fashionistas  in  early 
2000,  after  Burberry  started  playing  it  up,  even  dressing  model  Kate 
Moss  in  a  teeny  checked  bikini  in  ads.  Before  then,  the  check  was 
used  mostly  as  a  trench  coat  lining  or  on  accessories,  such  as  hats. 
Sales  hit  $738  million  in  the  March  31  fiscal  year,  double  the  figure 
from  two  years  ago. 

But  popularity  has  its  price.  The  check  is  popping  up  on  every 
street  corner,  thanks  in  part  to  urban  aficionados  who  buy  knock- 
off  versions.  Some  of  the  seemingly  Burberrian  goods  aren't  made 
by  the  London-based  designer  or  its  licensing  partners— that  up- 
holstery in  Williams'  Corvette,  for  instance,  or  cell  phone  covers  in 
the  check.  Monica  Morrow,  fashion  stylist  to  hip-hop  artists  Ghost- 
face  Killah,  Cam'ron  and  Jay-Z,  says  she  has  shelled  out  nearly 
$75,000  so  far  this  year  to  outfit  clients  in  the  Burberry  check.  But 
she  says  that  only  $2,000  of  what  she  spent  went  to  Burberry  or 


her  clients,  who  prefer  baggy  togs  and  customized  stuff. 

It's  hard  for  Burberry  to  control  a  lot  of  this.  The  cautious  state- 
ment from  a  tight-lipped  spokesperson:  "Courting  celebrities"  isn't 
part  of  its  marketing  strategy.  But  maintaining  some  exclusivity  is. 
As  Burberry's  classic  check  surfaces  everywhere,  the  company  is 
pushing  a  new  pattern:  the  Burberry  stripe. 


BEING  A  TINY  PUBLICLY  TRADED 
company  isn't  easy.  You  have  all 
the  disclosure  and  accounting 
hassles  of  General  Electric,  with  a 
lot  fewer  resources.  So  last  summer's  Sar- 
banes-Oxley  Act,  designed  to  thrust  a 
righteous  sword  through  the  hearts  of 
earnings  finaglers,  is  making  a  number  of 
companies  with  microcapitaUzations  (less 
than  $75  million)  reconsider  being  re- 
porting companies.  Investor  discontent  in  a  bear  market  already 
has  made  life  hard  for  small  outfits  with  shrinking  share  prices. 
"Some  companies  were  not  so  sure  that  being  public  was  so  great 
to  begin  with,  and  this  put  the  nail  in  the  coffin,"  says  securities 
lawyer  David  N.  Feldman  of  New  York.  He  has  several  small 
clients  looking  at  exit  strategies. 

Sarbanes-Oxley,  among  other  things,  requires 
chief  executives  and  chief  financial  officers  to  per- 
sonally certify  the  accuracy  of  financial  state- 
ments— and  could  throw  them  in  the  slammer  if 
any  funny  stuff  goes  on.  Th;'.^  prospect  is  scary 
enough.  Then  there's  the  mounting  cost  of  com- 
pliance. Before  the  "reform,"  a  -;mall  public  com- 
pany might  have  spent  $60,000  for  legal  work 
and  another  $100,000  on  its  auditors  an- 
nually. These  expenses  are  expected  to 
double  or  tripi  '-'ccauso  lawyers  and  ac- 
countants now  must  delve  deeper  into 
their  customers'  practices.  "Many  of  them 
can't  afford  enough  legal  and  accounting 


Who  Needs 
The  Aggravation? 

Tough  accounting  rules  have 

persuaded  some  small  firms  that 

being  public  is  not  such  a  hot  idea 

BY  CARRIE  COOLIDGE 


advice  to  make  sure  their  CEO  and  CFO 
won't  go  to  jail,"  says  Joseph  Bartlett,  an 
attorney  in  Manhattan. 

It's  too  early  to  teO  how  big  the  exo- 
dus will  be.  One  reform-related  depar- 
ture, Global  Water  Technologies,  left  the 
over-the-counter  bulletin  board  on  Aug. 
12,  crying  about  high  costs. 

Companies  expected  to  deregister  first 
will  be  those  with  fewer  than  300  share- 
holders of  record.  These  companies  need  only  to  file  a  Form  15 
with  the  SEC  to  be  relieved  of  the  regulatory  obligations  of  a  pub- 
lic company.  A  deregistered  company  can  continue  to  be  traded  in 
the  pink  sheets  or  by  an  o-t-c  marketmaker  willing  to  quote  it. 
This  kind  of  departure  costs  very  little.  But 
companies  with  300  or  more  shareholders 
must  pay  more  to  gain  their  freedom  from 
federal  tyranny — by  kicking  off  a  share  buy- 
back,  perhaps  coupled  with  a  reverse  stock 
split,  to  get  below  the  300-shareholder  floor. 
If  an  investor  has  less  than  one  share  post- 
split,  he  has  no  choice  but  to  be  cashed  out. 
That's  what  Teltone,  a  bulletin-board- 
traded  telecommunications  software  com- 
pany, plans  to  do.  On  Sept.  1 1  the  $7.7  mil- 
ion  (annual  revenues)  company  announced  a 
l-for-900  reverse  split.  Fractional  shares  will 
be  bought  out  at  a  presplit  24  cents  apiece,  a 
nice  price  for  a  moneylosing  company  whose 
shares  were  last  trading  at  10  cents.  W 
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Business  continuation  planning  from  Prudential  Financial 


Anne's  worked  hard  to  build  her  business  and  now  wants  to  take  extra  steps 
to  keep  it  prospering  after  she's  no  longer  guiding  it.  She  met  with  her  Prudential 
financial  professional  to  custom-design  a  business  continuation  plan.  By  ensuring 
she  has  the  right  mix  of  insurance,  investments  and  contingency  planning  in 
place,  Anne  can  assure  the  continuity  of  her  business. 


Your  business  deserves 

a  continuation  plan 
from  Prudential  Financial. 


Prudential  can  help 
you  fund  a  full  range 
of  solutions  to  meet 
your  business  needs, 
including: 

►  Buy-sell 
arrangements 

►  Key  employee 
life  insurance 

►  Estate  planning 

►  Employee  benefits 

►'Executive 
compensation 
planning 

►  Employee  stock 
ownership  plans 


You  know  the  power  of  proper  planning — it's  helped  you  grow  and  shape 
your  business.  But,  have  you  considered  what  will  happen  to  your  business 
without  a  proper  continuation  plan?  We  have  the  expertise  to  help  you  create 
business  continuation  plans  that  meet  a  variety  of  corporate  and  personal  needs. 


Assure  your  company's  future.  Even  after 
you  are  no  longer  at  the  helm — whether  by 
choice  or  by  chance — preparing  for  unexpected 
events  now  will  give  you  control  over  how  your 
business  runs  in  the  future.  From  key  person 
insurance  to  provisions  for  estate  taxes, 
a  Prudential  financial  professional  can 
help  you  protect  your  interests. 

What  happens  after  you  retire?  After  all 
the  work  that's  gone  into  your  business 
success,  you  naturally  want  to  see  it  continue. 
Whether  you  choose  to  pass  it  along  to  the  next 
generation,  or  find  new  ownership.  Prudential 
Financial  can  work  with  you  to  make  the  right 
decisions  and  ensure  a  smooth  transition 
to  new  management. 


Are  your  executive  compensation  plans 
enough  to  retain  your  best  employees? 

Employees  are  the  heart  and  soul  of  your 
business.  They  have  the  knowledge  and  ability 
needed  to  keep  your  company  running  smoothly 
We  can  help  you  create  an  attractive  and 
competitive  plan  aimed  at  helping  you 
retain  your  key  personnel. 

Gain  peace  of  mind.  For  information  on 
how  you  can  use  a  business  continuation  plan 
to  ensure  your  business'  future,  call  to  find 
a  Prudential  Financial  office  near  you. 

1-800-THE-ROCK,  ext.  9734 

or  visit  us  online  at  prudential.com 


Prudential  (Mj  Financial 

Crowing  and  Protecting  Your  Wealth® 


jfe  insurance  issued  by  The  Prudential  Insurance  Company  of  America  and  its  affiliotes.  Securities  products  and  services  offered  through  Pruco  Securities  Corporation,  member  SIPC.  All  are  Prudential  Financial,  Inc. 
omponies.  Each  is  solely  responsible  for  its  own  finonciol  condition  and  contractual  obligations.  Neither  Prudential  Financial  nor  its  affiliates  provide  tax  advice.  You  should  consult  your  om  tax  advisors  regarding 
rauf  Mrticulor  situation.  Prudential  Financial  is  a  service  mork  of  The  Prudential  Insurance  Company  of  America,  Newark,  NJ  and  its  affiliates. 


OUTFRONT 


The  Informer 


infnrmfir(S)fnrhfis.nnm 


A  case  Study  for 
legal  insurance 
Hartand  Stonecipher 


His  Own  Best  Customer 

Pre-Paid  Legal  Services  founder  and  Chairman  Harland  Stone- 
cipher  has  asked  the  U.S.  Tax  Court  to  reverse  an  Internal  Rev- 
enue Service  decision  that  he  can't  deduct  against  his  regular 
income  $1.5  million  of  losses  from  businesses  that  provided  char- 
ter aircraft  to  Pre-Paid.  Meanwhile,  Stonecipher,  64,  who  has 
denied  that  his  publicly  traded  Ada,  Okla.-based  firm  employs 
questionable  accounting  and  other  practices  (FORBES,  July  S),  just 
settled  another  IRS  case  challenging  losses  taken  from  the  nearby 
cattle  ranch  where  he  lives.  In  the  1990s  he  agreed  to  stop  claim- 
ing tax  losses  from  coonhound  breeding.  — Janet  Novack 

Hey,  Mortgages  Are  Serious  Stuff 

The  U.S.  Marshals  Service  just  spent  $23,000  for  a  one-time  quar- 
ter-page ad  in  USA  Today  seeking  the  capture  of  convicted 
swindler  John  Ruffo.  He  vanished  in  1998  after  being  sentenced 
to  17!^  years  for  posing  as  a  Philip  Morris  official  overseeing  a 
"top  secret"  research  project  and  then  borrowing  $350  million 
from  units  now  part  of  Bank  of  America  and  First  Union.  Al- 
though they  have  no  fresh  leads,  the  feds  say  Ruffo,  48,  on  their 
15  Most  Wanted  list  since  2000,  "may  now  be  attempting  other 


fraud  scliemes."  His  jailed  partner  once  braggec 
that  hosing  the  banks  was  easier  than  getting  a 
home  mortgage.  — William  P.  Barrett 

Try  Using  These  With  the  IRS 

The  IRS  often  allows  subchapter  S  corporations, 
which  pass  all  net  company  income  to  their 
shareholders,  to  pay  owner-officers  a  hefty  "dis- 
tribution" without  calling  it  "salary,"  therebyj 
avoiding  Social  Security  and  Medicare  taxes, 
U.S.  Treasury  inspector  general's  report  says.  An- 
alysts looking  at  a  small  sample  found  that  offi- 
cers reported  an  average  $5,300  in  salary  sub- 
ject to  these  taxes  but  recorded  $349,323  in  other 
distributions.  The  IRS  agrees  there  are  problems 
here.  Excuses  listed  in  its  written  response:  lack 
of  resources,  taxpayer  ignorance  and  comput- 
ers that  simply  can't  spot  the  issue.         — J.N. 

Next,  a  Levy  on  Sunlight  ' 

"City  to  tax  rainwater,"  read  a  recent  headline  in  the  Winona 
Daily  News  (Minn.)  about  tentative  plans  by  that  Mississippi 
River  city  of  25,000  to  levy  fees  on  the  rain  that  runs  off  every 
taxpayer's  property.  City  officials  say  the  charge,  about  $15  a  year 
for  the  average  homeowner,  is  essentially  required  by  federal  law, 
already  implemented  by  some  other  towns  and  earmarked  to 
help  pay  for  treatment  of  drained  contaminants.  A  complex  for- 
mula will  charge  less  for  undeveloped  property,  which  presum- 
ably can  better  absorb  the  wet  stuff.  — W.P.B. 

Quack  Flak  Whacked  Af  lac 

Animal  rights  group  United  Poultry  Concerns  is  railing  against 
Ailac  Inc.  over  its  long-running  $120  million  television  ad  cam- 
paign featuring  a  big  white  duck  quacking  out  the  Columbus, 
Ga.  insurer's  name  as  being  a  source  of  supplemental  coverage. 
The  bird  is  sometimes  depicted  in  dicey  straits,  like  falling  into 
the  Grand  Canyon  and  hanging  upside  down  in  a  bat  cave.  Ani- 
mal cruelty?  Ailac  says  a  robot  duck  plays  the  iffy  scenes.  But  a 
UPC  official  nevertheless  called  the  commercials  "degrading"  to 
ducks  and  says  animal  abuse  could  be  fostered.   — Dirk  Smillie 


misskami^m* 


Judges  seem  to  be  dealing  more  harshly  with  anorneys  who  file  lawsuits  or  pleadings  deemed  to  be  frivolous  .  —J.N.  and  W.P.B. 

LAWYERS  OR  FIRMS  LOCATION  OF  COURT  ALLEGATIONS  INCLUDE  FINE 

Thomas  J.  Henry  Rockport,  Tex.  suing  doctors  over  faulty  prescriptions  they  didn't  write  $50,000 

Schoengold  &  Sporn,  Berger  &  Montague  New  York,  N.Y.  pursuing  securities  fraud  claim  with  no  chance  of  success  84,153 

Shuttleworth  &  Ingersol!  Des  Moines,  Iowa  making  meritless  claims  to  delay  a  case  25,000 

Arthur  Susman,  Charles  Watkins  Miami,  Fla.  lacking  adequate  basis  for  securities  litigation  520,000 

Stephen  Young  Minneapolis,  Minn,  starting  worthless  case  against  antilogging  group  5,000 

Richard  Zeitler  Morristown,  N.J.  filing  claims  for  persons  he  didn't  actually  represent  12,375 
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How  can  you  identify  your  best 
(and  worst)  suppliers? 

View  your  total  spend  across 
business  lines  and  geographies? 

And  make  sure  your  contracts 
get  you  the  best  price? 


SAS'  is  all  you  need  to  know. 


Only  SAS  provides  a  complete  view  of  who's  buying 
what  in  yv.ii  company. ..and  from  which  suppliers. 
Si)  you  cai;  consolidate  spending,  cut  your  costs  and 
rnaximiz^j ,  ioHis.  To  find  out  how  leading  companies 
a!  e  reaping  the  rewards  of  SAS  supplier  intelligence 
sc>ft^^are.  call  1  866  270  5724  toll  free  or  visit 
y/ww.sas.com/supplier 


The  Power  to  Know,, 
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=AS  and  all  other  SAS  Institute  Inc  product  or  service  namsf  i 
''  2002  SAS  Institute  Inc  All  rights  reserved.    51 178US  060i 


sterert  trademarks  or  trademartss  of  SAS  Institute  Inc.  in  the  USA  and  other  countries.  ®  indicates  USA  registration. 
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Samsung  Flat  Panel  TVs. 

It's  hard  to  say  where  one  will  turn  up  next. 

Office?  Kitchen?  Bedroom?  There's  almost  no  space  that  won't  welcome  an 
ultra  slim  and  light  Flat  Panel  TV.  These  very  versatile,  highly  connectable 
TVs  also  feature  the  industry's  first  PC  Picture-in-Picture.  Meaning  you  can 
simultaneously  view  e-mails  and  TV,  work  while  watching  the  game  or 
get  financial  news  while  trading  stocks  online. 

-  High  definition-ready  for  superior  image  quality. 

■  Virtual  surround  sound.  Built-in  speakers. 

■  Standard  and  wide  screen  aspect  ratios. 

■  1  5"  and  1  7"  models. 

There's  just  one  question  left.  Where  to  put  it?  See  the  possibilities  at 
www.samsungusa.com/lcdtv. 


Not  just  digital...  Samsung  DigitAII! 


SAMSUNG  DIGITa/i 

everyone's   i  n  vitedi 
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When  bad  things  happen  to  good  ideas 
Ken  Lay  spurred  deregulation. 


The, 


Oth^ 


er 


rynron 

Story 


The  scandal-plagued  giant  helped  spark 
changes  that  have  saved  businesses  and 
msumers  billions  of  dollars  in  energy  bills. 


Will  those  reforms  survive  the  company? 


enneth  L.  Lay.  the  disgraced  former  chairman  of  Enron,  might 

11  have  been  expected  to  go  into  hiding  after  his  legal  problems 
upted,  but  I  spotted  him  and  his  wife  as  soon  as  I  entered  Hous- 
n's  Grotto  Ristorante  last  spring.  Congressmen  had  just  given 
a  tongue-lashing  on  national  television,  yet  Lay  was  down- 

t  affable  when  I  greeted  him.  As  he  was  leaving,  another  per- 
n  approached  him  and  shook  his  hand. 

Lay  had  good  reason  for  his  still-public  profile:  The  recent 
alanche  of  bad  press — and  later  evidence  that  he  had  presided, 
liberately  or  cluelessly,  over  one  of  the  biggest  and  most  brazen 
(andals  in  corporate  history — had  buried  the  extraordinary  con- 
libutions  that  Enron  made  to  bring  sanity  and  reason  to  the 
lergy  markets. 

Qffshore  accounts,  allegedly  fake  trades  among  shell  compa- 
ies,  billions  of  dollars  of  debt  hidden  in  special  entities — some- 
ae  will  probably  go  to  prison  for  that,  and  all  of  it  happened  on 
en  Lay's  watch.  Yet  millions  of  consumers  and  businesses  pay 
>wer  gas  and  electric  bills  because  of  what  he  accomplished, 
deregulation  broke  the  natural  gas  straitjacket  system  of  price 
jntrols  that  was  so  dysfunctional  it  really  discouraged  develop- 
lent  [of  new  gas  supplies],"  says  Daniel  Yergin,  chairman  of 
ambridge  Energy  Research  Associates.  "After  decontrol,  supply 
rew  substantially  and  prices  went  down.  Supply  and  demand 
orked  to  make  the  market  more  efficient  and  flexible,  and  to 
3Sorb  shocks  in  a  way  that  was  not  possible  before — even  under 
le  duress  of  a  cold  winter  two  years  ago." 

This  is  the  other  half  of  the  Enron  story — the  tale  of  a  com- 
any  that  was  great  before  it  was  guilty,  of  a  man  who  champi- 
ned  the  deregulation  that  ought  to  oudive  this  scandal.  Having 


BY  TONI  MACK 

covered  Lay  on  and  off  for  much  of  the  past  20  years,  I  met  with 
him  again  recently  to  talk  about  all  of  this.  The  one  condition:  We 
wouldn't  thrash  over  recent  history.  Far  from  seeming  defensive 
or  defeated,  he  was  relaxed  and  upbeat,  confident  that  history 
would  exonerate  his  work.  "Ten  or  twenty  years  from  now,  I  think 
that  [early]  period  will  be  looked  at  as  a  period  when,  finally, 
markets  were  allowed  to  rationalize  the  gas  industry,"  he  says. 

Ever  since  the  Natural  Gas  Act  of  1938  the  business  had  been 
a  mess,  regulated  the  way  prisons  control  convicts.  Washington 
dictated  how  much  interstate  pipelines  could  pay  gas  producers 
and  how  much  they  could  charge  to  haul  the  gas.  Once  a  pro- 
ducer sold  gas  from  a  field  to  a  pipeline,  it  was  often  required  to 
sell  that  gas  to  only  that  pipeline  for  decades,  until  the  field 
coughed  up  its  last  molecules.  State  bureaucrats  decided  (and 
most  still  do)  how  much  utilities  like  Brooklyn  Union  Gas  or 
North  Shore  Gas  Co.  of  Chicago  could  mark  up  the  gas  for  mov- 
ing it  from  the  interstate  pipeline  to  factories  and  homes. 

The  result  was  economic  lunacy.  In  the  early  1970s  the  high- 
est price  the  predecessor  to  the  Federal  Energy  Regulatory  Com- 
mission (ferc)  allowed  interstate  pipelines  to  pay  for  gas  was  20 
cents  per  thousand  cubic  feet.  Intrastate  pipelines — over  which 
Washington  had  no  control — could  bid  mere  pennies  more  and 
keep  the  gas  in-state.  Obvious  solution:  Raise  the  interstate  price. 
The  FERC  solution:  Import  Algerian  gas  at  ten  times  the  20-cent 
domestic  price.  Meanwhile,  interstate  supplies  grew  so  meager 
that  the  feds  hatched  plans  for  who  got  first  claim  to  gas  in  case  of 
shortages.  Residential  users — that  is,  voters — came  first,  and  fer- 
tilizer plants  ranked  ahead  of  electric  plants. 

By  the  winter  of  1976-77  this  rigid  system  had  produced 
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When  bad  things  happen  to  good  ideas: 
Ken  Lay  spurred  deregulation. 
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Story 


The  scandal-plagued  giant  helped  spark 
changes  that  have  saved  businesses  and 
onsumers  billions  of  dollars  in  energy  bills. 


Will  those  reforms  survive  the  company? 


Kenneth  L.  Lay,  the  disgraced  former  chairman  of  Enron,  might 

veil  have  been  expected  to  go  into  hiding  after  his  legal  problems 
rupted,  but  I  spotted  him  and  his  wife  as  soon  as  I  entered  Hous- 
on's  Grotto  Ristorante  last  spring.  Congressmen  had  just  given 
lim  a  tongue-lashing  on  national  television,  yet  Lay  was  down- 
ight  affable  when  I  greeted  him.  As  he  was  leaving,  another  per- 
on  approached  him  and  shook  his  hand. 

Lay  had  good  reason  for  his  still-public  profile:  The  recent 
ivalanche  of  bad  press — and  later  evidence  that  he  had  i3resided, 
deliberately  or  cluelessly,  over  one  of  the  biggest  and  most  brazen 
scandals  in  corporate  history — had  buried  the  extraordinary  con- 
tributions that  Enron  made  to  bring  sanity  and  reason  to  the 
energy  markets. 

Offshore  accounts,  allegedly  fake  trades  among  shell  compa- 
nies, billions  of  dollars  of  debt  hidden  in  special  entities — some- 
one will  probably  go  to  prison  for  that,  and  all  of  it  happened  on 
Ken  Lay's  watch.  Yet  millions  of  consumers  and  businesses  pay 
lower  gas  and  electric  bills  because  of  what  he  accomplished. 
Deregulation  broke  the  natural  gas  straitjacket  system  of  price 
controls  that  was  so  dysfunctional  it  really  discouraged  develop- 
ment [of  new  gas  supplies],"  says  Daniel  Yergin,  chairman  of 
Cambridge  Energy  Research  Associates.  "After  decontrol,  supply 
grew  substantially  and  prices  went  down.  Supply  and  demand 
worked  to  make  the  market  more  efficient  and  flexible,  and  to 
absorb  shocks  in  a  way  that  was  not  possible  before — even  under 
the  duress  of  a  cold  winter  two  years  ago." 

This  is  the  other  half  of  the  Enron  story — the  tale  of  a  com- 
pany that  was  great  before  it  was  guilty,  of  a  man  who  champi- 
oned the  deregulation  that  ought  to  outlive  this  scandal.  Having 


BYTONI  MACK 

covered  Lay  on  and  off  for  much  of  the  past  20  years,  I  met  with 
him  again  recently  to  talk  about  all  of  this.  The  one  condition:  We 
wouldn't  thrash  over  recent  history.  Far  from  seeming  defensive 
or  defeated,  he  was  relaxed  and  upbeat,  confident  that  history 
would  exonerate  his  work.  "Ten  or  twenty  years  from  now,  I  think 
that  [early]  period  will  be  looked  at  as  a  period  when,  finally, 
markets  were  allowed  to  rationalize  the  gas  industry,"  he  says. 

Ever  since  the  Natural  Gas  Act  of  1938  the  business  had  been 
a  mess,  regulated  the  way  prisons  control  convicts.  Washington 
dictated  how  much  interstate  pipelines  could  pay  gas  producers 
and  how  much  they  could  charge  to  haul  the  gas.  Once  a  pro- 
ducer sold  gas  from  a  field  to  a  pipeline,  it  was  often  required  to 
sell  that  gas  to  only  that  pipeline  for  decades,  until  the  field 
coughed  up  its  last  molecules.  State  bureaucrats  decided  (and 
most  still  do)  how  much  utilities  like  Brooklyn  Union  Gas  or 
North  Shore  Gas  Co.  of  Chicago  could  mark  up  the  gas  for  mov- 
ing it  from  the  interstate  pipeline  to  factories  and  homes. 

The  result  was  economic  lunacy.  In  the  early  1970s  the  high- 
est price  the  predecessor  to  the  Federal  Energy  Regulatory  Com- 
mission (FERC)  allowed  interstate  pipelines  to  pay  for  gas  was  20 
cents  per  thousand  cubic  feet.  Intrastate  pipelines — over  which 
Washington  had  no  control — could  bid  mere  pennies  more  and 
keep  the  gas  in-state.  Obvious  solution:  Raise  the  interstate  price. 
The  FERC  solution.  Import  Algerian  gas  at  ten  times  the  20-cent 
domestic  price.  Meanwhile,  interstate  supplies  grew  so  meager 
that  the  feds  hatched  plans  for  who  got  first  claim  to  gas  in  case  of 
shortages.  Residential  users — that  is,  voters — came  first,  and  fer- 
tilizer plants  ranked  ahead  of  electric  plants. 

By  the  winter  of  1976-77  this  rigid  system  had  produced 
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near-disaster.  Interstate  supplies  were  so  short  that  some  hospitals 
and  schools  in  the  Midwest  and  Northeast  were  in  danger  of  clos- 
ing for  lack  of  gas  to  heat  them.  The  Philadelphia  school  system 
and  many  East  Coast  plants  did  shut  down. 

Into  the  chaos  stepped  Ken  Lay.  He  had  earned  a  Ph.D.  in 
economics  after  working  in  corporate  planning  for  Exxon  and 
had  spent  time  in  the  U.S.  Navy's  finance  department,  FERC  and 
the  Interior  Department,  where  he  tackled  energy  poUcy  before 
an  Energy  Department  even  existed.  Later,  as  president  of  Florida 
Gas  Transmission  in  the  mid-1970s,  he  lobbied  key  congressmen 
behind  the  scenes  for  deregulation. 

"I  went  around  the  state  and  tried  to  educate  aU  of  the  dele- 
gation on  the  importance  of  this  battle,"  he  tells  FORBES.  "At  the 
end  of  the  day,  I  got  all  but  two  of  them  to 
cosponsor  those  deregulation  bills." 

But  the  Natural  Gas  Policy  Act  of  1978 
granted  only  partial  deregulation.  (Complete 
removal  of  price  controls  didn't  occur  until 
1993.)  The  act  created  dozens  of  categories  of 
gas  prices:  Some  stayed  low,  some  rose  at 
inflation  plus  4%,  others  were  freed  entirely. 
This  was  near  the  peak  of  the  so-called 
energy  crisis,  when  the  world  imagined  it  was 
running  out  of  oil  and  gas.  A  desperate  mar- 
ket bid  up  gas  prices  to  insane  heights. 

The  situation  only  worsened  in  1982,  as 
shortages  turned  into  a  glut  and  oil  prices 
tumbled,  while  gas  prices  kept  soaring.  FERC 
let  customers  out  of  contracts  to  buy  high- 
priced  gas  from  pipelines — but  wouldn't 
allow  pipelines  out  of  contracts  to  buy  high- 
priced  gas  from  producers.  The  pipelines 
were  swamped  by  commitments  to  buy  gas 
they  couldn't  sell. 

That  is  when  Lay  made  his  second  major 
mark — and  revolutionized  the  business.  At 
the  time  he  was  the  number  two  guy  at  Transco  Energy,  a  large 
Houston-based  interstate  pipeline  later  swallowed  by  Williams 
Cos.  Lay  devised  a  plan  that  simultaneously  reduced  the 
pipeline's  obligations  to  buy  high-priced  gas  and  got  the  gas  to 
customers  at  lower  prices.  His  pitch:  If  a  producer  would  let 
Transco  out  of  its  contract  to  purchase  high-priced  gas,  then  the 
producer  could  sell  that  gas  directly  to  customers — and  Transco 
would  transport  it. 

Lay  thought  it  made  much  more  sense  to  let  producers  deal 
directly  with  customers  anyway  and  cut  separate  deals  with 
pipelines  to  transport  the  gas.  "We  were  just  trying  to  get  more 
liquidity  in  the  market  place,"  he  explains.  FERC  approved,  but 
producers  balked.  Lay's  key  convert:  Richard  Nelson,  manager  of 
natural  gas  at  Royal  Dutch/Shell's  U.S.  unit.  "I  finally  persuaded 
him,"  says  Lay,  "that  the  only  way  the  industry  could  get  through 
this  would  be  if  producers  started  'narkcting  their  gas  directly." 

Clearly,  this  was  a  better  way  to  do  business.  And  in  1985  FERC 
ordered  all  pipelines  to  start  carrying  gas  that  customers  bought 
directly  fi-om  producers. 


To  appreciate  the  novel  challenges  of  the  situation,  imagine  a 
government-regulated  market  for  oranges,  where  grocers  were 
told  how  much  they  could  pay  for  oranges  and  how  much  they 
could  charge  you  for  them,  including  shipping  and  profit.  Then, 
suddenly,  the  government  says  you  can  keep  on  buying  oranges 
from  your  grocer^^Kroger,  say — but  you  can  also  buy  them 
directly  from  any  grower  in  the  coimtry,  and  Kroger  has  to  ship 
them  to  you.  Would  you  know  how  to  arrange  for  your  own  sup- 
ply of  oranges?  Could  Kroger  deliver  your  oranges  exactly  when 
you  would  need  them — while  also  shipping  oranges  to  its  stores 
for  people  who  prefer  the  old  way  of  buying  them? 

Orange  prices  fluctuate.  How  would  Kroger  write  contracts 
to  reflect  the  market  price?  The  grocery  chain  would  need  to  keep 
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If  you  think  there  is  an 
argument  to  be  made  for 
capping  natural  gas  prices 
again,  consider  this:  "City 
gate"  prices,  the  cost  of  gas 
when  it  gets  to  the  local  utility, 
have  trended  downward  since 
deregulation  began. 


Data  go  back  only  to  1984,  the  earliest 
year  for  which  the  Energy  Information 
Administration  has  figures.  Prices 
are  expressed  in  2002  dollars 
and  adjusted  for  inflation. 
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1985  FERC  orders 
pipelines  to  carry  gas 
that  customers 
purchase  directly 
from  producers. 

its  orange  trucks  as  fuU  as  possible  to  cover  their  cost  and  mainte 
nance.  But  how  could  it  keep  them  loaded  if  it  couldn't  predict 
how  many  oranges  its  customers  would  need?  How  could  it  turn 
a  profit  when  it  didn't  know  how  many  oranges  it  would  be  ship- 
ping for  a  fee  and  how  many  it  would  sell  and  at  what  price? 

Oranges  are  gas,  the  trucks  are  pipelines  and  Kroger  is 
pipeline  management.  But  people  can  usually  live  without 
oranges.  If  the  gas  doesn't  arrive,  people  fi-eeze.  Post-deregulation, 
pipeline  managers  struggled  to  figure  out  gas  prices,  logistics  anc 
contract  terms  in  a  fi-ee  market  that  had  never  existed  before. 

Observing  the  gas  industry  was  like  watching  a  basket  of  yarr 
try  to  sort  itself  into  a  sweater — a  tangled  mess  for  most  befud- 
dled pipeline  bosses.  But  Lay,  who  by  1984  had  moved  to  the  tof 
spot  at  pipeliner  Houston  Natural  Gas,  never  stopped  knittinj 
things  together.  "I  just  keep  trying  until  something  works,"  h( 
told  me  in  the  first  story  I  wrote  about  him,  that  same  year. 

By  the  time  Enron  was  born  out  of  the  merger  of  Houstor 
Natural  Gas  and  InterNorth,  a  big  pipeline  that  ran  from  Texas  u{ 
into  the  Midwest,  a  certain  pattern  began  to  emerge.  By  1987,  La^ 
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nd  his  lieutenants — pioneer  executives  all  under  50  years  old — 
igured  out  how  to  cut  prices  within  24  hours  when  a  competing 
ael  dropped  so  low  that  industrial  customers  were  switching. 
Tiey  relished  stealing  competitors'  customers  in  markets  their 
ipes  didn't  even  reach,  by  selling  gas  and  hiring  the  competitor 
3  carry  it.  They  also  made  money  at  another  new  business: 
uilding  gas-fired  electric  plants  and  seUing  the  power  to  big  busi- 
esses  and  utilities.  But  they  were  also  piling  on  huge  debt,  hurt 
y  the  twin  blows  of  nationalization  of  its  assets  in  Peru  and 
reenmail  payments  to  two  corporate  raiders. 

One  early  hint  of  deeper  trouble  emerged  in  late  1987.  Lay 
ad  to  shut  down  an  oil  trading  unit  begun  by  his  predecessor 
/hen  a  rogue  trader  made  bad  bets  that  cost  Enron  $85  million. 


lack  then  nothing  evident  tied  the  illegal  moves  of  the  Enron 
nit  in  Valhalla,  N.Y.  back  to  Houston  headquarters.  The  chief 
ulprit  went  to  prison,  but  Lay  said  it  was  an  isolated  incident. 
He  felt  so  confident,  he  wanted  to  go  for  a  home  run,"  Lay  told 
le  at  the  time. 

It  turned  out  that  Enron,  too,  was  swinging  for  the  fences. 
Looting  around  in  the  notes  to  the  consolidated  financial  state- 
ments in  Enron's  1992  annual  report,  under  the  bland  heading 
Accounting  for  Price  Risk  Management  Activities,"  I  found  an 
larming  clue.  In  1991,  a  year  after  the  now-infamous  Jeffrey 
killing  joined  Enron,  the  company  had  become  the  first  and,  at 
.le  time,  the  only  nonfinancial  public  company  to  adopt  so- 
alled  mark-to-market  accounting.  Mark-to-market  is  a  fine  idea 
)r  an  outfit  that  owns  another  firm's  stock  or  wheat  options  or 
erivatives.  Adjusting  the  value  of  these  investments  to  their  cur- 
;nt  market  price  every  quarter — marking  them  to  market — teDs 
utsiders  if  the  company  has  made  or  lost  money  on  them. 

The  problem  was  that  Enron  was  applying  this  method  not 
1st  to  financial  investments,  but  to  contracts  to  buy  and  sell  gas 


over  periods  as  long  as  20  years.  The  company  was  calculating 
what  an  outside  buyer  would  pay  for  those  contracts,  and  book- 
ing, up  ft'ont  in  the  first  year,  all  of  the  profit  it  expected  to  pull  in 
over  the  term  of  the  contracts.  This  approach  carried  risks  differ- 
ent fi-om,  but  no  less  alarming  than,  betting  on  the  direction  of 
interest  rates  (the  bet  that  did  in  Orange  County  in  1994).  If  a 
seller  or  buyer  reneges  on  its  contract,  Enron  would  be  forced  to 
book  a  loss  and  reverse  the  profits.  Moreover,  a  lot  can  happen  in 
20  years:  Suppose  the  government  changes  the  rules  or  the  tax 
system  again?  And  by  taking  all  of  its  profits  in  the  first  year, 
Enron  would  be  forced  to  write  larger  contracts — or  more  of 
them — each  year  to  keep  racking  up  growth. 

FORBES  ran  a  story  on  this  ("Hidden  Risks")  in  May  1993.  Lay 
was  furious — and  had  Wall  Street  analysts 
primed  to  issue  reports  dismissing  the  story 
as  soon  as  it  appeared.  He  told  FORBES  that 
Arthur  Andersen  had  approved  the  account- 
ing change;  never  mind  that  Enron  held  a 
cleaver  over  Andersen's  neck  by  putting  its 
audit  contract  up  for  bid  every  year.  SkUling 
was  just  as  scathing.  He  trotted  up  to  his 
alma  mater,  Harvard  Business  School,  and 
prompted  a  case  study  explaining  why 
Enron  wasn't  taking  truly  big  risks. 

I  was  also  troubled  by  the  fact  that 
Enron  was  revising  its  financial  statements 
every  year,  which  made  it  impossible  to 
compare  the  results  of  one  year  with 
another.  Its  1991  balance  sheet  cited  "Mar- 
ketable securities"  worth  $23  million,  down 
ft-om  $28  million  in  1990;  in  1992  that  line 
disappeared,  and  a  new  one  popped  up — 
the  puzzling  "Assets  from  price  risk  man- 
agement activities."  This  item  was  said  to 
have  been  worth  $270  million  in  1991  and 
nearly  twice  as  much  in  1992.  In  1992,  like- 
wise, Enron  listed  a  $5 14,000  deficit  labeled  "Restricted  stock  plan 
deferred  compensation,"  but  that  had  disappeared  in  the  1993 
report.  In  its  place  was  a  deficit  called  "Other  (including  Flexible 
Equity  Trust,  Note  11),"  totaling  $10.5  million  for  1992— and 
$225  million  for  1993. 

How  could  shareholders  tell  what  was  happening  if  line  items 
appeared  one  year  and  mysteriously  vanished  the  next?  Enron 
also  regularly  changed  how  it  reported  results  ft-om  its  businesses, 
lumping  some  together  one  year  and  others  the  next.  This  made 
it  impossible  to  discern  whether  a  particular  unit,  such  as  the 
power  business,  was  earning  or  losing  money  or  whether  its  assets 
were  growing  or  shrinking.  This  was  eight  years  before  outsiders 
discovered  Enron's  trick  of  hiding  losses  and  inflating  stock  price 
via  special  partnership  entities. 

What  happened  thereafter  is  laden  with  scandal,  sorrow  and 
corporate  tragedy.  The  key  question  is:  After  all  the  executive  heads 
roll,  the  prison  gates  slam  shut  and  the  public  fury  finally  fades,  will 
those  industry  reforms  and  the  resulting  cost  savings  survive?  They 
ought  to — even  if  Enron,  which  helped  foster  them — doesn't.    F 
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TODAY 


Encourage  our  engineers 
to  push  the  boundaries 


-Vr. 
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TOMORROW 


Cars  without  limits 
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A  surfboard  you  can  ride  on  land. 

A  car  driven  by  sound. 

A  vehicle  powered  by  hamsters. 

At  Toyota,  we  value  ideas  no  matter  how 
silly  they  may  seem.  Like  the  inventions 
generated  by  our  annual  Idea  Expo 
a  unique  competition  that  encourages 
our  employees  to  come  up  with  serious 
technological  innovations  through  the 
use  of  good  old-fashioned  fun. 

For  example,  this  year's  winners  ranged 
from  a  whimsical  robotic  Santa's  sleigh  to 
a  wheelchair  that  can  be  driven  virtually 
anywhere  —  even  up  and  down  stairs. 

One  day,  advances  made  through  our  Idea 
Expo  may  be  applied  to  Toyota's  vehicles. 
So  we'll  keep  encouraging  our  engineers 
to  be  a  little  bit  out  there.  That  way,  the 
car  as  we  know  it  may  go  a  lot  further. 

www.toyota.com/tomorrow 
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Unaccountable 

What  government  enforcers  keep  tax-exempt  institutions 
responsive  to  the  public  interest?  Often,  none— 
witness  the  goings-on  at  Jeffry  Picower's  charities. 


BYBRIGID  MCMENAMIN 
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JHFFRY  M.  PICOWER,  60,  IS  A  RICH  MAN.  THE  FORMER  NEW 
York  lawyer  and  accountant  is  worth  at  least  $300  mil- 
lion, the  fruits  of  his  days  as  a  tax  shelter  promoter, 
greenmailer,  investor  in  Ivan  Boesky's  arbitrage  fimd  and 
all  around  dealmaker.  Perhaps  his  cleverest  deal  of  all  is  one  he 
made  with  himself,  hi  that  deal  he  got  control  of  a  potential  gold 
rnjne  of  a  medical  discovery. 

Deal  with  himself?  The  curious  story  starts  a  little  over  a 
derade  ago,  when  Picower  set  up  two  charities,  the  Picower 
Foundation  in  Palm  Beach,  Fla.  and  the  Picower  Institute 
for  Medical  Research  in  Manhasset,  N.Y.  I'sing  those 
vehicles;  he  donated  money  for  medical  research  and 
other  worthy  causes.  Lots  of  it:  Assets  of  the  foundation 


were  last  reported  at  $615  million. 

As  is  not  uncommon  in  medical  research,  the 
scientists  working  for  the  institute  were  given  an' 
economic  incentive:  Some  of  them  got  shares  in  a 
for-profit  entity  set  up  to  commercialize  any  of 
their  discoveries  that  could  be  turned  into  patented 
drugs.  The  charitable  entities  got  the  majority  of 
the  stock  in  the  for-profit  Cytokine  Networks, 
while  the  researchers  got  most  of  the  rest.  Picower 
effectively  controlled  Cytokine  Networks  because 
he  held  sway  over  the  boards  of  the  charities  that 
owned  most  of  it. 

Come  1997  the  scientists  had  a  possible  winner,! 
a  small  molecule  labeled  CNI-1493.  Chemically,  this 
is  a  guanylhydrazone.  Medically,  it's  a  marvel.  It 
interferes  with  certain  cytokines  that  the  body  pro-' 
duces,  which  trigger  inflammatory  reactions.  This 
means  it  could  quell  such  ailments  as  rheumatoid, 
arthritis,  Crohn's  disease  and  multiple  sclerosis. 
CNI-1493  is  a  long  way  from  commercial  release,  but 
if  it  passes  muster  for  safety  and  effectiveness,  it  will 
be  aimed  at  a  market  worth  at  least  $  1  billion  a  year 
in  sales. 

As  detailed  in  a  St.  Petersburg  (Fla.)  Times 
expose  in  2001,  Picower  got  control  of  CNI-1493  by 
merging  Cytokine  Networks  with  PharmaSciences, 
a  privately  held  company  in  which  Picower  owned 
76%  of  the  stock  and  controlled  86.2%.  When  the 
merger  was  over  a  new  company  dubbed  Cytokine 
PharmaSciences  had  the  precious  license  to  develop 

CNI-I4g3  could  be  a  medical 

marvel  for  such  ailments  as 

Urohn's  disease  and  arthrilis. 


CNI-1493.  The  former  shareholders  of  PharmaSciences  ownec^ 
60%  of  Cytokine  Pharma,  whiie  the  former  shareholders  o 
Cytokine  owned  only  40%.  The  charities  between  them  nov 
own  only  25%  of  Cytokine  PharmaSciences. 

The  curious  fact  about  the  merger  is  that  Picower  in  effec 
sat  on  both  sides  of  the  negotiating  table.  As  shareholder  ii 
PharmaSciences,  he  was  out  to  get  the  best  possible  terms  fo 
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of  invention. 


weren't  exactly  born  to  be  wild.  But  these  three  mothers  gave 
to  a  concept  that  shook  up  an  industry. 
ie  and  Kathy  were  working  at  a  Pratt  S.  Whitney  warehouse 
lay  when  an  idea  hit  them.  So  they  shared  it  with  Archie  from 
nation  Technology.  And  before  you  know  it.  their  idea  grew  into 
.y  automated.  Web-enabled  information  system  that  handles 
nnual  production  and  maintenance  of  over  1.000  Pratt  S.  Whitney 
es,  each  with  28.000  separate  parts.  More  than  $2  billion  worth 
Dck  is  now  delivered  with  an  on-time  fill  rate  of  over  95%. 
g  time,  aggravation  and  millions  of  dollars. 

utc.com    NYSE:utx 


This  information  system  now  tracks  aerospace  parts 
at  sister  company  Hamilton  Sundstrand.  And  there 
are  plenty  of  other  relatives  to  visit. 
When  they  showed  up  for  work  that  day,  it  wasn't 
their  job  to  revolutionize  supply-chain  management. 
They  iust  happen  to  work  at  a  United  Technologies 
company  where  it's  understood  ideas  change  the 
world  and  the  mother  of  invention  isn't  always 
necessity.  Like  in  this  case,  when  it  was  Debbie. 
Kathy  and  Archie. 
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that  entity;  as  the  man  behind  the  charities,  he  would  presum- 
ably want  the  reverse. 

How  did  Picower  come  up  with  the  formula  for  divvying  up 
Cytokine  Pharma's  shares?  As  justification,  he  trotted  out 
appraisals  from  Merrill  Lynch:  PharmaSciences,  which  devel- 
oped drug  delivery  systems,  was  worth  between  $72.5  million 
and  $96.5  million,  while  Cytokine,  which  had  the  potentially 
valuable  right  to  market  the  anti-inflammatory  drug  but  was 
short  of  cash,  was  worth  only  between  $6.9  million  and  $11.4 
million.  Picower's  lawyer  insists  he  didn't  know  that  a  1997 
appraisal  from  Mark  Humphries,  a  biotech  expert  at  Lehman 
Brothers,  said  Cytokine  was  worth  $56  million. 

Could  Merrill  Lynch's  valuations  have  been  influenced  by 
the  firm's  role  as  a  lender  to  Picower's  company?  We  don't 
know,  but  it  is  interesting  that  Picower's  own  lawyers  backed 
away  from  the  appraisals  when  a  minority  shareholder  in  Phar- 
maSciences went  to  court  in  Delaware  to  get  cash  for  his  shares. 
Gosh,  maybe  Pharma  was  worth  as  little  as  $26.5  million  after 
all,  said  the  lawyers.  In  the  Delaware  case  the  Merrill  expert.  Kit 
A.  Kamholz,  cast  doubt  on  his  own  valuation,  testifying  that  his 
appraisal  of  PharmaSciences  did  not  take  into  account  the  risk 
that  drugs  under  development  might  never  make  it  to  market — 
flatly  contradicting  language  in  his  own  appraisal  report.  The 


Two  years  ago  Picower  had  to  put  up  $21  million  from 
another  one  of  his  pet  companies — Physician  Computer  Net- 
work in  Morris  Plains,  N.J. — to  appease  other  shareholders 
who'd  lost  everything  when  it  went  bankrupt  after  it  came  out 
that  his  executives  had  cooked  the  books.  It  is  hard  to  imagine 
how  a  smart  guy  like  Picower  could  have  been  oblivious  to  all  of 
that  while  chairing  the  board  and  controlling  45%  of  the  stock, 
but  he  was  never  charged  with  a  thing. 

There  have  been  other  trips  to  the  courthouse.  Fourteen 
years  ago  he  refused  to  pay  the  final  bill  for  renovations  on  his 
New  York  offices.  When  the  interior  design  firm  sued  to  collect, 
he  sued  them  for  $17  million,  taking  the  stand  at  trial  in  an 
effort  to  convince  the  jury  that  sloppy  work  had  left  him  in 
squalor.  The  judge  made  a  surprise  visit  to  the  office  with  the 
jury  in  tow.  The  place  turned  out  to  be  sumptuous,  and  the 
judge  decided  not  to  let  it  go  to  the  jury  at  all,  rendered  a 
directed  verdict  and  ordered  Picower  to  fork  over  $178,000, 
including  legal  fees. 

Are  we  unfair  in  our  interpretation  that  the  two  charities 
were  Picower's  pawns?  When  we  contacted  the  man  who  in 
1998  headed  the  Picower  Institute  for  Medical  Research,  he  said 
he  didn't  even  know  it  held  stock  in  Cytokine.  The  boards  ol 
both  the  institute  and  the  foundation  were  stuffed  with  Picower 


When  Picower  sued  an  interior  design  firm  for  $17  million  alleging 

that  sloppy  work  left  him  in  squalor,  the  judge  made  a  surprise  visiti 

and  found  the  office  sumptuous.  Picower  had  to  pay  $I78,QQQ. 


minority  holder  wound  up  with  $659,000. 

Picower  decUned  to  be  interviewed  by  FORBES.  But  if  he  is 
unembarrassed  by  the  revelations  about  his  charities,  it  could  be 
because  he  has  been  battle-hardened  from  years  of  legal  disputes 
over  his  deahngs.  In  the  1980s  he  sold  to  clients  of  his  old 
accounting  firm  Laventhol  &  Horwath  shaky  tax  shelters  involv- 
ing computer  leases.  When  the  Internal  Revenue  Service  realized 
the  computers  were  virtually  worthless,  it  challenged  the  deduc- 
tions. That  spelled  trouble  for  longtime  client  Peter  Davidson  of 
Brooklyn,  N.Y.'s  Davidson  Pipe,  who  had  put  at  least  $30  mil- 
lion in  Picower's  leases  after  an  introduction  by  Laventhol 
accountant  William  W.  Schneck,  who  happens  to  be  a  former 
boss  of  Picower.  Davidson  sued  Laventhol  and  Picower  for  $90 
million.  He  claimed  that  Picower  had  bribed  Schneck  to  betray 
him.  Picower  denied  that,  and  his  lawyer  says  he  testified  that  the 
$50,000  he'd  given  Schneck  was  a  loan.  After  hearing  the  open- 
ing arguments,  he  and  Laventhol  paid  Davidson  to  drop  the  case 
on  condition  that  Davidson  keep  his  mouth  shut  about  the  set- 
tlement. Davidson  later  settled  with  the  IRS. 

Picower  also  had  a  run-in  with  the  Securities  &  Exchange 
Commission.  In  1983  the  SEC  rebuked  him  for  being  months 
late  disclosing  that  he  had  exceeded  a  5%  position  in  Fidata,  a 
financial  services  firm  (h..U  he  later  merged  into  what  is  now 
Alaris,  a  medical  device  maker.  Shades  of  the  Cytokine  Pharma 
merger:  Picower  was  on  both  sides  of  the  table. 


loyalists,  including  his  lawyers  Barry  D.  Shalov  and  William  Di 
Zabel.  Picower  and  his  wife  both  have  board  seats;  their  daugh 
ter  Gabrielle  is  a  successor  trustee,  entitled  to  serve  on  eacl 
board  if  either  parent  dies,  and  once  both  go,  their  descendant 
are  entitled  to  up  to  three  seats  on  the  board  of  the  institute. 

Nor  did  regulators  have  any  idea  what  was  going  on.  Ta: 
returns  for  the  institute  falsely  claim  that  it  still  owns  stock  ii 
Cytokine,  as  if  the  merger  had  not  happened. 

Shalov  told  the  St.  Petersburg  Times  last  year  that  Picowe 
intended  to  give  his  stake  in  the  new  company  to  some  charit) 
possibly  the  institute.  But  one  year  later  he  hasn't  done  sc 
Instead,  Picower  has  closed  the  institute,  passing  its  research  lab 
to  the  North  Shore- Long  Island  Jewish  Research  Institute  ii 
Manhasset. 

What  about  the  other  assets?  Who  gets  the  institute's  stoc 
in  Cytokine  PharmaSciences?  What  about  the  rest  of  the  $1 
million  in  assets  shown  on  the  last  tax  form  filed  with  the  IRS 
Shalov  says  it's  all  going  to  an  unnamed  charity,  and  he  insist 
that  Picower  did  nothing  illegal  in  the  PharmaSciences  merge 
that  the  merger  saved  Cytokine  from  certain  bankruptcy. 

But  there  are  laws  forbidding  self-dealing  with  charities  lik 
foundations  and  medical  institutes.  Specifically,  the  tax  code  d< 
crees  that  no  profits  from  tax-exempt  outfits  may  wind  up  in  th 
pockets  of  individuals.  But  the  IRS  doesn't  do  much  to  enforc 
this  rule.  Last  year  it  audited  only  1,237  of  the  285,733  returr 
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You  CAN  ALWAYS  TELL  WHEN  AN  EMPLOYEE  HAS  A  GREAT  RETIREMENT  PLAN. 
They're  happier,  more  productive  and  will  stay  with  you  longer.  We  should  know.  As  the 
nation's  401(k)  leader,  we've  been  providing  growing  businesses  with  complete  retirement 
solutions,  helping  to  secure  their  employees'  financial  futures,  for  over  60  years.  You'll  find  our 
wide  range  of  products  and  services  provides  tremendous  flexibility  in  customizing  a  plan  for 
your  growing  business.  Add  to  that  our  top-notch  customer  service  and  there's  no  reason  to  look 
anywhere  else.  Want  to  make  the  office  a  better  place  for  your  employees? 

Give  us  a  call  at  1-800-986-3343  (ext.  80080).  ^ 

Financial 

WE    UNDERSTAND    WHAT    YOU'RE    WORKING    FOR^^'    W       Group 

www.principal.com 


^02  Principal  Financial  Services,  Inc.,  Des  Moines,  lA  50392.  Insurance  issued  by  Principal  Life  Insurance  Company.  Securities  offered  through  Princor  Financial  Services  Corporation  (member 
SD  &  SIPC),  800/247-4123.  Principal  Life  and  Princor  are  members  of  the  Principal  Financial  Group*  (The  Principal*),  Des  Moines,  lA  50392.  "The  Principal  Financial  Group*"  and 
le  Principal*"  are  registered  trademarks  of  Principal  Financial  Services,  Inc.,  a  member  of  the  Principal  Financial  Group. 
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filed  by  tax-exempt  outfits,  according  to  the  General  Account- 
ing Office.  There  is  no  requirement  that  any  of  a  charity's  board 
members  be  independent  of  the  founder,  says  Marvin  Goodson, 
a  Los  Angeles  lawyer  who  specializes  in  nonprofits. 

Abuses  by  foundation  managers  in  the  1960s  led  to  a  strict 
1969  law  that  forbids  foundations  to  engage  in  any  financial 


transactions  with  insiders.  There  is  an  exception  for  corporate 
reorganizations,  like  the  one  at  Cytokine  PharmaSciences,  but 
that  exception  is  available  only  if  the  foundation  gets  fair  value 
for  its  stock.  As  far  as  vie  can  discern,  neither  IRS  auditors  nor 
the  officials  in  Florida  or  New  York  who  oversee  charities  have 
called  Picower  to  account  for  the  merger.  F 


Cure  a  Disease^ 
Get  a  Deduction 

Would  you  like  to  go  down  in  history  for 
helping  to  cure  cancer  or  some  other 
scourge  of  mankind?  If  you  have  very 
deep  pockets,  set  up  a  medical  research  organiza- 
tion, like  Jeffry  Picower's  Picower  Institute  for 
Medical  Research,  to  fund  the  work.  An  MRO  gives 
you  maximal  tax  advantages  with  a  minimal  dose 
of  pesky  IRS  regulations. 

At  least  two  Forbes  400  members  have  MROs. 
James  Stowers,  founder  of  the  American  Century 
mutual  fund  family,  has  the  Stowers  Institute  for 
Medical  Research,  with  assets  of  $346  million.  He 
hopes  to  find  cures  for  heart  and  kidney  diseases, 
among  others.  Jay  van  Andel,  cofounder  of 
Amway,  has  the  $25  million  Van  Andel  Institute. 
Now  run  by  his  son  David,  it  aims  to  come  up  with 
cures  for  cancer  and  other  ills. 

Most  tax-exempt  charities  fall  into  one  of  two  classes. 
There  are  private  foundations  like  the  Bill  and  Melinda  Gates 
Foundation,  which  live  off  income  from  endowments.  Rules 
for  the  operation  of  foundations  are  somewhat  strict  and  tax 
deductions  are  limited.  Then  there  are  public  charities  like 
United  Way,  which  live  off  contributions  from  the  public. 
Rules  are  looser  for  them  and  tax  deductions  more  liberal. 

MROs,  of  which  the  IRS  recognizes  6,241,  are  a  breed 
apart.  They  can  live  off  endowments  but  enjoy  the  better  tax 
treatment  and  looser  rules  of  public  charities,  says  Marvin 
Goodson,  a  Los  Angeles  lawyer.  Some  MRO  advantages: 

Deductions 

Say  you  buy  stock  in  a  closely  held  company  at  $25  and 
give  it  away  when  it's  worth  $100.  Give  it  to  a  private  foun- 
dation and  your  deduction  is  limited  to  $25;  give  it  to  a  pub- 
lic (.harity-  -y-ul  you  deduct  $100  (with  no  capital  gain  tax  on 
the  '^75).  An  MRO  qualifies  for  the  public  charity  treatment. 

Deductions  to  MROs  can  be  as  much  as  50%  of  your 
adjusted  gross  inc  .\'\:  f  :]-c  MRO  promises  to  spend  the 
money  on  reseai  ars.  Make  the  same  gifts  to 

a  private  foundation  ojk*  you.  a.  i 'action  is  limited  to  30% 
of  income,  if  you  can  take  one  1 1  ,?;' 

Spending 

Private  foundations  nnis  ,    u  3%  of  their  assets 
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From  Amway  to  mecKca^^ 
research:  David  Van  Andel 
looks  for  a  cancer  cure. ' 


annually.  An  MRO  merely  needs  to  devote  at  least  half  of  its 
assets  to  medical  research  and/or  spend  at  least  3.5%  of  assets 
annually  on  the  research. 

Excise  tax 

Private  foundations  pay  a  2%  tax  on  net  investment 
income.  MROs  are  exempt. 

Self-dealing 

A  private  foundation  can't  sell  or  lease  anything  to  any 
close  relative  or  associate  of  the  founder  or  manager.  "No 
other  transactions  are  permissible,  even  if  below  market,' 
warns  lawyer  Sarah  Determan,  who  represents  the  Van 
Andels.  An  MRO  can  freely  transact  with  the  founder's  near- 
est and  dearest,  provided  nobody's  benefiting  personaUy  and 
deals  take  place  at  fair  value. 

Investments 

Private  foundations  and  their  managers  can  be  penalized ' 
for  putting  money  into  risky  investments  like  oil  wells  and 
commodity  futures.  MROs  are  exempt  fi-om  the  penalties. 

Family  control 

A  private  foundation  cannot  own  more  than  20%  of  any 
business;  if  it  inherits  a  big  stake,  it  is  supposed  to  divest 
within  five  years.  An  MRO  can  hold  a  controlling  interest  in 
the  donor's  business  indefinitely,  passing  control  down  to 
succeeding  generations  of  the  family.  — B.McM. 
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ix  Tips  for  Strategic  Travel 


ccessfully  navigating  a  life  on  the  road  requires 
)re  nimble  thinking  -  and  access  to  more  useful 
ormation  -  than  ever  before. 


a  relatively  quiet  Wednesday  morning  recently  at  Chicago's 
jwling  O'Hare  Airport,  a  veteran  road  warrior  balanced  his 
ee  cup  and  a  half-eaten  muffin  on  top  of  his  rolling  carry-on 
whipped  out  his  mobile  phone  and  began  talking  loudly 
r  the  background  noise. 

You  know,"  he  said  into  the  phone,  "business  travel  isn't 
Jt  It  used  to  be.  But  I'd  still  rather  be  here  than  in  the  office" 
lost  corporate  travelers  would  agree  with  the  sentiment.  Life 


on  the  road,  which  was  never  quite  as 
glamorous  as  it  was  once  portrayed,  is  def- 
initely a  challenge  these  days.  The  major 
U.S.  carriers  are  in  financial  and  operational 
turmoil,  clearing  security  is  often  an  un- 
pleasant marathon,  and  the  pace  of  busi- 
ness travel  remains  unpleasantly  brisk. 
Still,  business  travel  can  be  rewarding 
and  productive  for  corporate  executives  who  can  change  with 
the  times  and  navigate  the  roadblocks.  The  risk/reward  ratio 
remains  good,  and  business  travelers  seem  endowed  with  the 
unique  ability  to  convince  themselves  that  the  next  flight,  the 
next  hotel  room,  the  next  meeting  will  be  better  than  the  one 
that  came  before. 

Successfully  navigating  a  life  on  the  road  today  nevertheless 
requires  more  nimble  thinking  —  and  access  to  more  useful 


information  —  than  ever  before.  The  days  when  a  corporate 
executive  could  simply  show  up  at  the  airport  and  be  coddled 
and  cosseted  from  airline  check-in  to  hotel  checkout  are  long 
gone.  Much  more  strategic  thinking  is  required. 
To  that  end,  here  are  six  tips  for  strategic  business  travel  this  fall. 

Tip  One:  Keep  Up  With  the  News 

Sad  but  true:  Even  after  the  tragic  events  of  September  11, 
2001,  mainstream  U.S.  print  and  broadcast  outlets  have  not  sub- 
stantially increased  their  coverage  of  the  world's  trouble  spots. 
In  fact,  international  coverage  in  daily  newspapers  and  broad- 
casts continues  to  decline.  And  don't  be  fooled:  What  you  don't 
know  about  international  affairs  can  hurt  you. 

Thankfully,  there  are  ways  to  keep  abreast  with  worldwide 
news,  and  many  of  the  best  resources  are  free.  Start  with  the  Con- 
sular Information  Sheets  issued  for  each  nation  by  the  U.S.  Depart- 
ment of  State.  The  briefing  documents  cover  the  basics  and  do  a 
decent  job  of  giving  business  travelers  an  overview  of  medical, 
political  and  financial  areas  of  concern  and  instability.  State  also 
issues  Travel  Cautions  and  Travel  Warnings  when  breaking  news 


or  unexpected  events  pose  a  danger  to  U.S.  travelers.  Consu 
Information  Sheets  are  available  on  demand  at  the  State  Depj 
mentWeb  site,  www.travel.state.gov/traveLwarnings.html.  B( 
of  all,  the  State  Department  manages  an  efficient  e-mail  list.  Si 
up  and  all  relevant  documents  about  overseas  affairs  will  au 
matically  be  sent  to  your  e-mail  address. 

Want  daily  updates  of  potentially  dangerous  world  affairs; 
company  called  Air  Security  International  (ASI)  publishes  I- 
Spots,  a  concise  summary  and  analysis  of  current  security,  av 
tion  and  international  travel-related  news.  The  publication  is  fr 
and  accessible  at  the  ASI  Web  site.  In  fact,  you  can  have  f- 
Spots  delivered  free  to  your  e-mail  address  each  day  when  v 
register  for  the  service  at  www.airsecurity.com/hotspots.ht 

Tip  Two:  Shed  Your  Baggage 

Business  travelers  have  been  continually  adjusting  to  heig 
ened  airport  security  during  the  last  year.  Two  new  deadlir 
loom  in  the  coming  months. 

On  November  19,  all  U.S.  airport  security  screeners  are  s 
posed  to  be  federal  employees  under  the  control  of  theTra. 


The  Plane  Truth  at  AeroMexico 

U.S.  carriers  are  struggling,  but  AeroMexico,  Mexico's  largest  airline,  is  forging  ahead  with  its  plans  to  upgrade  its  fl 
and  maintain  its  leadership  in  punctuality. 

In  the  U.S.,  airlines  are  deferring  plane  orders  and  canceling  deliveries.  But  AeroMexico  announced  this  summer  t 
it  had  ordered  15  new  Boeing  737-700  jets. The  first  of  the  next-generation  planes  are  scheduled  for  delivery  next  st 
mer,  and  then  a  new  jet  will  arrive  every  other  month.  ^1 

"The  737  will  enable  AeroMexico  to  offer  its  customers  the  utmost  in  comfort  and  reliability,"  explains  Alfot 
Pasquel,  the  airline's  chairman  and  chief  executive. 

It  also  shows  the  carrier's  commitment  to  quality  service.  AeroMexico,  for  example,  is  the  most  punctual  carrie 
the  Americas.  More  than  85%  of  the  airline's  flights  arrived  on  time  last  year,  better  than  the  performance  of  th« 
largest  U.S.  carriers.  In  fact,  AeroMexico  has  posted  a  better  on-time  record  than  any  major  U.S.  carrier  every  y 
since  1990. 

"On-time  performance  is  cir  absolute  priority,"  says  Rolf  Hoehn,  vice  president  of  AeroMexico's  U.S.  division.  "( 
staff  has  worked  very  hard  t     .i?iintain  our  industry-leading  record.  It's  a  matter  of  pride  to  us." 

AeroMexico  currently  servet  43  cities  in  Mexico,  80  destinations  in  the  U.S.  and  Canada,  and  six  countries  in  Eur 
and  South  America. 


We  know  exactly  how  you  feel. 


Hertz  NeverLost® 
The  most  direct  way  to  get  where  you're  going. 

^)trangc  town.  Strange  roads.  That's  why  Hertz  offers 
NeverLost  -  our  GPS  in-car  navigation  system  that  tells 
you  exactly  how  to  get  to  your  destination.  Visual  and  audio 
prompts  make  it  easy.  So  you  get  where  you're  going  ever\ 
time.  Even  if  your  sense  of  direction  no  longer  makes  sense 

Hertz  #1  Club  Gold® 
Skip  the  paperwork,  and  the  long  lines. 

^ertz  also  believes  that  you  shouldn't  waste  time  getting  to  your  car. 
So  we  offer  Hertz  #1  Club  Gold  -  our  fastest  way  to  get  from  the 
plane  to  your  car  and  out  of  the  airport.  No  long  lines.  No  waiting. 
No  unnecessary  paperwork.  Business  travel  will  always  be  a  part  of 
business.  There's  no  reason  why  it  should  be  a  puzzle.  At  Hertz, 
we  linow  exactly  how  you  feel.  So  we  have  exactly  what  you  need. 


z.com 

rents  Fords  and  other  fine  cars. 
\.  U.S.  I'at.  Off.  ®  2002  Hertz  System.  Inc. 
"Lost  is  available  for  a  nominal  daily  fee.  Subject  to  availability. 
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portation  Security  Administration  (TSA).  Critics  have  savaged 
theTSA  for  its  spending  patterns  and  its  secretive  ways,  but 
there  have  been  virtually  no  complaints  levied  against  the  first 
wave  of  federalized  screeners.They  were  in  place  in  about  10% 
of  the  nation's  airports  by  late  August,  and  the  screeners  have 
won  raves  for  their  speed,  professionalism  and  efficiency. 

The  second  deadline  may  be  more  problematic.  By  December 
31,  all  checked  baggage  at  U.S.  airports  is  supposed  to  be 
screened  for  explosives.  The  TSA  faces  possibly  insurmountable 
logistical  and  technological  hurdles,  however,  and  some  experts 
are  predicting  long  lines  at  airport  check-in  counters.  But  there 
is  a  solution:  Don't  check  your  luggage.  Ship  it  instead. 

Companies  such  as  Sports  Express  (800-357-4174)  will  pick 
up  your  sports  equipment,  supplies  and  luggage  and  deliver  it 
to  your  hotel,  resort  or  other  destination  in  the  U.S.  or  U.K. 
Sports  Express  works  with  FedEx  and  UPS  to  make  sure  your 
items  arrive  at  your  destination  on  time.  The  company  can 


arrange  for  overnight  or  second-day  delivery. 

Tip  Three:  Get  Clubby 

Even  the  most  efficient  business  traveler  is  spending  mc 
time  at  airports  now.  Added  security  procedures  require  tn 
elers  to  arrive  at  airports  earlier.  And  airlines  are  reducing  ai 
adjusting  the  schedules  at  their  major  hub  airports.  That  mea 
longer  waits  for  connecting  flights. 

How  do  smart  executives  maximize  their  productivity  at  £ 
ports?  They  avoid  the  huddled  masses  at  the  ticket  counters  a| 
boarding  gates  by  joining  an  airport  club  network.  All  the  ma 
U.S.  carriers  sponsor  a  network  of  lounges,  and  their  fees  ($3! 
to  $500  a  year)  are  little  enough  to  pay  for  some  peace,  quiet  a 
workspace  at  the  nation's  airports. 

However,  there's  actually  a  better  way  to  take  advantageJ 
the  clubs.  An  independent,  cross-network  plan  called  Prior 
Pass  (800-352-2834)  offers  its  cardholders  access  to  more  th 


A  Touch  of  Class  on  the  Road 

The  business-travel  scene  has  been  noticeably  lacking  in  style  in  recent  years,  but  don't  blame  Hertz. The  world's  lea 
ing  car  rental  company  has  been  bucking  the  trend  with  its  Prestige  Collection,  which  offers  business  travelers  the  oppi 
tunity  to  rent  some  of  the  world's  finest  automobiles. 

Launched  last  year,  the  Prestige  Collection  includes  several  makes  and  models  of  Jaguar,  Land  Rover,  Lincoln  and  Vol> 
Available  in  31  major  markets  in  the  U.S.,  these  fine  cars  also  come  with  an  extensive  package  of  services.  For  instant 
Hertz  offers  model-specific  reservations  for  the  vehicles,  which  means  you  can  reserve  your  preferred  type  of  Jaguar 
Volvo.  Prestige  Collection  rentals  have  dedicated,  on-site  staff  to  answer  questions  about  the  cars.  Hertz  offers  free  pi 
up  and  return  from  suburban  hotels  and  resorts  within  a  15-mile  radius  of  a  Hertz  Prestige  Collection  location. There 
a  dedicated,  toll-free  number  for  Prestige  Collection  rentals  (800-854-2250),  and  all  of  the  vehicles  are  equipped  w 
NeverLost,  Hertz's  on-board  navigational  system  that  combines  voice,  computer  and  satellite-guidance  technology. 

This  summer.  Hertz  began  rolling  out  the  Prestige  Collection  in  Europe.  Among  the  vehicles  available  there  are  1 
Mercedes  CLK  convertible  and  Mercedes  E  and  S  Class,  the  BMW  5  and  7  Series,  the  Jaguar  SType  and  the  Volvo  S 
and  V70.  Prestige  Service  is  currently  offered  in  England  (at  Heathrow  and  Gatwick  airports  and  at  Hertz's  Marble  A 
location),  France  (at  Charlr  '^  GrjUe  Afrport  in  Paris  and  at  Nice  Airport)  and  Germany  (at  Frankfurt,  Munich  and  D 
seldorf  airports). 

"We  have  had  a  very  favoraoie  response  from  our  customers,"  says  Brian  J.  Kennedy,  Hertz's  executive  vice  presid 
of  marketing  and  sales.  "They  appreciate  being  able  to  reserve  a  specific  vehicle  and  get  an  even  higher  level  of  perso 
service. They  also  like  the  fact  that  we  c-n  offer  luxury  vehicles  at  so  many  important  business  and  leisure  destinations.' 
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350  private  airport  lounges  in  more  than  200  cities  and  70  coun- 
tries worldwide.  In  the  U.S.,  Priority  Pass  offers  travelers  access 
to  many  of  the  lounges  operated  by  United,  Delta,  Northwest 
and  US  Airways,  Internationally,  most  airport-operated  clubs 
welcome  Priority  Pass  members.  And  the  cost  is  extremely  rea- 
sonable. Standard  membership  costs  just  $99  a  year,  and  each 
visit  to  a  club  is  $24.  The  Prestige  membership  level  costs  $399 
a  year  and  includes  unlimited  access  to  all  clubs  in  the  network. 


Tip  Four:  Ditch  Your  Laptop 

As  portable  digital  assistants  and  even  Web-enabled  mobile 
phones  become  more  common,  some  business  travelers  are 
looking  for  ways  to  lighten  their  technological  load  on  the  road. 
One  solution:  Ditch  your  laptop  computer.  A  Web  service  called 
GoToMyPC.com  allows  travelers  to  control  their  desktop  com- 
puter from  any  remote  computer.  The 
service  installs  a  small  program  on 
your  desktop  computer.  When 
you're  traveling,  go  to  any  comput- 
er and  surf  to  the  GoToMyPC.com 
site.  From  there,  you  can  call  up  a 
snapshot  of  the  desktop  of  your 
office  computer  and  work  as  if  you 
are  sitting  in  front  of  it.  Why  carry 
a  laptop  at  all? 

Tip  Five:  Prepare  to  Scramble  This  Fall 

Major  U.S.  earners  are  sharply  reducing  their  number  of  flights 
and  their  total  seat  capacity  this  fall,  which  means  that  many  busi- 
ness travelers  will  have  to  scramble  to  keep  their  own  traveling 
schedule  in  place.  Flights  will  disappear  on  short  notice,  and  you'll 
need  to  adjust  your  plans  on  the  fly  Also  in  danger:  day  trips  that 
utilize  the  first  flight  out  in  the  morning  and' the  last  flight  back 
in  the  evening.  Early-morning  and  late-night  flights  are  prime 
candidates  for  extinction  as  the  major  carriers  eliminate  their 
least  popular  and  least  profitable  operations.  You'll  have  to  manage 
accordingly  and  schedule  more  trips  with  overnight  stays. 


Tip  Six:  Stretch  Your  Travel  Budget 

Even  though  business  travel  continues  to  lag  after  the  5 
tember  11  tragedies,  major  airlines  and  hotel  chains  have  re; 
ed  lowering  their  published  business  tariffs.  So  corporate  tn 
elers  need  to  look  elsewhere  for  discounts. 

Want  to  cut  your  hotel  costs?  Check  with  a  hotel  consoiii 
tor  such  as  Quikbook  (www.quikbook.com).  The  compa 
offers  huge  discounts  on  nightly  room  rates  at  big-name  hot 
in  major  U.S.  cities.  You'll  receive  discounts  of  30%  or  40% : 
the  "rack"  or  published  rates  without  sacrificing  service 
perks.  Once  you  make  your  reservation  at  Quikbook,  you  d 
with  and  pay  your  chosen  hotel  directly.  Quikbook  does  t 
require  prepayment  nor  does  it  exact  special  fees.  You  can  ui 
ally  book  the  hotel  you  were  planning  to  book,  since  Quikbc 
has  deals  with  most  of  the  major  chains  and  many  of  the  pi 


BUSINESS  TRAVELERS  SEEM  ENDOWED  WITH  THE  UNIQUE 
ABILITY  TO  CONVINCE  THEMSELVES  THAT  THE  NEXT 
FLIGHT,  THE  NEXT  HOTEL  ROOM,  THE  NEXT  MEETING  WILL 
BE  BETTER  THAN  THE  ONE  THAT  CAME  BEFORE. 


ular  independent  and  boutique  hotels.  You  even  receive 
perks  and  points  you'd  normally  receive  with  your  hotel's 
quent-stay  program. 

And  if  you  travel  internationally,  there's  no  need  to  fly  coac 
get  great  deals.  Even  though  business-  and  first-class  prices  ( 
tinue  to  escalate,  bargains  can  be  found.  A  company  called 
Air  (http://www.first-air.net  or  585-383-4470)  offers  deep 
counts  on  international  business-  and  first-class  travel.  Better 
all  the  deals  are  on  major  international  carriers.  And  1  st  Air 
a  blind  booking  site:  You're  able  to  choose  your  price  and  your 
rier  before  you  buy. 


^METHING  TOLD  US  YOU  WOULD  WANT  TO  BE  MORE 

NTIMATE  WITH  MEXICO 

AT'S  WHY  WE'RE  THE  AIRLINE  WITH  THE  MOST  DESTINATIONS  IN  MEXICO 
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Who  else? 

1-800-AEROMEX  www.aeromexico.com 


"We're  at  the  dawn 
of  the  era  of  what  can 
only  be  called  the  magic 
bullet  of  communi- 
cations," says  Alfonso 
Rivenero,  who  tracks 
technology  and  travel 


The  Brave  New  World 
of  Wireless 

Welcome  to  the  future  of  on-the-road  communications 
devices.  In  case  you  hadn't  guessed,  they're  going  to 
be  smaller,  lighter,  more  connected  and  much  cooler 
than  you  ever  dreamed. 

for  a  major  financial- 
The  future  of  wireless  communications  is  a  jumble  of  competing  services  firm  in  Los  Angeles.  "We're 
products,  ideas,  strategies  and  solutions.  But  if  you  want  a  prac-  not  far  from  the  day  when  every  busi- 
tical  idea  of  how  the  technology  will  change  the  day-to-day  lives  ness  traveler  will  be  equipped  with  one 
of  business  travelers,  then  check  out  Sanyo's  SCP-4900  "phone."      small,  light  device  that  can  replace  the 

The  device,  which  measures  less  than  2-by-5  inches,  looks  like 
a  standard  wireless  phone.  But  it  incorporates  a  1.7-inch  color  dis- 
play screen  and  a  hands-free  speakerphone.  It  can  surf  the  Web; 
download  data  and  images;  take  phone  messages  and  screen 
calls  like  an  answering  machine;  maintain  your  personal  profile; 
function  as  an  electronic  organizer 
with  a  scheduler/calen 
dar  and  a  to-do  list; 


RAPID  BREAKTHROUGHS  REPRESENT  THE  FINAL 


FRONTIER  FOR  BUSINESS  TRAVELERS  DESPERATELY 

SEEKING  A  WAY  TO  REMAIN  IN  SEAMLESS  TOUCH  WITH 

THE  OFFICE  WITHOUT  BEING  BOGGED  DOWN. 


laptop  computer,  the  cell  phone,  the 

personal  digital  assistant  (PDA)  and  the  pager.  It's  all  going 

fit  in  your  pocket,  and  it  will  do  everything  well." 

Needless  to  say,  these  kinds  of  rapid  breakthroughs  represi- 
the  final  frontier  for  business  travelers  desperately  seeki 

a  way  to  remain  in  sea 

less  touch  with  1 

office  without  be 

bogged  down 

a  cornucopia 

clumsy,  incomj: 

ibie  devices.  ^ 

companies   tl 

travelers  once  loolj 

at  as  "cell  phone"  providers  are  racing  to  bi 


and  store  up  to  500 
phone  numbers,  300 
e-mail  addresses  and 
300  Web  addresses. 
It  is  capable  of  han- 
dling numeric  paging  ser- 
vice, has  voice-activated  dialing  and  even 
offers  an  integrated  USB  connection  like  a  personal  computer.  It      wireless  networks  to  allow  corporate  travelers  to  talk,  Sf 
permits  more  than  four  hours  of  digital  talk  time  and  16  days  of      and  receive  e-mail,  download  data  and  surf  the  Web. 
digital  standby  time  with  the  standard  battery.  It  is  less  than  an         Cingular's  Data  Connect  service,  for  example,  was  in 
inch  thick  and  weighs  just  4.6  ounces. 

Oh,  by  the  way,  the  Sanyo  SCP-4900  is  on  sale  now  through 
Sprint  PCS  and  is  priced  competitively  with  any  quality  wire- 
less phone. 

Welcome  to  your  future,  'n  case  you  hadn't  guessed,  it's  wireless  modem  for  a  laptop  or  even  a  personal-digital  as 
going  to  be  smaller,  lighter,  more  connected  and  much  cooler  tant.  It  supports  most  operating  systems,  includes  an  easy  ( 
than  you  ever  dreamed.  figuration  wizard,  can  be  used  either  with  a  serial  or  a  USB 


duced  this  spring.  It  gives  business  travelers  the  ability  to  v\ 
lessly  access  their  corporate  intranet,  share  files,  send 
receive  e-mails  and  access  the  Internet.  A  software-ba: 
product.  Data  Connect  allows  Cingular  phones  to  be  used  i 


STAY  CONNECTED 

Keep  up  with  business  on  the  go  using  the  Sprint  SCP-4900 

PCS  phone  by  SANYO.  With  PCS  Vision'"  from  Sprint, 

it's  clarity  you  can  see  and  hear. 


1.7-inch  full-color  display 
High-quality  speaker  phone  for  conference  calls 
WAP  2.0  web  browser,  PC  USB  interface 
JAVA'"  enabled,  gpsOne™  location  service 


Call  screening  like  on  your  answering 
machine 

Ringers  and  graphics  personalization* 
'  Voice-activated  dialing,  TTY  compatibility 


'urchase  a  SANYO  SCP-4900  from  Sprint  and  receive  fronfi  Sprint  a  PCS  Data  Connection  Kit  for  an 
idditional  $20.  This  is  a  $60  savings  and  only  available  wliile  supplies  last.  Call  (866)-561-0088 

Downloading  software  sold  separately 


Sprint 


v/V    N/V   N/V 
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SA0O 


Changing  your  wireless  world. 

©2002  SANYO  Wireless  Communications  All  rights  reserved 
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and  requires  only  a  networking  cable. 

Meanwhile,  custonners  of  AT&T  Wireless  can  now 
purchase  a  device  like  the  voice-enabled  Blackberry  v.| 
5810,  which  is  nothing  less  than  a  multitasking 
master.  It  allows  travelers  to  talk  on  the  AT&T  Wire- 
less network  and  do  e-mail  at  the  same  time.  Long  known  as 
the  premier  wireless  e-mail  device,  the  Blackberry/AT&T  com- 
bination has  been  enhanced  with  voice  capability  and  permits 
real-time  access  to  corporate  e-mail  and  synchronization  with 
desktop  applications  being  used  back  in  the  office. 

Another  AT&T  Wireless  service.  Office  Online,  is  aimed  at 
enhancing  the  functionality  of  traditional  mobile  phones,  lap- 
tops and  PDAs.  For  a  small  monthly  fee.  Office  Online  is  a  con- 
venient tool  that  gives  Microsoft  Outlook  and  Lotus  Notes 
users  wireless  access  to  business  and  compatible  personal  e- 
mail.  Office  Online  users  also  get  access  to  their  calendar, 
global  address  list,  contacts  and  attachments. 

Not  quite  ready  for  the  future?  Are  your  wireless  communica- 
tions needs  still  basic?  Is  all  you  need  a  good,  wireless  phone  at 


IS  ALL  YOU  NEED  A  GOOD,  WIRELESS  PHON 
AT  A  FAIR  PRICE?  FEAR  NOT. 


a  fair  price?  Fear  not.  Wireless  phone  companies  continue  to  si 
port  and  refine  both  their  phones  and  the  calling  plans.  AT 
Wireless  pioneered  the  concept  of  nationwide  wireless  call! 
without  long-distance  and  roaming  charges,  and  it  continues 
tweak  its  pacesetting  Digital  OneRate  program.  j 

And  Cingular  has  just  created  "Rollover,"  a  groundbreak'i 
product  that  permits  customers  on  local  plans  to  keep  th 
unused  minutes  and  roll  them  into  the  next  month  for  up  toj 
months.  The  Rollover  plans,  introduced  in  late  August,  ev 
include  nationwide  long  distance  at  no  extra  cost. 

"Rollover  lets  customers  keep  what  they're  paying  for,"  s. 
Virginia  Vann,  Cingular's  chief  marketing  office.  "These  pi; 
bring  a  new  value  proposition:  If  you  don't  use  your  packc 
minutes,  you  don't  lose  your  package  minutes." 


Flying  to  Africa  in  Comfort 

No  U.S.  carrier  flies  its  own  equipment  to  any  destination  on  the  African  continent,  so  business  travelers  headed 
southern  Africa  wisely  rely  on  South  African  Airways. 

And  South  African  delivers.  It  offers  an  excellent  schedule,  flying  five  times  a  week  from  New  York's  John  F  Kenne 
Airport  to  Johannesburg  and  operating  daily  service  from  Atlanta  to  South  Africa. The  airline  has  totally  upgraded 
fleet  of  Boeing  747-400s  to  offer  a  superlative  "Millennium"  product  to  all  three  classes  of  travelers. 

In  first  class,  South  African's  planes  are  equipped  with  private  suites  that  offer  seats  with  83  inches  of  legroom  s 
recline  into  29-inch-wide,  fully  flat  beds.  Each  suite  offers  an  extra-large  dining  table,  electronically  control 
ottomans,  private  television  with  large  8.6-inch  screens,  laptop  power  ports  and  individual,  adjustable  lighting.  Th 
are  both  single  and  double  suites. 

In  business  class,  South  African  passengers  enjoy  electronically  operated  seats  that  are  wide  (21  inches  at  the  s 
and  27.5  inches  at  the  shoulders)  and  roomy,  six-position  adjustable  headrests  and  increased  legroom. There  are 
seat  power  supplies  for  laptop  ccnouters  and  8.6-inch  screens  offering  audio  and  video  on  demand. 

In  economy  class.  South  AfriM    ifers  at-seat  video  screens,  free  headsets,  extensive  audio  and  video  programmi 

^d  a  selection  of  entrees  served  on  fine  china  and  accompanied  by  a  selection  of  South  African  wines  and  com 

■•intary  drinks. 


WIRELESS  E-MAIL 

BUILT  AROUND 

YOUR  BUSINESS. 


INTRODUCING  XPRESS  MAIL^"  FROM  CINGULAR. 

Whether  you're  an  office  of  thousands  or  an  office  of  one, 
Cingular  Wireless  builds  wireless  e-mail  around  your  business 
needs,  offering  Xpress  Mail  for  easy  to  manage  on-the-go 
access  to  your  vital  corporate  information.  The  best  part 
of  our  service?  It's  simple  to  use.  Xpress  Mail  leaves  you 
in  control  because  it  does  not  tie  you  to  a  specific  device. 

We  offer  several  different  editions  of  Xpress  Mail  to  suit 
your  business  needs.  For  example,  Xpress  Mail  Enterprise 
Editions  offer  the  benefit  of  end-to-end  security  and  full 
IT  control.  Easy  for  corporate  users.  Even  easier  for  IT, 


Xpress  Mail  Network  Edition  is  easily  deployable,  leveraging 
the  security  of  Cingular's  network  without  the  need  for 
hardware  or  software  installation.  Whether  your  business 
has  an  IT  department  or  not,  Cingular's  easily  managed 
system  saves  your  company  time  and   money. 

Cingular  provides  wireless  voice,  data,  e-mail  and  inter- 
active services  to  almost  half  the  Fortune  1000.  With 
nearly  10  million  e-mails  securely  sent  over  the  Cingular 
network  each  day,  you  can  be  sure  all  of  your  business 
needs  will  be  met.  Call  1-877-330-7577  or  visit  us  online 
at  cingular.com/business. 


Q  i 


1-877-330-7577       www.cingular.com/business 


X  cingular 

WIRELESS 

What  do  you  have  to  say? 


The  Business  Traveler's 
Internet  Cheat  Sheet 

The  Internet  has  everything  a  traveling  executive  could  want  in 
the  way  of  tips,  tools,  commentary  and  strategies.  The  problem? 


WWW.WWW.WWW.l 


and  a  wealth  of  other  useful  informatioi 
The  URL  is  http://airconsumer.ost.dot 
gov/airconsumer/report.htm. 


There's  a  little  bit  too  much  of  everything,  and 
travelers  don't  have  time  to  keep  up. 

Perform  a  Google  search  for  the  term  "business  travel,"  and 
you'll  quickly  learn  how  deeply  the  Internet  has  become 
ingrained  into  the  day-to-day  functioning  of  life  on  the  road. 

Your  Google  search  will  yield  more  than  4,400,000  sites.  If 
it's  important  or  even  peripherally  relevant  to  business  travel, 
it  exists  on  the  Internet.  There  are  the  famous  ticket-booking 
sites  such  as  Expedia  andTravelocity,  of  course,  but  the  Web 
is  far  more  than  a  computerized  travel  agency.  It's  a  vast  net- 
work of  business-travel  commentary,  an  endless  font  of  useful 
tips  and  strategies,  and  a  bottomless  pool  of  tools  that  didn't 
exist  even  a  decade  ago. 

There's  just  one  problem:  There's  too  much  —  too  many  sites, 
too  many  tips,  too  much  commentary  and  too  many  tools.  Time- 
pressed  business  travelers  may  need  much 
of  what's  on  the  Internet.  They  just  don't 
have  time  to  wade  through  it  all. 

The  solution?  Try  the  following  guide  to 
the  absolutely  essential  and  completely 
indispensable  business-travel  sites  on  the 
Internet.  Consider  this  the  busy  business 
traveler's  cheat  sheet  for  the  Web.  The 
sites,  unless  otherwise  indicated,  require 
the  standard  "htlp://"  prefix. 

Airline  Statisti-js 

We're  awash  in  airline  ratings,  quality  measurements  and  all 
sorts  of  numeric  fclderol  aimed  at  telling  you  which  carrier  is 
the  best  airline.  Forget  ihcit  stuff.  Rely  instead  on  the  Depart- 
ment of  Transportation's  Air  Consumer  Report.  Updated  monthly, 
it  offers  on-time  ratings  for  major  carriers,  hour-by-hour  on-time 
departure  and  arrival  information  for  the  nation's  largest  airports 


busy  business       Airport/City  Codes 

The  entire  travel  industry  revolve 
around  three-letter  codes  that  identil 
cities  and  airports  throughout  the  worli 
Get  one  letter  wrong  and  you  may  find  yourself  a  stranger  in 
strange  land.  Example:  LGA  is  New  York's  LaGuardia  Airpor 
but  LGW  is  London's  Gatwick  Airport.  And  the  three-lett{ 
codes  aren't  always  intuitive.  Example:  All  cities  and  airports : 
Canada  start  with  the  letter  Y  so  Toronto's  Pearson  Airport' 
YYZ,  while  Vancouver  isYVR.  Get  this  key  data  directly  fror 
the  Federal  Aviation  Administration  (FAA)  Web  sit 
www.faa.gov/aircodeinfo.htm. 

Airport  Delays 

Delays  haven't  been  much  of  an  issue  since  the  September 
tragedies,  but  major  hubs  and  big-city  airports  continue  to  pe 
form  erratically.  And  airlines  are  rarely  the  best  source  of  del 


LANGUAGE  TRANSLATION  WAS  ONE 

OF  THOSE  KILLER  APPLICATIONS  THAT  THE  WEB  WAS 

SUPPOSED  TO  MASTER  YEARS  AGO. 


information.  The  FAA  maintains  an  interactive  flight-delay  s 
(www.fly.faa.gov/flyF/Windex.html)  that  draws  its  informati 
from  the  nation's  Air  Traffic  Control  System  Command  Cent 


< 


Airport  Maps 

Trip.com  offers  a  useful  collection  of  maps  detailing  the  di 
ing  patterns  and  terminal  locations  of  major  airpor 
www.trip.comArsArip/content/maps_driving/airport_map_search.: 
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>ort  Web  Sites 

Drislngly,  there  doesn't  seem  to  be  an  authoritative  source 
inks  to  all  of  the  airport  Web  sites  that  have  been  created 
jcent  years.  But  before  you  do  a  search  for  a  particular  air- 
:  site  (very  few  have  intuitive  URLs),  try  the  links  at  the 
[s  Airports  page,  vwvw.faa.gov/airportinfo.htm,  or  the  links 
irwise,  www.airwise.com/airports/index.html. 

n  Locator 

re  IS  no  single  database  of  ATM  locations  around  the  world, 
you'll  find  links  to  10  of  the  largest  ATM  networks  (inciud- 
American  Express,  Visa,  MasterCard  and  Diners  Club)  at 
w.business2.com/webguide/0, 1660, 47441, FF.html.  Here's 
):  If  you're  hoping  to  tap  into  an  overseas  ATM,  then  you 
uld  make  sure  your  PIN  code  is  just  four  numbers  long. 
iy  international  ATMs  cannot  accept  longer  codes,  and  few 
'seas  ATMs  display  the  alphabet  on  their  keys. 


BBC  World  Service 

The  market  for  all-news  cable-television  outlets  has  exploded, 
and  that  is  an  invaluable  resource  for  business  travelers  cut  off 
from  other  sources  of  English-language  news.  Yet  somehow, 
the  BBC  World  Service  (www.bbc.co.uk/worldservice/index.- 
shtml)  radio  remains  a  beacon  of  news  for  the  globe-trotting 
executive.  The  World  Service  Web  site  offers  program  sched- 
ules, breaking  news  and  live  streaming  audio  of  its  broadcasts. 

Chambers  of  Commerce 

An  exhaustive  list  of  national,  local  and  international  chambers 
of  commerce  is  available  at  the  World  Chambers  of  Commerce 
site,  www.chamberofcommerce.com. 

Currency  Converter 

While  the  introduction  of  the  Euro  has  eliminated  local  currencies 
in  a  dozen  of  the  nations  most  visited  by  U.S.  corporate  exec- 


Delta  SkyMiles'  members  can  earn  and  redeem  miles  oh  South  African  Airways. 


^^^  South  African 


AIRWAYS 


utives,  you  st'll  need  a  good  currency  converter.  The  universal  "absolutely  all  of  the  world's  embassies  in  a  searchable  da 

converter  at  XE.com  (www.xe.net/ucc/)  offers  real-time  rates  base."  What  more^could  you  need? 

and  nearly  instantaneous  conversions  between  more  than  180 

currencies.  Need  histoncal  currency  conversions? Try  the  Pacif-  Flight  Distances 

ic  Exchange  Rate  Service  at  http://pacific.commerce.ubc.ca/xr,  The  MileMarker  function  at  Webflyer.com  can  generate  t 

which  is  maintained  as  a  public  service  by  a  professor  at  the  flight  distance  between  any  two  airports  on  the  planet.  1 

University  of  British  Columbia.  URL  is  www.webflyer.com/travel/milemarker. 


Cybercafes/Computer  Access 

You  never  know  when  you'll  need  a  cybercafe  for  quick  access 
to  e-mail  or  to  download  files  from  the  office.  Two  sites  offer 
excellent  (if  volatile)  databases  of  public  cybercafes  around  the 
world.  One  is  Cybercaptive  (www.cybercaptive.com),  and  the 
other  is  Cybercafes.com  (www.cybercafes.com).  If  only  a 
Kinko's  will  do,  check  out  its  location  finder  at  the  company's 
proprietary  Web  site,  www.kinkos.com/locations/index.php. 

Doctor  Directory 

Need  a  doctor  on  the  road?  Start  with  WebMD  (http://my.- 
webmd.com/find_a_phys/doctor).  It  claims  a  searchable  data- 
base of  more  than  500,000  physicians  who  practice  in  any  one 
of  57  specialties  in  the  50  states.  When  you  find  a  physician, 
you  may  also  look  up  the  doctor's  medical  education  and  train- 
ing, hospital  affiliations,  office  services  and  other  information 
about  the  practice.  House  Calls  (www.housecallsusa.com)  and 
Express  Doctors  (www.expressdoctors.com)  promise  to  send 
a  physician  to  your  hotel  room,  office  or  home  anywhere  in  the 
U.S.  in  about  an  hour. 

Driving  Directions 

For  years,  Mapquest  (www.mapquest.com)  was  the  unques- 
tioned standard  for  Internet-based  maps  and  driving  directions. 
Lately,  however,  many  frequent  users  have  defected  to  Map- 
blast  (www.mapblast.com).  Its  most  intriguing  new  offering: 
"strip"  maps  that  show  your  entire  driving  route  on  one  screen. 

Driving  Distances 

The  U.S.  and  European  driving-distance  charts  atTravelNotes 
(www.travelnotes.org/NorthAmerica/distances.htm)  aren't  per- 
fect, but  they  are  workable  if  your  origination  and  destination 
points  are  both  major  citie.^,. 

Embassy  Locations 

Embassy  World  (www.embru.sywoild.rom)  says  it  offers 


Flight  Schedules 

The  most  reliable  online  source  for  schedule  information  remai 
the  Web  site  maintained  by  OAG  (www.oag.com),  the  king  oft 
paper-based  schedule  guides.  A  useful  alternate  site  is  Skygui 
(www.skyguide.net),  a  division  of  American  Express. 

Flight  Tracker 

Most  major  U.S.  carriers  have  a  proprietary  function  on  th 
sites  that  allows  you  to  track  the  flight  status  of  one  of  th 
own  flights.  But  Flightview  (www.flightview.com)  offers  tr. 
elers  a  comprehensive  method  to  check  the  status  of  any  fli( 
operated  by  any  airline. 

Health  Club  Directory 

You  don't  have  to  sacrifice  your  daily  workout  when  you're- 
the  road.  And  you  don't  have  to  make-do  with  the  hotel's  51 
or  fitness  center.  Global  Health  and  Fitness  has  16,000  hee 
and  fitness  clubs  in  its  database  at  www.global-fitness.cci 
/directories/d!r_hc.html.  i 

International  Dialing  Codes 

It's  OK  to  admit  it:  Dialing  internationally  is  still  a  bit  flummj 
ing.  Here's  the  good  news:  There's  a  Web  site  (www.coi 
trycallingcodes.com)  that  will  tell  you  exactly  what  digits  to 
before  you  call  any  international  telephone  number. 

LanguageTransiation 

Language  translation  was  one  of  those  killer  applications  1 
the  Web  was  supposed  to  master  years  ago.  It  turns  out  t 
letting  a  computer  translate  from  one  language  to  another  i 
foolproof.  In  fact,  many  Web-based  translators  can't  even  s  i 
foolproof.  Until  something  better  comes  along,  you  can  at  If 
try  the  translator  at  Land  of  Links  (www.landoflinks.com/trc 
lation).  It  translates  either  phrases  you  enter  or  entire  V 
pages  when  you  provide  the  URL.  The  translation  is  rudinr 
tary  at  best. 
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Fice  Supplies 

ed  some  office  supplies  when  you're  on  the  road?  A  shop- 
ig  site  (www.shoppingatoz.com/office.htm)  offers  one-clici< 
cs  to  dozens  of  online  sources. 

emight  Courier 

ed  to  find  an  overnight-courier  location  when  you're  traveling? 
-quest.net  (www.re-quest.net/office/overnight-courier)  offers 
cs  to  most  of  the  major  players.  And  Packtrack  (www.pack- 
ck.com)  offers  one-stop  package  tracking  for  more  than  four- 
len  overnight  courier  services.  All  you  need  is  the  company 
Tie  and  the  tracking  number. 


weather  information,  But  why  work  that  hard?  Weather.com, 
the  online  extension  of  The  Weather  Channel,  offers  everything 
you  ever  wanted  to  know  about  the  weather  for  almost  any- 
place in  the  world.  The  Local  Weather  feature  (www.weath- 
er.com/common/home/localweather.html)  covers  the  basics 
and  offers  satellite  weather  maps  and  10-day  forecasts. 

Weights  and  Measures 

U.S.  travelers  continue  to  be  confused  by  Celsius  temperatures 
and  the  metric  system,  two  worldwide  standards.  Fear  not.  The 
Travel  Channel  Web  site  (http://travel.discovery.com/tools- 
/converters/measure.html)  offers  a  two-way  temperature-con- 


armacy  Finder 

■ed  a  drugstore  late  at  night?  A  major 
opping  site  (www.shoppingatoz.com- 
ugs.htm)  offers  one-click  access  to 
zens  of  major  chains. 

>ping 

en  in  this  Web-savvy  era,  tipping 

nains  a  quandary.  But  at  least  there's 

;ite  (www.tipping.org)  that  offers  tips  on  tipping,  an  online      version  function  and  quick,  easy  converters  for  distance, 

calculator  and  even  a  tipping  chat  room.  weights  and  volume. 


EVEN  IN  THIS  WEB-SAVVY  ERA,  TIPPING  REMAINS 

A  QUANDARY.  BUT  AT  LEAST 
THERE'S  A  SITE  THAT  OFFERS  TIPS  ON  TIPPING. 


urism  Offices 

cept  for  Afghanistan  and  Mali,  the  Central  African  nation 
lere  Timbuktu  is  located,  just  about  every  other  country  on  the 
inet  has  a  tourism  office.  It  never  hurts  to  check  out  their  offer- 
is.  Tourism  Off  ices  Worldwide  Directory  (www.towd.com)  pro- 
les one-click  links  to  U.S.  state  and  city  tourism-promotion 
ices. 

ivel  Publications 

d  you  know  there  are  more  than  1,000  English-language 
vel  publications  around  the  world?  More  than  300  of  them 
'er  useful  information  on  their  Web  sites,  and  they're 

cataloged  and  linked  on  one  page  at  The  Travel  News- 
jnd  (www.travelnewsstand.com).  It  also  offers  a  weekly 
mmary  of  the  most  interesting  travel  stories  appearing  on 

Web. 

eather 

ery  place  you  click  on  the  Web  seems  to  offer  some  sort  of 


World  Time 

Sometimes  you  don't  know  what  time  it  is  somewhere  in  the 
world.  To  the  rescue  comes  the  prosaic  Time  and  Date  Web 
site  (www.timeanddate.com/worldclock),  which  offers  a  useful, 
real-time  world  clock.  It  also  offers  a  calendar  for  any  year. 

World  News 

All  the  major  news  outlets  maintain  an  extensive  Web  pres- 
ence, but  the  World  News  site  (www.worldnews.com)  offers 
country-by-country  news  recaps  and  excellent  roundups 
of  major  stories.  It's  invaluable  for  the  frequent  international 
traveler. 

Joe  Brancatelli  is  the  editor  and  publisher  of  Joe- 
SentMe.com,  a  noncommercial  Web  site  for  business  trav- 
elers. He  is  also  the  former  executive  editor  of  Frequent 
Flyer  magazine.  His  commentary  appears  in  newspapers 
and  magazines  around  the  country.  Contact  him  at  Bran- 
catelliJ@aol.com. 
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First  and  Business  Class  passengers 

complinnentary  personal  chauffeur 

service  to  and  from  their  .lirport* 

It's  just  one  of  the  many  reasons 

why  our  award-winning  service 

has  made  us  a  favorite  among 

travelers  around  the  globe. 

"/■MiiMDle  within  appfox.  35  miles  ot  the  No , 
■'  :  i-ricdii  city  airport  from  whicti  the  (light 
-  ."iiaies  and  is  complimentaiy  up  to  a 
>  ol  $150  fare  Some  restiictions  apoly. 


We  fly  to  over  1 10  destinations 

worldwide,  including  daily  direct 

B747  service  to  Kuala  Lumpur  from 

Los  Angeles  via  Taipei,  or  from 

Newark  via  Dubai  aboard  our  B777s. 

Contact  your  travel  agent  or  call  our 

Premiere  Desk  at  (888)  627-8477. 

And  let  us  give  you  a  real  lift. 

Partners  in  Northwest  Airlines'  WorldPerlcs* 
iind  Delta  SkyMiles  ■"  Irequent  llyer  programs. 
©2002  Malaysia  Airlines. 
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Insights  By  Peter  Huber 

Al  Brave  New  Digital  World 


FOR  THE  LAST  TEN  YEARS  BROADCAST  TECHNOLOGY  HAS 
been  dismissed  as  obsolete,  a  clumsy  analog  vestige  of  a 
bygone  technological  era.  Now,  however,  the  key  ele- 
ments required  to  propel  the  old  idiot-box  world  of 
analog  broadcasting  into  the  digital  age  are  falling  into 
>ce.  Digital  telephony  was  the  wireless  story  of  the  1990s;  dig- 
1  broadcasting  will  be  the  wireless  story  of  the  2000s. 

Digital  broadcast  satellite  got  off  to  an  uncertain  start  a 
cade  ago,  but  has  since  emerged  as  a  very  serious  competitor 
cable.  Digital  radio  services  from  both  satellite  and  terres- 
al  transmitters  are  now  emerging.  Congress  has  directed  the 
deral  Communications 
)mmission  to  choreograph 
evision's  transition  to  dig- 
1  by  the  end  of  2006.  Digi- 
receivers  are  now  power- 
1 — and  cheap  enough  for 
al-Mart. 
The  personal  computer 
s  been  cozying  up  to  the 
evision  for  at  least  five 
ars.  Nintendo's  GameCube 
d  Microsoft's  Xbox  already 
:d  their  content  into  analog 
ievisions.  DVDs  provide 
mpact,  interactive,  all-digi- 
I  storage  media.  TiVo  and 
;playTV — powerful,  full- 
dged     computers     mas- 


Manufacturers  will 

soon  grasp  they 

can  prosper 

selling  integrated 

TV-computers  to  a 

huge  generation  of 

new  shoppers  who 

want  the  Web's 

power  embedded 

in  TVs. 

lerading  as   really  smart 

;Rs — already  surf  the  analog  airwaves  to  capture  and  cache 
oadcast  content.  And  last  August  the  FCC  directed  manufac- 
rers  to  add  digital  reception  capabilities  to  their  larger  TV  sets 

mid-2005,  and  to  all  the  rest  by  2007.  The  computer-to-tele- 
>ion  cozying  up,  in  short,  will  culminate  in  complete  integra- 
)n  in  the  next  five  years. 

Digital  broadcasting  has  been  hyped  for  so  long,  and  has 
livered  so  little,  that  the  FCC's  directive  was  met  with  a  yawn. 
i  the  commission's  many  critics  pointed  out,  only  15%  of 
)useholds  still  rely  on  radio  tuners  and  rabbit-ear  antennas  for 
eir  reception;  satellite  dish  households  already  have  their  dig- 
J  receivers,  and  cable  companies  can  orchestrate  a  transition 
digital  on  their  own  schedule. 

Far  more  significant,  however,  is  that  only  about  11%  of 
Tierican  households  are  currently  hooked  up  to  a  high-speed 
gital  channel  via  a  cable  modem  or  a  phone  company's  DSL 
rvice,  and  those  services  typically  deliver  data  at  well  under 
megabit  per  second.  Using  the 
me  digital  compression  schemes 


already  used  for  DVD  and  some 
satellite  television  services,  a  dig- 
ital TV  transmitter  can  dispatch 
almost  20  megabits  per  second. 
W^ith  20  or  so  TV  stations,  and  as 
many  radio  transmitters  broad- 
casting in  a  metropolitan  area, 
there  will  be  a  huge  stream  of 
bits  that  can  be  selectively  picked 
up  and  cached  by  the  integrated 
TV-PCs.  It  certainly  won't  be  just 
Oprah  and  Rush,  either — the 
digital  broadcasters  will  soon  end  up  free  to  push  any  kind  of 
Web  content,  too.  Thus,  over  the  course  of  the  next  decade  the 
transition  to  digital  television  will  bring  very-high-speed  digital 
connections  into  every  home  that  buys  a  new  television. 

Broadcasting  provides  only  one-way  traffic,  but  most  stock 
quotes,  headline  news,  pictures  and  entertainment  that  we  seek 
are  sought  by  our  neighbors,  too.  You  need  an  uplink  to  dis- 
patch e-mail,  buy  books  online  and  pick  and  choose  the  infor- 
mation you  want  to  receive,  but  this  uplink  can  run  at  a  low  bit 
rate.  Satellite  broadcasters  already  provide  high-speed  Internet 
downloads  with  the  help  of  dial-up  phone  lines  for  the  uplink. 
And  when  manufacturers  begin  to  build  digital  tuners  into  tele- 
visions, they  can  readily  add  wireless  uplinks,  too,  capable  of 
signing  on  to  services  offered  by  the  paging,  cell  phone  and 
other  narrowband  wireless  services,  like  Blackberry's.  Caching 
can  substitute  for  a  lot  of  two-way  interaction  as  well.  Pay-per- 
view  movies,  for  example,  can  be  encrypted  and  then  transmit- 
ted indiscriminately  to  digital  VCRs,  with  the  ultimate  sale  being 
completed  by  way  of  a  simple  phone  call  that  provides  a  code  to 
unlock  the  content. 

Current  grumbling  notwithstanding,  equipment  manufac- 
turers will  soon  grasp  that  they  can  prosper  by  selling  inte- 
grated TV-computers  to  a  huge  generation  of  new  shoppers, 
who  still  love  television  but  also  want  the  full  power  of  the 
Web  embedded  in  it.  The  stealth  transformation  of  the  televi- 
sion into  a  personal  computer  and  the  radio  into  a  mobile  dig- 
ital receiver,  both  linked  to  high-speed  digital  wireless  net- 
works, will  have  enormous  consequences — much  larger,  in 
fact,  than  the  less  stealthy  rise  of  digital  wireless  telephony.  The 
Web  got  to  where  it  is  now  on  the  strength  of  $  1 ,000-plus  per- 
sonal computers,  dial-up  phone  lines  and  $40-per-month 
cable  modems  and  DSL  service.  It  will  go  a  whole  lot  further 
when  its  front  end  has  all  the  look  and  feel  of  a  television  set, 
with  a  price  to  match,  and  with  digital  broadcasts  providing 
torrents  of  content  around  the  clock.  F 
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Peter  Huber,  a  Manhattan  Institute  senior  fellow,  is  the  author  of  Hard  Green:  Saving  the  Environment  from 
the  Environmentalists  and  the  Digital  Power  Report.  Visit  his  home  page  at  www.forbes.com/huber. 
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Bear  Stearns'  Jimmy  Cayne 
makes  calculated  bets.  He  has  a 
lot  of  his  own  money  on  the  line. 


The 

^^..^  ^  T^V'M  BY  DANIEL  KRUGEP 

Card  Player 


HERE'S  ONE  INVESTMENT  BANK 
not  on  Eliot  Spitzer's  hit  list. 
No  special  deals  to  hand  out 
shares  of  new  issues  to  favored 
clients.  No  sham  transactions 
with  Enron  or  WorldCom.  No  hyping  of 
stocks  by  analysts  who  confess  in  e-mails 
that  the  stocks  are  pig  slop. 

Bear  Stearns  Cos.  really  isn't  on  any- 
one's glamour  list,  either.  With  $30  billion 
of  capital  (shareholder  equity,  plus  long- 
term  debt  and  preferred  stock),  it  is  tenth 
among  Wall  Street  financiers  (Citigroup 
has  $202  billion).  It  doesn't  have  the 
underwriting  power  of  Goldman  Sachs 
or  Lehman  Brothers,  the  commercial 
lending  capabilities  of  J.P.  Morgan  Chase 
or  the  retail  reach  of  MerriD  Lynch. 

They  say  that  a  card  player's  skill  is 
shown  by  how  well  he  plays  a  bad  hand. 
The  bear  market  has  dealt  every  Wall  Street 
firm  a  bad  hand,  and  Bear  Stearns'  skills 
are  showing  through.  For  the  nine  months 
ended  Aug.  31,  net  income  applicable  to 
common  shares  and  before  accounting 
changes  and  one-time  gains  rose  21%  fi-om 


year  from  Alan  C.  (Ace)  Greenberg.  The 
flamboyant  Greenberg  was  known  for  his 
cigar  smoking,  hilarious  memos,  edicts 
forbidding  the  purchase  of  paper  clips — 
and  magic  tricks.  Cayne,  by  contrast, 
excels  at  the  sedentary  art  of  bridge  (he  is 
a  national  champion  and  ranked  one  of 
the  best  players  in  the  world).  Bridge,  just 
like  securities  trading,  is  a  game  of  luck  in 
the  short  run  but  skill  in  the  long  run — 
an  ability  to  play  the  odds  and  think 
quickly.  Says  Cayne:  "Ninety-five  percent 
of  the  time,  no  matter  how  the  cards  are 
dealt,  the  better  player  wins." 

Cayne  deploys  Bear's  small  capital 
base  shrewdly.  Ranked  eleventh  among 
stock  underwriters  and  fourteenth 
among  bond  underwriters.  Bear  focuses 
on  just  a  few  industries:  defense,  media, 
telecom,  retail  and  health  care.  The  firm 
underwrote  a  hot  new  issue,  taking  Aero- 
postale  public  in  May  and  turning  its  pri- 
vate-equity stake  in  the  teen  retailer  into  a 
$261  million  one-time  gain.  In  a  weak 
mergers  market  it  booked  a  48%  gain  in 
investment  banking  fees  during  the  first 


'Ninety-five  percent  of  the  time,  no  matter  how 
the  caols^are  dealt,  the  better  player  wins." 


the  comparable  period  a  year  ago,  to  $523 
million.  At  a  recent  $58,  its  stock  is  up  24% 
from  the  March  2000  broader  market  high, 
while  Merrill  Lyiich's  is  down  41%  and 
Goldman  Sachs'  is  down  4S%. 

Credit  goes  ;,  Cayne,  68, 

who  took  over  .  ,  n  nian  last 


three-quarters  of  fiscal  2002.  There's 
more  to  come,  thanks,  in  part,  to  advising 
Pfizer  on  its  acquisition  of  Pharmacia. 
Bear  also  participated  in  AOL  Time 
Warner's  deal  in  August  to  regain  full 
control  of  its  cable  operations,  Warner 
Bros,  and  HBO  (as  well  as  the  WB  Net- 


work, Comedy  Central  and  Court  TV 
When  the  resulting  subsidiary.  Tin 
Warner  Cable,  decides  to  go  public.  Be 
will  have  a  shot  as  lead  underwriter. 

Bear  Stearns'  dealmakers  work( 
hard  for  the  estimated  $30  million  th 
pulled  in  helping  Affiliated  Comput 
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ervices  buy  a  division  of  Lockheed 
4artin.  Early  last  year  they  got  on  the 
'hone  to  Jeffrey  Rich,  chief  executive  of 
affiliated,  an  outsourcing  and  manage- 
nent  company  Bear  had  taken  public  in 
994.  Bear  knew  that  Lockheed  was 
inloading  noncore  operations  and  sug- 


gested to  Rich  that  Lockheed's  IMS  divi- 
sion— maker  of  the  E-ZPass  toll  collec- 
tion systems  and  cameras  to  catch  traffic 
violators — would  fit  with  Affiliated's 
large  base  of  local  government  clients. 

Rich  liked  the  idea  but  was  hesitant 
about  taking  on  long-term  debt.  So  Bear 


designed  its  $825  million  financing  plan 
around  a  $500  million  sale  of  equity,  rais- 
ing the  rest  in  debt. 

Lockheed  had  other  bidders,  and 
Affiliated's  offer  was  not  the  highest.  But 
Bear  had  worked  for  Lockheed  since  the 
purchase  by  one  of  its  predecessor  com- 
panies, Martin  Marietta,  of  GE  Aeronau- 
tics Systems  and  knew  that  price  would 
not  be  Lockheed's  sole  consideration. 
Bear's  presentation  of  Affiliated's  bid 
tipped  the  balance  in  its  favor,  says  Jeffrey 
MacLauchlan,  Lockheed's  vice  president 
of  financial  strategies,  who  declines  to 
reveal  what  finally  swayed  him.  "Value 
takes  a  couple  of  forms,"  he  says  coyly. 

It  undoubtedly  had  something  to  do 
with  Bear's  arranging  a  $550  million 
credit  line,  with  Wells  Fargo  as  co-lender. 
For  this,  it  earned  a  measly  estimated 
$200,000  or  so  over  seven  weeks.  This 
sealed  Bear's  assignment  as  senior  man- 
ager on  the  financing,  says  Rich.  Without 
that  credit  line,  he  concedes,  "we  would 
have  had  to  go  with  Goldman." 

It's  tough  to  compete  with  the  likes  of 
Morgan  Chase  in  offering  credit  lines  as 
an  inducement  to  get  underwriting  fees. 
Bear's  limited  ability  to  play  in  this  game 
forces  it  to  be  highly  selective  in  offering 
credit.  "Nothing's  automatic,"  says  David 
Glaser,  cohead  of  investment  banking  at 
Bear.  Perhaps  such  circumspection  pro- 
tected it  from  some  of  the  recent  fallout. 
Bear's  Enron  losses,  for  instance,  totaled 
$32  million;  exposure  to  WorldCom  was 
minimal.  Better  to  be  small  and  profitable 
than  big  and  unprofitable.  Bear's  invest- 
ment banking  operations  accounted  for 
only  1 5%  of  revenues  last  year,  compared 
with  24%  at  Goldman  and  37%  at 
Lehman.  Sales  and  trad- 
ing of  stocks  and  bonds 
(57%)  and  clearing 
(17%)  still  predominate. 
Going  for  profits 
rather  than  market  share, 
making  calculated  bets — 
this  is  what  you  expect  from  someone 
who  has  a  lot  of  his  own  money  on  the 
table.  Cayne,  a  33-year  veteran  who 
started  out  as  a  bond  salesman,  owns 
Bear  Stearns  shares  worth  $270  million. 
At  $23.5  million,  David  Komansky  at 
Merrill  Lynch  is  a  comparative  pauper.  F 


Making  more 
with  less: 
Cayne 
shrewdly 
deploys 
Bear's  small 
capital  base. 
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VETERANS 


Duty,  Honor,  Pension' 

Who  can  say  no  to  the  veterans  lobbies?  Certainly  not  Congress. 


BY  IRA  CARNAHAN 


POLITICIANS  ARE  UNDERSTAND- 
ably  eager  to  lavish  money  on 
the  mihtary  these  days.  Not  all 
of  it  is  going  into  antiterrorism 
efforts.  With  little  debate,  402 
House  members  and  83  senators  signed 
on  to  bills  granting  military  retirees  an 
expensive  new  benefit  that  goes  by  the 
euphemism  "concurrent  receipt."  The 
vernacular  is  "double-dipping." 

Military  retirees  already  collect  retire- 
ment benefits  from  the  Pent.n-on.  With 
the  new  benefit  they  could  also  collect 
hundreds  to  thousands  of  dollars  a 


month  in  tax-free  disability  payments 
from  the  Department  of  Veterans 
Affairs — even  if  the  Defense  Department 
didn't  find  them  disabled  at  discharge. 
Estimated  cost  for  the  Senate  version:  $78 
billion  over  the  next  ten  years,  according 
to  the  Office  of  Management  &  Budget. 

The  Bush  Administration  is  threaten- 
ing to  veto  the  defense  spending  bill,  now 
in  negotiation  in  a  House-Senate  confer- 
ence committee,  if,  as  seems  likely,  con- 
current receipt  is  included.  The  Adminis- 
tration says  that  other  military  needs  are 
more  pressing  and  that  most  veterans 


who  would  benefit  aren't  very  needy. 

"It's  not  clear  what  problem  we're 
solving,"  Undersecretary  of  Defense 
David  Chu  says  in  an  interview.  "The  ben- 
eficiaries of  this  change  are  all  already 
drawing  full  military  pensions,  completely 
indexed  for  inflation,  and  carrying  with 
them  lifetime  health  care,  commissary 
and  other  benefits.  Our  position  is,  'We've 
already  compensated  these  people.' "     ■ 

But  legislators  are  no  more  in  a  mooc 
to  be  chintzy  about  veterans  than  to  tell  a 
New  York  City  fireman  his  cough  is  not  * 
work-related.  Just  two  years  ago  Presidenl 
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90%  of  the  Fortune  500  now  rely  on  the  speed  and  efficiency 

of  Xerox  Document  Centre"^  systems.  They  print,  copy, 

scan,  fax  and  e-mail  like  no  other.  Saving  time  and  money. 

There's  a  new  way  to  look  at  it. 


reason  for  our  popularity  is  simple.  It's  high 
rormance  at  afTordable  cost.  Aiid  now,  any  size 
ipany  can  afford  the  technology  that's  won  the 
fidence  of  the  Fortl  \k  500.®  The  new  Xerox 
;ument  Centre  500  series  is  designed  to  give 

more  productive  ways  to  print,  copy,  scan, 
and  even  e-mail.*  And  our  Document  Centre 


i 
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technology  lets  you  run  network  print  jobs  up  to 
three  times  faster  than  the  leading  competitor.*  Its 
powerful  software  means  improved  workflow  and 
easier  document  management.  What's  more,  the 
Document  Centre  line  also  offers  you  fast,  afford- 
able color.  So  join  the  crowd,  and  see  how  your 
company  can  save  some  time  and  money  of  its  own. 


it:  www.xerox.coin/500  Call:  1-SOO-ASK-XEROX  ext.  500 


THE  Document  Company 

XEROX. 


ffi  Docurneni  Centre  features  are  optional,  'Compared  in  a  print  efficiency  evaluation  conducted  by  Buyer's  Laboratory  Inc  .  a  leading  independent  office  equipment  test  lab  Printer  productivity  testing  was  conducted  with  each  product  operating 
!Ult*nnode  and  resolution  set  at  600  dpi  Multiple  jobs  from  a  BLI  test  suite  were  sent  in  series  to  each  device,  with  output  consisting  of  a  mix  of  single  and  multiple  stapled  sets  with  a  banner  page  for  each  |ob  m  the  test  suite  The  order 
*i  jofcs^yvere  sent  was  randomly  selected  ©2002  XEROX  CORPORATION  All  rights  reserved  XEROX*  The  Document  Company*  Document  Centre*  and  There's  a  new  way  to  look  at  it  are  trademarks  of  or  licensed  to  XEROX  CORPORATION 


VETERANS 

Clinton  signed  an  expansion  of  health 
benefits  for  military  retirees  that  added 
$290  billion  in  unfunded  liabOities  to  the 
federal  books  by  guaranteeing  military 
retirees  and  their  spouses  on  Medicare — 
now  and  in  the  future — medical  care  and 
prescriptions  almost  for  free. 

In  that  case  Congress  acted  after  vet- 
erans groups  claimed  military  recruiters 
had  promised  these  benefits.  That's  a 
debatable  point.  A  1956  law  made  clear 
there  was  no  such  guarantee.  A  Congres- 
sional Research  Service  study  found 
"courts  have  repeatedly  held  that  such 
claims  of  a  'promise'  have  no  legal  stand- 
ing" and  that  "efforts  to  locate  authorita- 
tive documentation  of  such  promises 
have  not  been  successfiil." 

The  push  for  concurrent  receipt  is  not 
based  on  any  promise.  The  current  system 
works  like  this:  When  a  member  of  the 
armed  forces  retires  (usually  after  20  years, 
but  less  if  he's  seriously  injured),  the  Pen- 
tagon determines  if  he's  disabled.  At  that 
point  12%  of  retirees  are  found  to  be  dis- 
abled; most  receive  a  larger  monthly  check 
as  a  result.  If  the  impairment  is  minor — 
say,  hemorrhoids — there  is  no  extra  pay, 
but  rheumatoid  arthritis  could  add  $460 


free  payments  and  free  medical  cai-e  is 
such  that  even  retirees  found  disabled  by 
Defense  usually  go  to  get  a  VA  disability 
certification,  too. 

Concurrent  receipt,  on  the  other 
hand,  would  allow  folks  who  have  done 
their  20  years  to  get  a  full  Defense  pen- 
sion and  then,  perhaps  years  later,  apply 
for  a  VA  disability  check,  which  would  not 
reduce  their  nondisability  pension  pay- 
ments by  a  cent.  Perversely,  this  would 
produce  a  greater  extra  benefit  for  those 
who  weren't  considered  disabled  when 
they  retired  than  for  those  who  retired 
with  serious  health  problems.  Why?  The 
young  soldier  disabled  on  the  battlefield 
probably  couldn't  continue  his  military 
career.  That  means  what  he  receives  from 
the  Defense  Department  is  really  a  dis- 
ability payment,  not  a  pension.  The  pro- 
posed legislation  affects  only  the  latter. 

Just  how  easy  is  it  to  get  classified  dis- 
abled by  Veterans  Affairs?  The  military 
hasn't  suffered  big  casualties  in  a  conflict  in 
three  decades.  Yet  660,000  military  retirees, 
more  than  a  third,  are  classified  as  at  least 
partially  disabled.  With  the  added  incentive 
of  full  concurrent  receipt.  Veterans  Affairs 
estimates  that  70%  of  all  retirees  who 


and  you're  well  enough  to  reach  retire^ 
ment,  that's  great.  But  you  certainly  aren't 
disabled  [by  your  service],"  says  Rodney 
Peters,  65,  of  Waconia,  Minn.  He  spent  two 
decades  maintaining  airplanes  in  the  Navy. 

Ruben  A.  Pro,  a  72-year-old  Air  Force 
retiree  in  New  Mexico  who  suffered  a 
stroke  19  years  after  leaving  the  service 
and  is  now  rated  fully  service-disabled, 
says,  "I'm  very  appreciative,  but  I  think 
our  government  is  just  too  generous." 

No  matter.  The  American  Legion  says 
the  benefit  expansion  is  necessary 
because  the  current  system  immorally 
punishes  veterans  for  "getting  shot  in  the 
defense  of  democracy." 

Unlike  civilian  disability  benefits,  VA 
payments  often  continue  until  a  veteran 
dies.  The  formula  for  VA  payouts,  not  sig- 
nificantly revised  since  1945,  doesn't  at- 
tempt to  measure  an  individual's  loss  in 
earning  power.  The  result,  the  General  Ac- 
counting Office  notes,  is  that  veterans  can 
receive  compensation  "even  if  they  are 
working  and  regardless  of  the  amount 
they  earn."  Indeed,  more  than  a  fourth  oi 
the  retirees  receiving  VA  disability  benefits 
are  rated  as  10%  disabled,  which  should-i 
n't  keep  them  from  holding  most  jobs,  yel 


^  By  the  Numbers   There  are  fewer  veterans,  but  more 

claiming  disability  benefits. 
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to  the  monthly  pension  of  an  Army  cap- 
tain and  severe  diabetes  could  add 
$1,140.  If  the  disability  is  combat-related, 
or  the  retiree  joined  the  service  before 
1975,  the  disability  money  is  tax  free. 

If  Defense  deems  a  retiree  fit,  he  can 
still  go  to  a  VA  clinic  at  any  time,  even  20 
years  after  he's  left  the  service,  and  apply  to 
get  almost  any  health  problem  that's 
cropped  up— a  bad  knee,  1  ligh  blood  pres- 
sure— classified  a  "service  connected"  dis- 
ability. A  finding  that  he  ha;.  :  10%  or 
greater  service-related  'isabilit    entitles 
him  to  free  lifetime  m;       \!  ^jrc  for  the 
problem,  as  well  as  mc     :  .y  tax  free  d' 
ability  checks.  At  preseni  tiiese  VA  disa' 
ity  payments  reduci    .lollar  for  dollar 
soldier's  Defense  check.  Yet  the  lure  of 


weren't  found  disabled  by  Defense  would 
eventually  win  disabled  status  from  the  VA. 
The  majority  of  VA  disability  recipients 
have  common  health  problems — like  ul- 
cers or  arthritis — many  of  which  would 
have  arisen  over  time  no  matter  what  job 
they  held.  (TeUingly,  the  VA  doesn't  track 
what  percentage  of  disabilities  are  combat- 
related.)  Any  disease  or  condition  that  oc- 
curred— or  was  aggravated  — while  the 
serviceman  was  on  active  duty  is  consid- 
ered service-connected.  And  servicemen 

.e  considered  to  be  on  active  duty  24 
n  urs  a  day.  If  a  civilian  injures  his  back 

'<  ling  on  vacation,  it's  not  job-related;  if  a 
rviceman  does,  it  is. 
Even  some  veterans  are  appalled.  "If 
miVe  well  enough  to  stay  on  active  duty 


they  still  qualify  for  disability  pay.  So  witl  j 
concurrent  receipt,  a  retiree  could  hold  < 
full-time  job  in  the  private  sector,  receive 
a  full  military  pension  and  get  VA  disabil 
ity  payments  to  boot.  A  triple  dip. 

When  Thomas  Fitzgerald,  of  Sai 
Antonio,  retired  from  the  Air  Force  ii 
1987  with  a  full  pension,  his  arthritis  an< 
bad  back  would  have  qualified  him  for  V 
disability  payments.  But  he  didn't  appl) 
he  says,  because  he  was  still  able  to  hold 
ftill-time  job  as  a  contracting  officer  fo 
Texas  Instruments  and  believes  he  woul( 
have  had  the  same  health  problems  any 
where.  "I  sat  behind  a  desk  (in  the  mili 
tary).  I  sure  as  hell  wasn't  going  to  walk  i: 
and  say,  'I'm  disabled.'  But  a  lot  of  othe 
guys  doing  similar  office  work  did." 
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We're  building  a  dream, 
one  robot  at  a  time. 

The  dream  was  simple.  Design  a  robot  that,  one  day,  could  duplicate  the 
complexities  of  human  motion  and  actually  help  people.  An  easy  task?  Hardly  But 
after  more  than  15  years  of  research  and  development,  the  result  is  ASIMO,  an 
advanced  robot  with  unprecedented  human-like  abilities.  ASIMO  walks  forward 
and  backward,  turns  corners,  and  goes  up  and  down  stairs  with  ease.  All  with  a 
remarkable  sense  of  strength  and  balance. 

The  future  of  this  exciting  technology  is  even  more  promising.  ASIMO  has 
the  potential  to  respond  to  simple  voice  commands,  recognize  faces,  carry  loads 
and  even  push  wheeled  objects.  This  means  that,  one  day  ASIMO  could  be  quite 
useful  in  some  very  important  tasks.  Like  assisting  the  elderly,  and  even  helping 
with  household  chores.  In  essence,  ASIMO  might  serve  as  another  set  of  eyes, 
ears  and  legs  for  all  kinds  of  people  in  need. 

All  of  this  represents  the  steps  we're  taking  to  develop  products  that  make  our 
world  a  better  place.  And  in  ASIMO's  case,  it's  a  giant  step  in  the  right  direction. 


The  power  of  dreams: 
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False  Front 

Be  wary  of  any  balance  sheet  propped  up  by  a 
synthetic  lease— even  if  the  name  at  the  top 
sounds  very  solid.  Like  Iron  Mountain. 


BY  ELIZABETH  MACDONALO 

IN  AN  AGE  OF  ACCOUNTING  SCANDALS, 
balance  sheets  have  to  be  above 
reproach.  That's  why  so  many  compa- 
nies are  undoing  "synthetic  leases."  Many, 
but  not  all. 

Synthetic  leases  are  concoctions  by 
creative  accountants  that  effectively 
enable  corporations  to  borrow  money 
without  admitting  they  are  borrowing.  To 
get  a  headquarters  building  or  some  other 
capital  improvement,  the  corporation 
agrees  to  make  lease  payments  that  look 
for  all  the  world  like  mortgage  payments. 
Indeed,  on  tax  returns  the  transaction 
is  often  treated  as  a  property  purchase 
financed  with  a  mortgage.  But  on  the  bal- 
ance sheet  shown  to  shareholders,  the 
asset  and  the  debt  are  nowhere  to  be 
found. 

In  the  past  year  Cisco  Systems  and 
3Com  have  spent  $1.9  billion  to  unwind 
synthetic  leases.  HealthSouth,  the  opera- 
tor of  rehabilitation  clinics,  paid  $207  mil- 
lion to  liquidate  two  of  the  tricky  things. 
The  accounting  abbots  at  the  Financial  Ac- 
counting Standards  Board  are  contem- 
plating rules  that  would  force  all  compa- 
nies to  put  these  financings  on  the  balance 
sheet  and  the  cash  flow  statement. 

All  of  which  makes  Iron  Mountain, 
the  fast-growing  data  repository  with  the 
hot  slock,  something  of  an  odd  duck.  It's 
standing  pat  widi  its  synthetic  leases.  "If 
people  are  spending  cash  to  unwind  them 
for  the  sake  of  optics,  1  ihinic  that  would 
be  an  overreaction,"  says  Chief  Financial 
Officer  John  Kenny  ti  lii-.  Boston 
headquarters.  "For  us,  s;. !  :^  are 

very  good  business." 

Good  indeed.  Iron  Moi'  stores 

paper,  computer  disks,  microl :. :    ,  blue- 
prints— you  name  it — for  I5U,(.  0  cu-. 
tomer  accounts.  On  the  inforvuatioi. 
superhighway,   quips    a    report    fro 
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Synthetic  Fans 

The  companies  here  have  these 
outstanding  leases. 

Continental  Airlines 

$324  million 

H.J.  Heinz 

$220  million' 

Human  Genome  Sciences 

$200  million 

'$80  million  is  expected  to  be  paid  off  by  early  next  year. 
Source:  Company  reports. 

Hoover's  Online,  Iron  Mountain  pro- 
vides the  multilevel  parking  garages.  Its 
shares  trade  at  $26,  or  35  times  this  year's 
expected  earnings. 

But  it  takes  a  lot  of  money  to  pay  for 
those  parking  garages,  not  to  mention 
trucks  and  computers.  Iron  Mountain  has 
p.  id  $1.5  billion  of  total  debt,  without 
t  •.  ;i  counting  the  synthetics,  atop  share- 
hoiders'  equity  of  $915  million.  Until 
recently  it  was  losing  money — a  cumula- 
tive $8(1  million  from  1999  through  2001. 
li'Jt  it  keeps  in  Wall  Street's  good  graces 
■  ith  big  cash  flow,  in  the  sense  of  net 


income  before  extraordinary  items  plus 
depreciation.  Last  year  that  number  cami 
to  $126  million  on  revenue  of  $1.2  bil 
lirni.  Subtract  $197  million  for  capita 
expenditures,  and  you  get  a  so-called  free 
cash  flow  of  minus  $71  million  for  2001. 

The  true  picture  is  worse,  says  James 
Chanos,  the  short-selling  sleuth  who  was 
one  of  the  early  bears  on  Enron.  Chanos, 
who  runs  a  New  York  City  hedge  fund 
that  is  short  Iron  Mountain,  says  the 
company's  great  cash  flow  stems  in  part 
from  Iron's  merger  with  a  competitoal 
Pierce  Leahy,  in  2000.  And,  he  says,  Iron'fl 
heavy  use  of  synthetic  leases  keeps  its  cap-J 
ital  expenditures  artificially  low  anJ 
inflates  its  free  cash  flow.  During  200H 
Iron  Mountain  used  synthetic  leases  toj 
add  16  properties  worth  $78  millionJ 
Count  those  properties  in  the  capital' 
expenditure  total  and  the  cash  flow  deficit 
grows  to  $149  million. 

In  a  typical  deal,  Iron  Mountain  signs : 
a  lease  for  five  or  six  years,  at  the  end  of 
which  it  has  to  either  refinance,  buy  the  t 
properties  or  fork  them  back  to  landlords : 
along  with  a  cash  settlement  that  reflects : 
shifts  in  the  property's  value  up  or  down,  i 

John  Kenny  says  that  if  the  FASB  gets 
its  way — forcing  the  capitalization  of 
leases  like  these — the  impact  would  bei 
smaller  than  Chanos  predicts.  Instead  of 
running  up  debt,  he  says,  the  company 
would  just  switch  to  so-called  operatingi 
leases,  which  don't  have  to  be  capitalized. 
With  these  leases  the  tenant  is  free  to 
decamp  ft-om  the  property  at  the  end  of 
the  lease  term,  typically  with  no  termina- 
tion payments. 

Iron  Mountain's  bullish  story:  Once 
you  get  a  customer's  records  stored,  the 
monthly  fees  turn  into  a  cash  machine. 
And  the  big  cap-ex  is  to  expand  the  com- 
pany: Only  $25  million  of  the  outlays 
were  to  maintain  existing  service  levels. 
Everything  else  represents  either  growth 
or  the  refinancing  of  old  warehouses  in 
order  to  reduce  occupancy  costs. 

Chanos'  bearish  case:  "With  any  com- 
pany that  holds  itself  out  to  be  a  cash  flow 
story,  you  have  to  watch  capital  expendi 
tures  closely.  Depreciation  is  real."  A 
minimum,  Chanos  is  right  that  this  is  ; 
riskier  stock  than  it  seems  to  be.  He  ma; 
even  be  right  that  it's  headed  down.    F 
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Erin  Dubin,  waitress. 
Invests  "whatsiie  can' 
in  the  stoc/c  mari<et. 


They  deserve  U 


rtericans  invest  in  the  stock  market. 

vore  about  the  companies  they're  investing  in. 
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They're  calling  for  responsibility. 
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Linval  and  Pauline  Lowe. 
Investing  for  their  sons' 
college  education. 
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More  Americans  than  ever  are  investing  in  stocks  for  their  children's  future. 
They  want  the  companies  they  invest  in  to  be  as  honest  as  they  are. 
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i    l/l/oodroiv  ond  Hisayo  Asai. 
i  retired  horticulturist 


.^  Begon  saving  for  their 
retirement  20  years  ago. 


$1.75  trillion  is  invested  in  401  k's* 
People  need  to  know  if  their  money  will  be  there  when  they  retire. 


We  agree. 


^nd  so  do  2,800  of  the  world's  best  companies. 


t  the  New  York  Stock  Exchange,  the  rights  of  the  investor  are  at  the  center  of  what  we  do.  It's  our  job  to  ensure 
lat  every  shareholder  is  treated  fairly  and  honestly  and  can  invest  with  trust  and  confidence.  We're  building 
pon  that  foundation  by  developing  new  guidelines  and  regulations  that  will  help  our  listed  companies  work 
arder  to  serve  the  needs  of  all.  As  they  always  have,  companies  that  list  on  the  NYSE  must  meet  the  highest 
>ting  standards.  And  now  they  will  follow  even  tougher  rules  and  be  responsible  for  adhering  to  the  strongest 
uidelines  of  any  marketplace  in  the  world.  Now,  more  than  ever,  investors  are  asking  for  more  from  the 
ompanies  they  invest  in.  The  New  York  Stock  Exchange  and  the  2,800  companies  that  list  here  are  answering. 


NYSE 

The  v\^orld  puts  its  stock  in  us."^ 


To  see  a  list  of  these  2,800  companies  or  to 

learn  more  about  the  new  standards  they  follow, 

visit  nyse.com  and  click  on  corporate  govemance. 


nyse^com   \\   yfi^. 
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3Y  ASHLEA  EBELING 

Don  Quixote 
In  Court 

Tech  recruiter  Jeff  Abraham  won 
a  $15  million  verdict  for  blowing 
the  whistle  on  a  big  employer. 
He's  not  sure  he'd  do  it  again. 

Do  YOU  HAVE  A  RIGHTEOUS  STREAK?  IT  CAN  BE  EXPENSIVE. 
Consider  the  saga  of  Jeffrey  Abraham,  a  45-year-old  head- 
hunter  who  got  into  a  jousting  match  with  a  chent, 
Hyundai  Semiconductor  of  America,  over  its  hiring  practices. 
For  six  years  Abraham  lived  in  legal  and  financial  limbo,  liable  at 
one  point  for  more  than  $  1  million  if  he  lost  on  appeal. 

In  1996  Hyundai,  a  subsidiary  of  South  Korea's  Hyundai 
Group,  hired  Abraham's  recruiting  firm,  Technical  Resources  of 
Huntington  Beach,  Calif.,  to  help  staff  its  new  S 1 .3  billion,  1 ,000- 
employee  semiconductor  plant  in  Eugene,  Ore.  He  was  looking 
at  more  than  $850,000  in  commissions  at  $7,500  and  up  per  hire. 
But  as  Abraham  later  testified  in  court,  things  turned  bad  quickly. 
Hv-undai's  personnel  manager  told  him  to  stop  referring  female 
and  Afi-ican -American  candidates.  Then  the  manager  demanded 
kickbacks  of  $2,000  for  each  new  hire.  When  Abraham  protested, 
HvTjndai  terminated  his  firm's  services  after  four  months.  "They 
tried  to  use  me  as  a  filter,"  Abraham  says.  "I  said,  'That's  not 
going  to  happen.  It's  unethical.  It's  reprehensible.' " 

Abraham  sued  Hyundai  and  James  Menzie,  its  personnel 
manager,  in  California  state  court  on  a  host  of  legal  theories, 
including  a  novel  reading  of  California's  civil  rights  Jaw,  the 
Unruh  Act.  The  claim:  Hyundai  blacklisted  Abraham  because  he 
advocated  hiring  minority  applicants.  Though  during  the  trial 
Hyundai  executives  denied  all  wrongdoing,  and  still  do,  in  AprO 
1999  the  jury  awarded  Abraham  $15  million  in  damages. 

Hyundai  and  Menzie  appealed,  arguing  that  California's 
UnYuh  Act  didn't  extend  to  Abraham's  claims  in  Oregon.  They 
called  the  judgment  "a  windfall  to  Abraham,  and  an  injustice  to 
the  defendants."  Abraham  says  he  deserved  every  penny:  "I  took 
on  this  multibillion-dollar  company  on  my  own." 

He  was  also  taking  on  a  company  that  was  creating  lots  of 
jobs,  which  meant  it  had  political  muscle.  The  tax  assessor  in 
Lane  County,  Ore.  opened  an  inquiry  into  whether  the  com- 
pany's $40  million-plus  in  property-tax  breaks  should  be  for- 
feited because  of  the  discrimination  verdict.  Oregon  law  requires 
that  companies  comply  with  local,  state  and  federal  laws  to 
receive  the  breaks.  But  Hyundai  lobbied  state  officials,  and — ^just 
three  months  after  the  verdict — Oregon  enacted  a  retroactive 
law  specifying  that  complying  with  "state"  law  meant  Oregon 
law,  not  California  law.  "That  ended  the  inquiry,"  said  a  disap- 
pointed Jim  M.  Gangle,  the  county  assessor. 
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Abraham  got  a  measure  of  vindication  when  the  Equal 
Employment  Opportunity  Commission  filed  a  complaint 
against  Hyundai.  Among  the  charges:  that  it  rejected  referrals 
from  employment  agencies  based  on  applicants'  race,  gender  or 
national  origin.  Hyundai  settled  last  December.  It  didn't  admit 
liability,  but  agreed  to  pay  $860,000  for  minority  recruiting  and 
scholarships,  and  for  direct  compensation  to  minority  engineer- 
ing applicants. 

As  his  appeal  dragged  on,  Abraham  had  yet  to  see  a  penny  of 
his  $15  million,  while  his  out-of-pocket  lawyers'  fees  and  costs 
ballooned  to  $500,000.  And  the  appeal  bond  Hyundai  had  to 
take  out  to  guarantee  its  payment  was  structured  so  that  Abra- 
ham would  owe  Hyundai  the  bond  cost — already  more  than 
$600,000— if  he  lost. 

But  if  Abraham  was  worried  about  financial  exposure,  so  was 
his  opponent.  The  semiconductor  industry  tanked  last  year,  and 
Hyundai  Group  spun  off'  its  troubled  unit,  renaming  it  Hynix 
Semiconductor.  And  the  appeal  bond  required  posting  collateral 
of  $22  million — a  substantial  amount  of  capital  for  a  debt-rid- 
den company. 

Hynix  and  Abraham  cut  an  out-of-court  settlement  for 
undisclosed  terms,  probably  a  fraction  of  the  $15  million  judg- 
ment. Abraham,  who  continues  to  run  his  recruiting  firm,  says 
he's  proud  of  his  resistance  but  would  have  second  thoughts 
about  launching  another  such  legal  battle.  Says  he:  "It  took  every- 
thing I  had  from  an  emotional  and  financial  standpoint."         F 
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Handhelds  Across  America 
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Palm's  split  into  two  companies 
leaves  the  hardware  division 
battling  to  stay  '  elevant. 
Todd  Bradley  hi   a  plan. 

BY  GHANA  R.  SCHl    xBERGER 
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OU'D  H.\W  TO  BE  NUTS  TO  WANT 
/  R.  Todd  Bradley's  job.  Bradley  runs 
Palm  Inc.'s  handheld  division,  now 
1  the  process  of  being  split  from  its  sister 
ofrvvare  business,  PalmSource.  Bradley's 
roup.  Palm  Solutions,  accounts  for  most 
f  Palm's  revenue  but  squeaks  out  only  29 
ents  in  gross  profit  on  the  sales  dollar.  The 
ofrvvare  group,  PalmSource,  gets  9 1  cents 
n  the  dollar.  PalmSource  gleefully  licenses 
s  fabled  operating  system  to  the  likes  of 
ony  and  Kyocera,  which  then  use  it  as  a 
ilunt  object  to  beat  Bradley's  hardware 
roup  into  the  ground.  Those  firms,  and 
thers  running  the  rival  Microsoft  Pock- 
tPC  software,  meanwhile,  have  cut  Palm's 
hare  of  the  revenue  in  the  hardware  mar- 
et  from  71%  to  46%  since  2000  and  put 
ts  pricing  on  the  defensive.  The  average 
'aim  sells  for  $230  in  the  U.S.,  down  from 
320  in  1999,  according  to  NPDTechworld. 
But  Bradley,  43,  a  former  Gateway  exec 
vho  knows  a  thing  or  two  about  punishing 
)rice  wars,  isn't  faxing  out  resumes  just  yet. 
4e  has  a  plan  to  maintain  Palm's  hold  over 
he  industry  it  created.  Bradley  will  attack 
he  low  end  of  the  market  with  spunky, 
mder-SlOO  digital  organizers  for  the 
nasses,  like  k'ds  and  grandparents,  under 
i  new  brand  called  Zire  (rhymes  with 
fire").  Another  new  brand,  called  Tung- 
ten,  will  aim  at  the  mobile  executive  with 
eature-packed  wireless  handhelds.  A  small 
irmy  of  consultants  will  teach  businesses 
low  to  use  Palms  with  their  Oracle,  IBM, 
AP  and  Siebel  software.  "We  do  sell  awe- 
lome  hardware  products,"  he  says,  "but  at 
the  same  time  a  big  part  of  our  focus  is  on 
what  is  the  software  that's  going  to  enhance 
the  solution." 

If  he  can  pull  it  off,  the  revival  of  Palm 
Solutions  will  be  one  of  the  great  manage- 
ment feats  in  recent  years.  If  not.  Palm 
hardware  is  destined  to  suffer  the  same  fate 
as  all  those  forgotten  PC  makers  of  the 
1980s  and  MP3  players  of  the  1990s:  com- 
moditized,  converged,  consolidated. 

The  original  PalmPilot  organizer, 
launched  in  1996,  was  a  sensational  hit. 
When  3Com  spun  out  Palm  to  the  public 
in  March  2000,  the  new  company  had  a 
market  capitalization  of  $2 1  billion  on  its 
first  day  of  trading.  Although  Palm  sold  18 
million  branded  handhelds  in  its  first  five 
years,  a  cadre  of  imitators  quickly  leaped 
in.  Palm  was  slow  to  innovate,  typically  let- 


ting its  licensees  lead  the  way  with  splashy 
new  ideas  like  expansion  slots  and  MP3 
players.  Now  Palm  Inc.,  at  79  cents,  is  a 
penny  stock,  worth  a  mere  $445  million. 

In  July  Palm  Inc.  surprised  no  one  in 
announcing  a  plan  to  split  into  two  com- 
panies, with  a  spinoff  of  the  operating  sys- 
tem software  piece  likely  by  early  2003. 
Bradley's  group  would  get  the  devices  and 
all  the  application  software,  such  as  e-mail 
messaging,  while  the  PalmSource  unit 
would  own  the  OS  and  its  licensees,  as  well 
as  the  basic  software  for  calendar,  address 
book  and  task  list.  In  August  the  divisions 
moved  to  separate  buildings  near  the  old 
Santa  Qara,  Calif  campus.  The  Berlin  Wall 
is  up:  Bradley's  group  gets  no  special  fa- 
vors from  Palm  software  developers — and 
no  early  peeks.  In  return,  software  em- 
ployees are  now  barred  from  seeing  pro- 
totype handhelds  lest  they  leak  details  to 
Sony,  Handspring  and  others. 

Bradley  is  starting  his  comeback  from  a 
weak  position.  The  combined  company 
lost  $82  million  in  fiscal  2002,  with  sales  off 
34%  to  $  1 .03  billion.  His  rescue  plan  hinges 
in  large  part  on  winning  over  corporate 
customers  with  the  new  Tungsten  brand. 
Of  people  who  buy  a  Palm  device,  80%  use 
it  for  business,  says  Bradley.  He  figures  he 
can  go  directly  to  IT  departments,  with  the 
help  of  seasoned  salesmen  he  recently 
poached  from  Sun,  Adobe  and  Hewlett- 
Packard.  To  entice  managers  to  sign  con- 
tracts, Palm  is  cosponsoring  the  PGA  Tour, 
escorting  honchos  on  golf  junkets  and 
lending  them  free  handhelds  to  use  on  the 
course  to  check  out  the  leader  board. 
Bradley  has  also  lured  engineers  from  Mo- 
torola and  Nokia  to  shrink  the  handhelds, 
make  them  lighter  and  increase  their  bat- 
tery life  to  attract  business  travelers.  New 
handhelds  will  have  Texas  Instruments 
chips  that  allow  users  to  view  video  clips 
and  edit  graphics- heavy  presentations. 

Bradley  has  also  signed  agreements 
with  software  firms  such  as  SAP,  Oracle  and 
McKesson  to  find  ways  their  applications 
can  work  with  Palms.  In  Youngstown, 
Ohio,  for  instance,  physicians  at  a  unit  of 
Catholic  Heathcare  Partners  are  using 
McKesson  software  on  Palms  to  keep  track 
of  patient  charts  and  lab  results.  At  Stan- 
ford University's  School  of  Medicine,  pro- 
fessors electronically  poll  their  students 
during  class  in  real  time,  enabling  them  to 


PALM 

tailor  their  lectures  more  precisely. 

An  agreement  with  IBM,  signed  in  July, 
will  encourage  IBM's  100,000  salespeople 
and  150,000  consultants  to  push  Palms, 
particularly  for  customers  of  IBM's  new 
wireless  WebSphere  software.  But  the  deal 
isn't  exclusive,  allowing  IBM  to  continue 
supporting  PocketPC.  Nor  did  IBM  promise 
to  buy  Palms  for  its  own  employees. 

Bradley's  riskier  strategy  is  going  after 
the  low  end  of  the  market  with  the  Zire 
consumer  brand.  Zires,  due  out  this  fall, 
will  cost  under  $100,  well  below  the  $149 
M105,  currently  being  discounted  at  $99. 
The  idea  is  to  whittle  a  Palm  down  to  its 
simplest  features  and  sell  it  to  people  like 
Bradley's  17-year-old  son:  "He  wants 
something  that  looks  cool,  can  play  games, 
has  an  address  book  and  some  basic  cal- 
endar functions."  The  Zire  is  intended  to 
be  sold  the  way  a  Walkman  is,  in  plastic 
packs  on  Target  shelves  rather  than  locked 
in  display  cabinets  at  places  like  Staples. 

Bradley  has  been  cutting  costs  every- 
where. "Our  supply-chain  guys  have  a  re- 
sponsibility to  build  that  product  at  what  it 
should  cost,"  he  says.  Instead  of  shipping 
$  1 5  display  models  to  retailers,  Palm  Solu- 
tions produced  models  that  weigh  and 
look  the  same  but,  stripped  of  their  guts, 
cost  $3.  Bradley  also  revamped  his  pack- 
aging, using  cheaper  materials  and  assem- 
bling all  the  box  components  in  one  place 
to  cut  the  price  from  $5  to  $2  per  box. 

Microsoft  continues  to  cut  into  Palm's 
lead.  Handhelds  running  its  PocketPC  soft- 
ware, such  as  HP's  iPaq  and  the  new  T-Mo- 
bile  smart  phone,  now  claim  21%  of  the 
market.  Public  Safety  Group,  a  software  de- 
veloper in  Winter  Park,  Fla.,  sells  handhelds 
to  police  and  airport  security  teams  to  per- 
form instant  background  checks.  Although 
its  software  runs  on  any  handheld,  cus- 
tomers prefer  PocketPC,  both  because  all 
their  other  systems  already  run  Microsoft 
software,  and  because  the  HP  handhelds 
are  better  suited  to  withstand  rough  treat- 
ment from  cops.  Public  Safet)^  hasn't  sold  a 
Palm  system  in  nine  months. 

Bradley  scoffs,  saying  his  devices  can 
display  a  Microsoft  Office  presentation, 
document  or  spreadsheet  just  as  well  as 
PocketPC  handhelds  can:  "The  formatting 
is  exactly  perfect  and  it's  simple  to  use." 

It  will  take  a  lot  more  than  posh  golf 
outings  to  win  over  companies,  after  all.  F 
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AS  YOUR  FINANCIAL  LIFE  BECOMES  MORE  COMPLEX, 


WE'VE  MADE  FINDING  THE  RIGHT  ADVISOR 


TO  HELP  MANAGE  IT  SIMPLER. 
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There  s  never  been  a  better  time  for  the  Schwab  Advisor  NetworJ(. 


THE  INDEPENDENT  ALTERNATIVE 


As  your  portfolio  grows, 
so  does  the  complexity  of 
managing  it.  And  once  you 
decide  to  delegate  management 
of  some  or  all  of  your  portfolio, 
the  question  then  becomes 
whom  do  you  trust. 
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JOHN  R,  HILL,  CFP 

PINNACLE  ADVISORY  GROUP 

SCHWAB  ADVISOR 

NETWORK  MEMBER 


With  the  Schwab  Advisor  Network,™  we 
can  help  you  find  an  independent,  fee-based 
advisor  who  can  handle  the  day-to-day 
complexities  of  managing  your  financial  life, 
including  portfolio  management,  comprehensive 
financial  planning,  tax-sensitive  investing  and 
wealth  management.  Advisors  may  also  offer 
specialized  services,  including  trust  and  estate 
and  tax  planning. 
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presofiielr>s  advi^s  arfd  checks  their  experience  and  credentials  against  criteria  we  set.  Advisors  pay  Schwab  fees  to 

'"*  *he'Sbhwab  Ad<>i6or  Network,  fretwork  member  advisors  are  independent  and  not  employees  or  agents  of  Charles  Schwab  &  Co.. 

•t  decide  vihether  to  hire  af>' advisor  and  what  authority  to  give  them.  This  ad  is  not  a  referral  to  or  recommendatio 


HAND-SELECTED 
BY  SCHWAB 
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Members  of  our  network  are 
hand-selected  by  Schwab,  have 
been  in  business  an  average  of 
17  years  and  manage  an  average 
ot  $500  million  in  assets*  Each 
expert  advisor  must  meet  Schwab's 
extensive  standards.  Financial 
advisors  are  fee  based  and  don't 
work  on  commission,  therefore 
reflecting  our  coininitmcnt  to 
provide  financial  advice  based 
on  your  interests.  So  the  advice 
you  receive  isn't  sub)cct  to  the 
conflicts  of  interest  that  often 
get  in  the  way  ot  traditional 
brokerage  relationships. 


THE  FINE  ART  OF 
CHOOSING  AN  ADVISOR 

Selecting  the  best  financial  advisor 
for  you  from  the  Schwab  Advisor 
Network  begins  with  sitting 
down  with  a  Schwab  Investment 
Consultant  to  determine  your 
needs  and  preferences.  From 
small,  local  firms  to  large, 
nationwide  companies,  we  can 
recommend  and  introduce  you  to 
an  advisor  with  the  experience, 
expertise  and  philosophy  you  are 
looking  for.  The  relationship  you 
establish  with  the  independent 
financial  advisor  you  choose 
should  be  based  on  trust  and 
shared  values. 
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Schwab  Advisor  Network  members 
can  provide  the  personalized 
portfolio  management  and  financial 
planning  services  affluent  investors 
need  to  stay  in  control  and  away 
from  the  day-to-day  details. 

If  you'd  like  to  find  a  financial 
advisor  to  help  with  managing  the 
complexities  of  your  financial  life, 
call  ( "harles  Schwab  and  ask  about 
the  Schwab  Advisor  Network. 


TO  LEARN  MORE  ABOUT 

HOW  THE  SCHWAB  ADVISOR 

NETWORK  CAN  HELP  YOU 

FIND  THE  RIGHT  ADVISOR, 


CALL 

1-800-653-0243. 
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THE  PRINCIPLES  OF  SCHWAB 


T^E  PRINCIPLE  OF  THE  INDIVIDUAL  INVESTOR    •    THE  PRINCIPLE  OF  FACTS,  NOT  HYPE    ■    THE  PRINCIPLE  OF  ADVICE  NOT  DRIVEN  BY  COMMISSION 
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charles  SCHWAB 


Call 

1-800-653-0243 

Click 

schwab.com 

Visit 

395  locations  nationwide 

acle  Advisory  Group  or  its  representatives.  For  important  information  and  specific  advisor  recommendations,  ask  a  Scfiwab  Investment 
sultant.  ©2002  Charles  Schwab  &  Co.,  Inc.  All  rigfits  reserved.  Member  SIPC/NYSE.  (0902-9458)  ADS24037SPD. 
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INTERNATIONAL  EQUANT 


Reach  Matters 

Telecom's  death  march  rolls  on,  but  DIDIER  DELEPINE'S  Equant  looks 
like  a  survivor.  This  little-known  carrier  is  taking  on  Sprint  and  AT&T. 


BY  MICHAEL  MAIELLO 

IN  THE  TELECOM  INDUSTRY  INFERNO, 
the  darkest  ring  belongs  to  those  firms 
carrying  data  over  long  distances. 
WorldCom,  Global  Crossing,  XO  Com- 
munications and  KPNQwest  are  all 
bankrupt.  Genuity  has  defaulted  on  its  bank 
debt.  Venerable  AT&T  is  planning  a  reverse 
stock  split  to  avoid  a  single-digit  stock  price. 
Yet  Didier  Delepine,  chief  executive  of 
the  data  carrier  Equant,  can  declare:  "We 
have  survived." 

Equant,  incorporated  in  Amsterdam 
but  run  out  of  Adanta,  zips  its  clients'  data 
among  1,100  cities  in  223  countries.  Claim- 
ing the  worst  is  over  is  a  bold  statement 


Equant  reported  operating  income  of  $76 
million  for  the  first  six  months  of  2002,  up 
from  -$10  million  the  year  earlier. 

With  $426  million  in  cash  and  a  mi- 
nuscule $1  million  in  long-term  debt, 
Delepine  need  not  fear  financial  ruin.  Last 
July  France  Telecom  bought  a  54%  stake 
in  Equant  for  $6.5  billion  and  promised  a 
$300  million  hne  of  credit  that  Delepine 
can  tap  in  an  emergency.  "But  with  our  bal- 
ance sheet,  I'd  go  to  the  banks  before 
France  Telecom,"  says  Delepine. 

In  some  ways,  Equant  is  cheap.  At  a  re- 
cent $3,  down  70%  since  January,  Equant 
trades  at  less  than  half  of  its  $8  per  share 
book  value.  The  stock  has  been  hurt  by  its 


France  Telecom  and  Deutsche  Telekom.  It 
dissolved  after  three  years  of  confusion  over 
leadership  and  a  failure  to  turn  a  profit  on 
$1  billion  in  sales. 

Global  One  customers  are  still  paying 
bills  to  Sprint,  under  Sprint's  arrangement 
to  distribute  those  services  in  the  U.S.  until 
2003.  Delepine  would  like  to  see  the  resale 
agreement  continue  beyond  2003,  but 
Sprint  has  its  eyes  on  nabbing  those  cus- 
tomers, most  of  whom  have  never  heard 
of  Equant.  "It's  been  no  secret  that  we've 
embarked  on  building  our  own  global 
footprint,"  says  Yousef  Javadi,  chief  of 
global  sales  for  Sprint.  At  the  very  least 
Delepine  would  have  Sprint  inform  its  cus- 


"We  were  too  expensive  for  Global  Crossing."  Count  you 


from  a  man  whose  company  will  lose  $500 
million  this  year  on  $3  biUion  in  revenue. 
Equant  has  survived,  but  whether  it  will 
continue  to  do  so  depends  on  Delepine's 
ability  to  stick  to  a  very  different  strategy 
from  the  one  that  felled  his  rivals. 

Equant  never  built  its  own  fiber-optic 
network,  so  it  isn't  sitting  on  billions  in  de- 
preciating assets  like  Global  Crossing  and 
Qwest.  Its  assets  are  the  switches  and 
routers  that  move  data  packets  around.  All 
the  fiber  capacity  is  le.used.  With  some  fiber 
lease  prices  down  65%  since  2001,  Equant 
gets  some  benefit  ft-om  telecom'.^  collapse. 

Revenue  will  be  slightly  off  ftom  last 
year,  but  Delepine  told  analysts  to  (.  xpect 
$180  million  in  operating  income  (nci  be- 
fore depreciation,  interest  and  taxes).  He  11 
need  a  strong  second  half  to  make  good 
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relationship  with  France  Telecom,  which  is 
$70  billion  in  debt.  "It's  the  French  con- 
nection," says  Brownlee  Thomas,  an  ana- 
lyst at  Giga  Information  Group. 

Delepine's  big  concern  now  is  Equant 's 
anonymity  in  the  U.S.,  which  accounts  for 
30%  of  its  revenue.  Delepine  wants  that  to 
reach  40%  within  the  next  five  years:  "They 
must  know  who  we  are  and  what  we  can 
do."  The  55-year-old  has  been  spending 
most  of  the  year  in  Atlanta,  rather  than 
Amsterdam.  He's  obsessed  with  both 
worlds,  spending  his  leisure  time  listening 
to.  southern  blues  or  reading  about  Eu- 
rope's Middle  Ages. 

Worrisome  for  Equant:  $190  million  of 
its  U.S.  revenue  comes  from  its  2001 
merger  with  Global  One,  a  data  network 
once  operated  as  a  ioint  venture  by  Sprint, 


tomers  that  Equant  is  their  carrier:  "We're 
going  to  have  a  friendly  meeting  in  either 
Kansas  City  [Sprint's  home  office]  or  At- 
lanta to  sort  that  out." 

Equant  is  also  facing  stiffer  competi- 
tion from  AT&T,  which  is  turning  to  global 
business  data  to  replace  vanishing  con- 
sumer voice  traffic.  AT&T's  recent  termina- 
tion of  its  partnership  with  British  Telecom 
frees  it  to  sell  services  in  the  U.K.  market, 
which  provides  a  quarter  of  Equant's  sales. 

Equant's  main  selling  point  is  its  reach, 
with  service  personnel  in  145  countries,  in 
eluding  remote  places  like  Damascus,  Syria 
and  Reykjavik,  Iceland.  This  suits  multina- 
tional customers  such  as  Morgan  Stanley, 
Coca-Cola,  Interpol  and  Danish  shipper 
Maersk,  but  Equant's  reach  makes  its  ser- 
vice about  10%  to  15%  pricier  than  its  ri- 


t'als'.  "We  command  more  because  of  what 
we  do.  We  can  provide  the  infrastructure 
to  fire  up  an  office  in  Prague,  overnight," 
>ays  Howard  Ford,  head  of  global  sales. 

Equant's  roots  date  back  to  1949,  as  the 
Societe  Internationale  de  Telecommunica- 
tions Aeronautiques,  a  telecom  network 
that  managed  flight-scheduling  data  for  the 
forerunners  of  British  Airways,  TVVA  and 
line  other  airlines.  Delepine  joined  in  1976 
ind  later  started  selling  services  to  other  in- 
dustries. SITA  now  handles  data  for  740  cus- 
tomers, including  590  airlines,  and  is  still 
Equant's  biggest  client,  providing  S680  mil- 
ion  in  sales  a  year. 

At  the  height  of  the  telecom  market  in 
2000,  with  Equant  trading  at  $100, 
Delepine  offered  to  sell  the  company  to 
Global  Crossing,  but  the  deal  broke  down 
over  price.  "We  were  too  expensive  for 
them,  but  they  needed  our  customers," 
says  Delepine.  Count  your  blessings. 

Equant  has  suffered  its  lumps.  Since 
the  start  of  the  year  France  Telecom  has 
taken  a  $2  billion  writedown  on  its  $6.5 
billion  investment.  Delepine  had  to  cut 
capital  expendi- 
eSSingS.  tures  from$850 
million  in  2001  to 
S450  million  for  2002  and  reduce  his  work 
force  by  19%  to  10,800. 

Though  Delepine  often  mocks  the 
'troika  of  interests"  that  tried  to  run 
Global  One,  he's  crafty  about  forging 
partnerships  of  his  own.  In  2000  Equant 
approached  the  state-owned  China  Net- 
com and  agreed  to  teach  it  how  to  build  a 
national  data  network  for  China.  The 
resulting  network  just  happens  to  link 
seamlessly  with  Equant's  network.  The 
pair  will  have  80  cities  hooked  up  by  the 
end  of  the  year.  WhUe  most  of  the  fees  for 
transmission  within  China  will  go  to 
China  Netcom,  Delepine  hopes  to  draw 
sales  from  firms  trying  to  get  data  in  and 
out  of  China. 

With  deals  like  that,  Equant  will  sur- 
vive a  little  longer.  F 


INTERNATinMAI    NATIONAL  GRID 


.  erheaci  transmission  lines  just  might  be  ripe  for  a  killing,  and  now 
sor   ^  ■'  ^  are  fixing  to  seize  the  opportunity. 


BY  ROB  WHERRY 

HUGH  O'DONNELL  HAS  A  HIGH-WIRE 
act.  On  a  recent  summer  afternoon, 
he  was  flying  in  a  helicopter  at  40 
miles  an  hour  2,000  feet  above  the  sub- 
urbs of  Boston,  tracking  a  network  of 
electric  cables  and  the  steel  towers  that 
support  them.  During  the  flight,  a  laser 


attached  to  the  bottom  of  the    Got  juice:  National     when  electrified  cables  heat  up 
helicopter  emitted  a  shaft  of    Grid  USA  Chief  and  then  sag  too  close  to  th< 

light  toward  the  grid  at  25,000    Executive  Officer       ground.  Before,  power  supplier: 


,  ,  .         J.  .      Rick  Sergei 

pulses  a  second,  creatmg  a  digi- 
tal image  of  the  cables  and  towers  on  a  PC 
located  in  the  passenger  compartment. 

Back  on  the  ground,  O'Donnell  uses 
such  data  to  calculate  what  happens 


had  to  guess  the  maximun 
amount  of  electricity  that  could  pas, 
through  the  cables.  But  O'Donnell's  lase 
is  accurate  to  within  an  inch  and  a  quar 
ter,  enabling  as  much  as  10%  mor 
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power  to  flow  through  the  lines — 
enough  to  feed  20,000  homes. 

O'Donnell  and  his  laser  are  employed 
by  National  Grid  of  Britain  to  help  it 
operate  the  wires  and  towers  that  deliver 
electricity  from  power  plants  to  factories 
and  homes.  It's  one  of  the  world's  largest 
companies  to  specialize  in  the  transmis- 
sion of  electricity.  These  activities  are  nor- 
mally part  of  a  vertically  integrated  oper- 
ation. But  deregulation  in  Britain  and  the 
U.S.  has  caused  many  utilities  to  choose 
one  of  three  businesses — electricity  trad- 
ing, power  generation  or  electricity  trans- 
mission. Hotshot  companies  avoided  the 
last  of  these  because  it  generally  remains  a 
regulated  business  with  boring  utility-like 
returns.  But  with  Enron  in  the  dustbin 
and  Mirant  looking  sickly,  utility-like 
returns  don't  look  so  bad  these  days. 

How's  this  for  boring:  National  Grid 
made  $1.3  billion  in  profit  last  year  on 
revenue  of  $6.3  billion.  Since  its  1998 
entrance  into  the  U.S.  market  it  has  spent 
$13.2  billion  buying  three  New  England 
utilities.  National  Grid  USA  now  owns 
and  manages  73,000  miles  of  distribution 
cable  (the  retail  end  of  the  business)  and 
12,000  miles  of  transmission  wires 
(wholesale).  The  American  subsidiary 
accounted  for  60%  of  last  year's  revenue 
and  43%  of  the  profit.  "We  are  in  the 
most  conservative  place  to  be.  But  it's 
where  we  want  to  be,"  says  Richard 
(Rick)  Sergei,  National  Grid  USA's  chief 
executive.  "It's  a  day-to-day  solve-the- 
problems-business.  There's  nothing 
exotic  about  it." 

National  Grid  isn't  the  only  British 
power  company  with  a  foothold  in  the 
U.S.  London-based  SG  Securities  analyst 
Philip  Hollobone  estimates  that  40%  of 
the  U.K.  power  industry's  profits  come 
from  operations  in  America.  Scottish- 
Power,  Scottish  &  Southern  Energy, 
United  Utilities  and  International  Power 
have  all  bought  .■'u-.-triritv  plants  in  the 
United  Statc-^. 

Unlike  its  conipauiuls,  National  Grid 
has  focused  solely  on  the  delivt.  y  of  elec- 
tricity in  the  U.S.,  where  demand  for  juice 
grew  by  14%  ictween  1995  ;ind  2000 
while  capacity  rose  by  13%),  Naiional 
Grid  uses  technology  to  e<\se  the  strain  on 
the  system.  Apart  from  the  lasers,  it 
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employs  smart  software  that  enables  its 
managers  to  track  electricity  usage  and  to 
pick  the  most  efficient  routes  to  supply  it. 
National  Grid  shares  the  cost  savings  with 
the  customer.  The  State  of  Rhode  Island 
allows  National  Grid  to  earn  a  12% 
return  on  equity  on  its  operations  there. 
If  it  earns  between  12%  and  13%,  the 
excess  is  split  evenly  with  consumers. 
Beyond  13%,  National  Grid  keeps  a  quar- 
ter of  the  windfall  and  passes  on  the 
remainder  on  to  users.  Last  year  National 


►  By  the  Numbers 


Power  Play 

Britain's  Natio;  .:oupis 

hot-wiring  one  of  the  U.S.'  largest 

indMStries. 


$224  billion 


total  revenues  for 


U.S.'  electric  industry. 


l3.«S  /o  National  Grid's  return  on 
equity  over  the  last  year 


%2,  ITIiiliCltl   per-mile-cost  to  build 
new  transmission  lines. 


157,810  total  U.S.  miles  of 
transmission  lines. 

u4.d   likely  percentage  of  that  total 
owned  or  managed  by  National  Grid. 

Sources:  Company  reports;  Departmertt  of  Energy. 


Grid  had  a  14.5%  return  in  Rhode  Island. 

Managers  at  the  company  have  had 
plenty  of  experience  with  American  regu- 
lators. National  Grid  USA  began  life  as  the 
New  England  Electric  System,  a  utility 
supplying  large  parts  of  New  England.  In 
1998  the  company  sold  all  18  of  its  power 
stations  for  $1.5  billion,  and  less  than  a 
year  later  was  bought  by  National  Grid 
for  $4.1  billion.  Sergei  was  running  the 
American  company  at  the  time. 

There  aren't  a  lot  of  people  on  the 
planet  who  get  tingly  with  excitement 
about  power  transmission,  but  Sergei  is 
one  of  them.  He  says  he  was  amazed  to 
find  kindred  souls  at  National  Grid. 
Together,  they  swooped  in  on  Eastern 
Utilities  Associates,  a  small  transmission 
company  also  based  in  Massachusetts. 


Two  years  later  they  bought  Niagara 
Mohawk  of  upstate  New  York  for  $7.8  bil- 
lion, doubling  the  size  of  National  Grid 
USA's  retail  base  to  3.2  milUon  customers. 
If  the  company  pulls  off  two  deals  to 
manage  electricity  transmission  in  Penn- 
sylvania and  in  the  Great  Lake  states,  it 
would  operate  a  third  of  America's  trans- 
mission lines. 

Electricity  follows  the  path  of  least 
resistance,  and  this  often  makes  it  difficult 
to  track  where  it  goes  and  when.  At  a  hub 
in  central  Massachusetts,  National  Grid  < 
managers  sit  in  front  of  huge  electronic  ' 
maps  of  the  northeastern  grid.  Colored 
lights  represent  the  flow  of  electricity  in 
different  areas.  Alarm  bells  go  off  when 
problems  occur.  Software  helps  route 
power  to  avoid  outages  and  minimize  hne  : 
losses.  The  data  can  also  help  hotshot 
electric  companies,  the  ones  that  own 
generating  plants,  find  good  spots  to 
build  new  ones. 

National  Grid's  technology  is,  if  not 
high,  at  least  somewhat  off  the  ground. 
The  company  has  spent  $80  million  on 
remote  meter  readers  working  on  radio 
waves.  In  five  years  it  could  replace  the 
garden-variety  wires  on  its  overhead  lines 
with  hollow  lines  cooled  at  the  core  by 
liquid  nitrogen. 

Even  when  they  are  forced  to  share 
the  benefits  with  utility  customers. 
National  Grid  shareholders  should  bene- 
fit from  all  these  engineering  advances. 
While  shares  of  energy  traders  and  power 
plant  owners  can  scarcely  be  given  away 
on  Wall  Street,  National  Grid's  ADRs,  at  a 
recent  $36,  are  off  only  a  fourth  froin 
their  March  2000  high.  National  Grid's 
price/earnings  ratio  of  15  is  40%  lower 
than  the  average  for  the  industry.  The 
case  for  this  company  is  that  deregulation 
came  faster  in  England,  so  those  Brits  cm 
teach  us  a  thing  or  two  about  transmis 
sion  efficiencies. 

"This  is  an  unparalleled  time  [for  the 
transmission  business],  and  regulated i 
companies  are  often  slow  to   make^ 
changes,"  says  Sergei,  getting  all  tingly  . 
again.  "But  the  only  way  to  make  any 
meaningful  money  is  to  drastically 
reduce  costs  to  customers."  In  this  busi- 
ness, shareholders  and  consumers  car 
both  win.  f 
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hina's  imports  of 
U.S.  chicken  feet 
are  chicken  feed. 


China's 
Cheating 

Farmers  from  North  America  to 
Australia  and  beyond  were  supposed 
to  win  big  when  China  joined  the 
WTO.  But  in  the  past  nine  months  its 
food  imports  have  fallen. 


BY  ROBYN  MEREDITH 

FREE  TRADE  BETWEEN  TWO  COUN- 
tries  should  make  both  better  off. 
Think  of  all  the  chicken  feet  that  are 
nothing  better  than  scrap  in  a  U.S. 
slaughterhouse,  but  in  China  would  be 
appetizers  in  restaurants. 

Why  aren't  .America's  chicken  feet  on 
a  fast  boat  to  China?  Tariffs  on  these  deli- 
cacies are  falling  because  of  China's  entry 
into  the  World  Trade  Organization.  But 
suddenly  routine  import  licenses  for 
them  carry  restrictions  and  take  two 
weeks  to  process  instead  of  the  previous 
two  days,  [amcs  Sumner,  president  of  th; 
USA  Poultry  &  Kgg  Export  Council,  fig 
ures  U.S.  poultry  producers  have  lost 
$200  million  in  business  to  China  this 
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year  because  of  red  tape  and  other  non- 
tariff  barriers. 

China's  admission  to  the  WTO  was 
supposed  to  be  a  boon  for  ranchers  and 
farmers  around  the  world;  the  U.S.,  for 
instance,  was  expected  to  sell  an  addi- 
tional $2  billion  a  year  in  farm  products 
to  China  by  2005.  "That's  not  going  to 
happen,"  says  a  Western  agriculture 
expert  in  Beijing. 

Nine  months  after  China  joined  the 
WrO,  not  only  have  all  the  promised  gains 
in  agriculture  failed  to  materialize,  but 
China's  ag  imports  from  the  U.S.  have 
dropped.  They  were  down  23%  to  $841 
million  for  the  first  six  months  of  this 
vear — the  first  decline  since  1990. 

How  did  this  happen?  "China's  adher- 


ence to  the  deal  has  been  pretty  dicey," 
says  Phillip  Laney,  the  country  director  for 
China  for  the  American  Soybean  Associa- 
tion. "They're  playing  technical  games." 

In  the  first  six  months  of  this  year 
U.S.  soybean  sales  plunged  42%  from  the 
2001  period,  to  $376  million.  The  prob- 
lem with  our  soybeans:  They  are  geneti- 
cally modified.  For  the  previous  several 
years  China  had  no  restrictions  on  genet- 
ically modified  crops.  In  fact,  China  is 
second  only  to  the  U.S.  in  agricultural 
biotech-research  spending.  But  around  |j 
the  time  China  entered  the  WTO,  Chinese 
officials  suddenly  became  concerned 
about  modified  beans.  We're  not  talking 
about  tofu  ingredients  here:  Americar 
soybeans  are  sold  to  chicken  and  pi{ 
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farmers  as  protein  suppiernents. 

China  rules  on  Dec,  20  whether  or  not 
to  allow  the  import  ol'  genetically  engi- 
neered soybean  crops.  The  uncertainty  is 
enough  to  stop  some  exporters  from  send- 
ing ships  fuU  of  beans  across  the  Pacific. 

Which  way  will  China  go?  U.S.  farm 
and  trade  delegates  liave  gone  to  China  to 
evaluate  the  situation,  but  none  seem 
confident  about  the  prospects  for  U.S. 
beans.  "We  worked  exhaustively  to  get 
China  into  the  WTO  because  it's  such  a 
potentially  great  market,  and  we  expected 
a  good  faith  effort  to  comply  with  WTO 
rules,  but  we've  come  face-to-face  with 
artificial  trade  barriers,"  says  Illinois 
Farm  Bureau  President  Ron  R.  Warfield. 

China  insists  that  it  is  complying  with 
WTO  rules.  It  has  cut  tariffs,  reduced  the 
number  of  goods  for  which  import  li- 
censes are  required  and  written  new  laws 
to  open  service  trades,  says  Gao  Yan, 
speaking  for  the  ministry  of  foreign  trade. 

But  if  a  country  wants  to  choke  off 
imports,  it  can  find  ways.  The  WTO  per- 
mits Chi^a  to  impose  quotas  on  certain 
agricultural  items.  But  many  importers 
got  quota  allotments  of  just  500  tons  of 
corn.  Shippers  are  used  to  dealing  with 
45,000-ton  boatloads  and  can't  be  both- 
ered with  the  500-ton  allotments.  Not 
much  American  corn  gets  through. 

The  WTO  permits  a  country  to  main- 
tain safety  standards  for  food.  Conve- 
niently, China  has  a  zero-tolerance  policy 
for  salmonella  in  raw  chicken.  U.S. 
exporters  can't  meet  that  standard.  Nei- 
ther can  Chinese  chicken  processors,  but 
the  rule  is  not  enforced  against  Chinese 
chickens.  (The  bacteria  are  no  problem  if 
the  chicken  is  cooked.)  Loser:  Tyson 
Foods,  whose  sales  to  China  were  off  17% 
for  the  third  quarter  (ending  June  29). 

If  the  Chinese  agricultural  market  can 
be  pried  open,  it  will  be  a  big  one,  and  not 
only  because  of  China's  population  of  1.3 
billion.  Think  of  farming  in  China  as 
being  more  like  gardening:  Millions  of 
farmers  till  small  plo'^,  and  rural  per 
capita  income  typically  ranges  between 
$200  and  $300  a  yeai  Despite  low  labor 
costs,  China  is  not  a  law- cost  producer 
for  such  commodities  as  wj.eat  si\d  corn. 

Agriculture  is  always  the  toughe.<l 
part  of  a  market  to  open,  and  China'*;     .s 


expected  to  be  no  exception,  since  450  ing  them  an  unfair  advantage  over  thos,e 

million  of  its  population  are  farmers.  But  Chinese  peasants.  And  how  can  we  talk 

the  U.S.  cannot  fight  back  with  any  about  free  trade  when  we  protect  ineffi- 

degree  of  moral  authority.  The  U.S.  (like  cieiit  steelmakers  with  tariffs?                F 

Canada  and  the  European  Union)  pro-      

vides  lavish  subsidies  to  its  farmers,  giv-  •  With  additional  reporting  by  Lynn  }.  Cook 


Somewhat-Free  Trade 
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I  eorge  Bush  finally 
I  got  the  right  to  ne- 
Igotiate  trade 
treaties  without  second- 
guessing  from  Congress. 
Under  the  "fast  track"  leg- 
islation signed  in  August, 
Congress  cannot  modify  a 
free-trade  deal  with  an- 
other country;  it  can  only 
accept  or  reject  it  in  total. 
But  in  the  same  year  with 
this  step  toward  global- 
ism,  Bush  harked  back  to  Smoot-Hawley  and  the  Depression  with  tariffs  of  up  to 
30%  on  imported  steel.  Is  this  guy  in  favor  of  free  trade  or  against  it?  We  put  the 
question  to  Robert  Zoellick,  49,  the  U.S.  trade  representative. 
RZ:  We  try  to  promote  what  the  President  has  called  "a  competition  in  liberaliza- 
tion." If  we  are  successful  with  individual  countries,  it  might  help  prod  others  to 
move  forward  regionally  and  globally,  or  vice  versa. 

At  Doha  last  November  we  launched  the  global  trade  negotiations,  and  we 
are  trying  to  achieve  an  agreement  by  2005.  The  Free  Trade  Area  of  the  Ameri- 
cas, also  targeted  for  2005,  involves  the  34  democracies  in  the  Western  Hemi- 
sphere. We  hope  to  complete  free  trade  agreements  with  Chile  and  Singapore  by 
the  end  of  this  year,  for  congressional  passage  next  year. 
FORBES:  Next  on  the  agenda? 

RZ:  The  five  Central  American  democracies,  Morocco,  [five  countries  of]  south- 
ern Africa,  Australia. 

FORBES:  How  does  this  differ  from  what  your  predecessors  did? 
RZ:  Most  of  the  negotiations  the  U.S.  conducted  in  the  past  were  global.  While 
that  is  a  cornerstone,  we  believe  we  can  complement  it  with  the  regional  and  bi- 
lateral talks. 

Second,  we  are  trying  to  use  trade  agreements  and  other  things  like  prefer- 
ential trade  with  Africa  and  the  Andean  countries  as  a  way  to  promote  develop- 
ment. Investment  can  create  a  pathway  out  of  poverty  and  despair. 
FORBES:  The  WTO  says  tax  breaks  for  American  exporters  are  illegal.  What  do 
you  do  about  that? 

RZ:  We  have  to  come  into  compliance,  which  would  require  action  by  the  Con- 
gress. We  hope  to  avoid  trade  retaliation  by  following  through  on  our  obligation 
not  to  subsidize  exports  through  the  tax  code. 
FORBES:  Explain  those  steel  tariffs. 

RZ:  The  international  steel  market  has  been  characterized  by  subsidies,  cartels 
and  market  manipulation.  Part  of  the  President's  program  was  not  only  to  give 
our  industry  a  breathing  space  but  to  press  internationally  to  change  practices 
around  the  world.  The  [tariffs]  should  help  do  that.  —Susan  Kitchens 
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The  world  of  the  21st  Century  will  be  always  on,  completely  interconnect- 
I,  and  visual. 

Because  the  human  brain  processes  the  world  visually  first  and  foremost, 
an  has  striven  to  communicate  visually  since  painting  pictures  on  cave 
alls.  Our  world  is  a  world  of  images:  In  magazines,  on  television,  billboards, 
taiogues,  Web  sites,  and  the  kitchen  refrigerator.  The  most  important  com- 
unications  in  our  personal  lives  -  the  birth  of  a  child,  the  purchase  of  a 
ime,  a  family  reunion  -  are  invariably  communicated  visually. 


integrate  imaging  and  information  tech- 
nology -  hence  the  name  "infoimaging" 
-  are  vying  to  supply  the  products  and 
services  that  are  the  building  blocks  of 
Visual  Communication  solutions.  The 
technology  is  available  right  now  to  elim- 
inate the  visual  barrier.  Success  requires 
using  every  tool  available,  and  digital 
images  -  still,  video,  synthetic,  and  live 
Vet  in  the  realm  where  we  spend  the  way  of  thinl<ing  and  patterns  of  behavior  broadcast  -  are  among  the  most  power- 
sater  part  of  our  lives  and  need  the  in  accessing  information  and  communi-  ful  communication  tools  ever  produced. 
Dst  powerful  tools  -  business  commu-  eating.  The  next  step  we  will  inevitably  Marketing,  sales,  advertising,  corporate 
ations  -  we  do  without.  take  is  adding  the  visual  component  to     communications,  facilities  management, 

everyday  electronic  interaction.  peer-to-peer  communications  -  are  just  a 

Never  mind  that  business  is  tougher  few  examples  of  the  myriad  fields  where 

d  more  competitive  than  ever,  that        In  the  words  of  famed  technology     managers  can  take  a  quantum  leap  in 
;hnology    has    changed    everything     visionary  and  entrepreneur  Philippe  Kahn:     effectiveness,  by  "going  visual." 
:luding  the  rate  of  change,  that  with     "A  picture  is  worth  a  thousand  words,  a  /     / 

)balization  comes  the  pressing  need  to     picture  with  text  is  worth  ten  thousand        In  the  new  world  of  Visual  Communi- 
mmunicate  in  ways  that  transcend  Ian-    words,  and  if  you  add  audio  to  pictures     cation,    the    phrase    "Show    me    the 
age  barriers.  We  know  a  picture  is     and  text  you  then  have  a  communication     money"  is  literally  true. 
)rth  a  thousand  words,  yet  most  of  us     that's  worth  a  million  words." 

lonously  type  or  speak  those  thousand  Businesses,  like  the  ones  identified  in 

)rds  in  a  futile  attempt  to  replace  the        The  coming  information  shift  -  from     this  section,  that  are  first  to  understand 
ormation  content  an   image  would     the  written  or  spoken  word  alone  to     and  embrace  that  paradigm  will  emerge 

enhanced  visual  content  -  builds  on  the  as  the  leaders  of  the  new  Century, 
technology  adoption  patterns  of  the  last 
decade.  The  digitization  of  picture  taking, 
combined  with  the  emergence  of  a  global 
The  Web  has  enabled  people  to  com-  telecommunications  infrastructure  for 
inicate  instantly  through  email,  and  mil-  disseminating  digitized  information, 
TS  do.  Questions,  which  used  to  go  empower  virtually  any  business  person 
answered  or  took  days  and  a  support  to  use  images  to  communicate  faster 
iff  to  resolve,  now  can  be  answered  and  smarter. 
sily  using  search  engines.  Hundreds  of  Gerard  and  Goldstein  are  co-authors  of  a 

llions  of  people  have  changed  their        A  dynamic  group  of  companies  that     forthcoming  book  on  Visual  Communication. 


iver  effortlessly. 
That's  about  to  change. 


ALEXIS  GERARD 
President,  Future  Image 
AGerard@Futurelnnage.com 

BOB  GOLDSTEIN 

Author 

bob@bobgoldstein.com 
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The  convergence  of  wireless  technology  with  digital  imaging  and  the  Inter-  Mbps  3G  networks  for  voice  calls  anc 

net  promises  to  extend  personal  and  business  communications  -  communica-  text  messaging. 
tions  enriched  by  visual  information  -  to  any  device,  anywhere,  anytime.  That         But  wireless-imaging  activity  is  by  nc 

goal,  once  a  distant  dream,  is  now  within  reach.  means  limited  to  camera-phones  and  pic 

ture  mail  or  to  telecom  players.  Perhaps 

As  recently  as  two  years  ago,  if  you     ture  service  in  the  U.S.,  using  the  Erics-  for  the  first  time  in  the  history  of  tech' 

mentioned  "wireless  imaging,"  people,     son  model  with  a  plug-in  camera  module,  nology,  no  one  company  and,  indeed,  nc 

even  those  in  the  wireless  and  imaging     Motorola  and  Sanyo  say  they  also  will  one  industry  can  implement  a  de  facte 

industries,  would  look  at  you  funny.  Now     introduce  camera  phones  in  the  U.S.  by  platform  for  wireless  imaging  all  by  itself 

the  buzz  IS  everywhere.  Picture  mail  on     year-end.  Sprint  PCS  has  launched  its  No  one  is  likely  to  pull  a  Microsoft  or  ar 

camera-equipped  cell  phones  has  pro-     nationwide  next-generation  wireless  ser-  Intel  or  even  a  Palm  or  AOL  across  inter 

duced  more  than  six  million  new  sub-    vice  with  much  fanfare.  The  service  is  national  boundaries  in  wireless  imaging 

scribers  for  Japanese  wireless  carrier  J-    called  "PCS  Vision"  and  the  name  sug-  Delivering  seamless  solutions  unequivo, 

Phone.  Picture  mail  has  been  such  a     gests  the  emphasis  Sprint  will  put  on  cally  requires  the  expertise  and  participa 

success  that  J-Phone  offers  more  than  a     imaging,  as  does  its  new  ad  campaign,  tion  of  a  broad  array  of  technology  an( 

dozen  models  from  nine  different  manu-     Building  on  its  theme  of  all-digital  clarity,  service  providers,  of  entrepreneurs  am 

facturers  that  feature  color  screens  and     Sprint  calls  PCS  Vision  "Clarity  You  Can  established  businesses,  in  multiple  induj 

embedded  cameras.  By  the  end  of  the     See  and  Hear."  PCS  Vision  also  launched  tries,  and  from  players  in  every  area  c 

year,  it  will  stop  selling  any  mobile  phone    with  a  full  lineup  of  "Vision-enabled"  the  globe, 
that  doesn't  have  a  camera.  J-Phone     phones  and  PDAs  with  color  screens  as 

parent  Vodafone  can't  wait  to  launch  the     well  as  a  plug-in  camera  module.  The   wireless    imaging   value   chai 

service  and  phones  in  Europe.  involves  manufacturers  of  infoimagin 

With  declining  revenues  from  voice  components  like  sensors,  chips,  display 

European  telecom  giants  Nokia  and     service,  carriers  are  looking  to  data  ser-  radio  transceivers  and  batteries;  mobn 

Ericsson   have   introduced   their  own     vices  for  new  sources  of  revenue,  device  designers  and  manufacturer 

camera-phone  models,  and  European  car-    These  services  will  be  packet-switched  wireless    carriers    and    infrastructui 

riers  are  counting  on  Multimedia  Mes-    as  opposed  to  circuit-switched,  mean-  providers;  and  back-end  service  and  co 

saging  Service  (MMS),  the  rich  media     ing  billing  is  likely  to  be  basenLxjn  how  tent  providers.  It  needs  imaging  softwai 

follow-on  to  the  wildly  popular  Short  Mes-     many  bits  users  transmit  rather  thah\  developers  to  contrive  better  encodir 

sage  Service  (SMS),  to  produce  much-     how  many  minutes  they're  connected,  and  decoding  algorithms  to  make  ri( 

needed    new   revenues.    Korean   and     Nothing  eats  bita  like  images  and  other  media  more  digestible  for  limited  a 

Japanese  carriers  sold  pictures  and  10-  to     rich  data  types. |'Wireless  applications  wayes  and  limited  devices.  It  needs  rac 

20-second  video  dins  to  wireless  sub-    and  services  fqr  both  business  and  engineers  to  invent  ingenious  ways 

scribers  and  viv  during  the  recent    consumer  subscribers  that  incorporate  pack  more  information,  more  reliably,  in 

FIFA  World  Cup  ti.  Pd  the  service     visual  informatiohx  can  help  carriers  those  limited  ainA/aves.  It  needs  everyoi 

was  a  resounding  su.  maximize  the  use  of^their  increased  from  tiny  gaming  companies  to  ent( 

capacity  and  help  justify  the  massive  prise  software  vendors  to  media  giants 

In  the  U.S.,  AT&T  Wireless  has  intro-    investments  necessary  to  upgrade  the  create  services  and  content  that  app( 

duced  mMode  Pix,  the  first  wireless  pic-    networks.  Subscribers  won't  need  2  to  consumers  and  provide  value  to  ent 
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ADVERTISING     SECTION 

Sprint  Pictures 
Leadership 
Through  Imaging 


Seeing  is  believing.  That's  why,  to 
dennonstrate  its  leadership  in  wireless 
communication,  Sprint  PCS  Vision  relies 
on  convergent  technologies  and 
infoimaging  devices.  These  include  a 
miniature  digital  camera  that  plugs  into 
select  phones,  new  phones  that  display 
color  photos  and  cards  that  enable 
laptops,  PDAs  and  digital  cameras 
to  transmit  images  and  other  data 
wirelessly  over  the  PCS  Vision  network. 

Visit  www.VisualCommunication.info  to 

get  the  big  picture  on  this  communication 
success  story 
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prises.  And  it  needs  business  minds  to 
design  pricing  models  that  help  build 
momentum  instead  of  stopping  it 
in  its  tracks.  In  short,  opportu 
nities  abound  to  participate  in 
the  explosion  of  visual  com- 
munication without  wires. 

Nor  is  activity  limited 
to    wide     area     net- 
works. Given  today's 
cellular  infrastructure, 
particularly  in  th^-U.S. 
and  Europe,  the  obsta- 
cles to  achieving  wide- 
I 

area   wireless   imaging 

nirvana    are    daunting.  jHHHHHHBHHHBBHHHHHHH 

Ubiquitous,  fasland  painless  transfer  of  ^  hyped  and  much-delayed  Bluetooth  is 

pictures  without  ^ires  is  still  yeaj;^  starting  to  show  up  in  enough  devices 

away  in  most  markets.  But. wireless  to  make  it  useful.  And  there  are  newer, 

imaging  doesn't  stop  there,  or  more  to  faster  technologies  ready  to  displace 

the  point,  it  doesn't  necessarily  start  both  Wi-Fi  and  Bluetooth.  Cameras  or 

there.  The  ultimate  goal  of  wireless  other  capture  devices  that  can  connect 

imaging  is  to  take  pictures  and  instant-  without  wires  to  printers,  PDAs,  lap- 

ly  send  them  through  the  air  to  another  tops,  kiosks,  or  storage  and  display 

device  or  networked  storage  space,  no  appliances  offer  real  value  now.  Quite  a 

matter  where  you  are,  and  retrieve  pic-  few  companies  are  incorporating  short- 

tures  and  look  at  them,   no  matter  range  wireless  capabilities  in  their  cur- 

where    you    are.    It    doesn't    matter  rent  product  releases, 
whether  the  distance  involved  is  20,000 
miles  or  20  ce^ir.-  -<•- 


the  services  camp.  For  carriers  to  t 

subscribers  they  have  to  wait  i 

next-generation  networks  to  c 

compelling  new  services 

like  a  student  telling  f 

parents  that  he  flunki 

eighth  grade,  but  w 

until  they  see   he 

well  he  does  in  nini 

The  current  situation  pi 

sents  numerous  opp( 

tunities  to  find  a  ne^ 

and  fill  it.  Experienc 

particularly  in  the  As 

s^  - -:-    -->^     markets,  demonstrat 

^H^^^B    that  viable,  commercii 

HHI^IH    successful  solutions  c 

be  deployed  today. 


The  growth  of  wir..  !?:-■,  ■: 
works  based  on  the  ; 
and  generally  called  W:  i 
licly  accessible  "hot  spots' 


Huge  challenges  remain  but  they  pre- 
sent huge  opportunities  for  innovative 
li  area  net-    companies  to  devise  clever  ways  to  meet 
^pdard     or  sidestep  those  challenges  and  grab  a 
.'  :i:n  pub-    leadership  position  in  this  emerging  sege- 
'kJ  civate     ment  of  the  infoimaging  market.  In  the 


This  article  is  excerpted  and  adaf. 
ed  from  "Wireless  Imaging  -  Ove 
coming  the  Challenges. "  copyrig 
2001,  2002  Tony  Henning  and  Futu 
Image  Inc.  The  report  is  available . 
a  component  of  Future  Image 
WIRE  (Wireless  Imaging  Resear 
Edition)  service  dedicated  to  wii 
less  imaging.  For  more  informatr 
on  the  WIRE  service,  please  vi 
http://www.  wirelessimaging.  info 
http://www.  futureimage.com. 


corporate  and  home  netwoi 
bona  fide  phenomenon.  Even  thi 


a     debate  over  which  comes  first,  the  net- 
v'vork  or  the  services,  we  are  squarely  in 


£ 


TONY  HENNING 

Sr  Analyst,  Imaging  Infrastri 

Future  Image 

THenningQFuturelmage.corr 
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Instant  Imaging 
Speeds  Up 
Kemper's  Claims 


"Sharing  the 

data  and  images 

from  claims  in 

real  time  has 

produced  dramatic 

efficiencies  and 

reduced  our  costs 

substantially." 

-Steve  Robinson, 

•  V,     Senior  VP  of  IFG  Claims, 

lumper  Insurance  Company 


•*i 


Better,  faster,  cheaper.  Kemper's  Auto 
and  Home  Claims  Department  switched 
to  a  wireless  infoimaging  and  digital 
photography  system  from  ActivePhoto 
that  dramatically  increased  productivity 
and  customer  satisfaction,  and  reduced 
costs.  Kemper  now  transmits  images 
and  data  directly  from  the  field  to  a 
commercial  Web  account,  enabling  all 
parties  to  review  images  and  process 
a  claim  in  a  fraction  of  the  usual  time. 

Visit  www.VisualCommunication.info 

for  the  full  story  on  how  speed  helps 
Kemper  succeed. 
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TINY  CAMS  BOOST  BIZ 


BY  PAUL  WORTHINGTON 


Just  two  years  ago,  the  low  resolution  and  poor  optics  of  a  $500  camera  could 
cause  a  first-time  buyer  to  dismiss  digital  photography,  and  lead  most 
businesses  to  dismiss  the  technology  entirely. 


Today,  digital  cameras  have  dramatical- 
ly improved  in  image  quality  and  declined 
in  cost.  For  $200,  new  models  provide 
resolution  sufficient  for  an  8-by-1 0-inch 
photographic  print, 
impressive  new  pho- 
tographic functions 
that  let  anyone  take 
better  pictures. 

After  a  period  of 
healthy  skepticism, 
the    mass-market 
general    con- 
sumer    now 
understands 
the     picture- 
taking  advan- 
tages that  digita 
photography 
can  provide  - 
such  as  know- 
ing right  when    'a||' 
they  take  it  that   ' 
the    photo    came 
out  well  because  th- 
can    see    it    on    th 
camera's  display 


users     might 


^        Business 

[j5     have  seen  the  pos- 

o 
o 

CO 

CO     fits  of  digital 

<  photography  but,  in 

>     previous  years,  they  shied  away  from 


investing  in  the  new  hardware  because 
of  common-sense  doubts  over  the  cost 
of  the  initial  purchases,  training  to  use  a 
new  technology,  and  integration 
i  into  existing  workflo\)vs.  When 
those  business  users  tbday  see 
the   newer  cameras,   tower 
cost,  improved  quality,  and 
better  design,  they  realize 
digital  photography  can  fit 
into  their  even/day  work  envi- 
ronments without  dif- 
ficulty, add  significant- 
ly to  many  business 
functions,  and  boost 
the  bottom  line. 

s 

Shrinking  Sizes 

Electronic  de- 
vices   tend    to    get 
smaller  with  every  genera- 
tion,   but    digital    camera 
makers   especially   have 
accelerated  miniaturization 
in  recent  years.  Many  new 
(/    models  are  more  than  30 
percent  small- 
■1\    er  than  their 
6^  -— ^^     year-old  pre- 
decessors,     while 
delivering  superior  performance 
'::■'  1  I-  some  cases,  a  lower  price.  This 
::".ore  portable  size  will  bring  key  benefits 
in  the    )rm  of  new  usage  patterns  that 
enhai  je  productivity  and  creativity  in  the 


Two  primary  factors  have  allowed  fo 
smaller  sizes:'    I  \ 

Sensors:  Mg'ny  camera  'lines  havt 
switched  frorp  half-inch  to  one-third-incl 
CCDs  (the  chip  that  converts  light  to  ai 
electTical  signal).  When  the  sensor  '( 
smaller,  the  lens  size  gets  smaller,  an* 
everything  is  scaled  down. 

Optics:  Major  advances  in  aspherict 
optics,  which  focus  all  light  rays  on  th 
same  focal  plane  for  a  sharper  image 
have  opened  the  door  for  a  significar 
reduction  in  the  size  and  number  of  ler 
elements  -  while  still  allowing  for  goo; 
image  quality.  Aspherical  elements  ais 
mean  the  lens  weighs  less. 

Other  technological  enablers  for  sma 
er  digital  cameras  include  new  stainle? 
steel  fabrication  technology,  which  allov 
for  reduced  size  and  weight  while  bnn 
ing  greater  durability.  Also,  circuit  boarc 
have  been  miniaturized,  with  today' 
models  having  a  much  higher  degree 
integration  between  the  components 
order  to  reduce  the  number  of  chips  ( 
the  board. 

Regardless  of  the  inevitable  twists  ai 
turns  driven  by  the  dynamics  of  compone 
technology,  the  overall  direction  for  t 
majority  of  camera  form  factors  is  cle 
Continued,  accelerated  miniaturization. 
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iilnfoimaging  provides 
js  with  the  most 
cost-effective, 
^ad-generating 
~il  in  real  estate, 


-Jonathan  Greenblatt, 
Vice  President  of  Imaging, 
Realtor.com 


I     ADVERTISING     SECTION 


Picturing  the 
Perfect  Home 
on  Realtor.com 


Now  more  than  ever  prospective  buy- 
ers are  turning  to  online  sources  in 
search  of  the  perfect  home.  The  offi- 
cial site  of  the  National  Association  of 
REALTORS®,  Realtor.com  has  more 
than  2  million  constantly-updated  real 
estate  listings  -  representing  95%  of 
all  active  listings.  Online  listings  can 
lure  buyers  with  property  photos  and 
"virtual  tours"  using  iPIX  technology. 
Thanks  to  infoimaging  capture  devices 
and  online  services,  Realtor.com 
processes  100,000  images  each 
month  to  beckon  visitors  home. 

Visit  www.VisualCommunication.info  for 

the  complete  story  on  how  infoimaging 
is  changing  the  real  estate  landscape. 
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Better  Use 

There  is  undeniable  value  in  an  "always 
there"  image-capture  device.  When  it 
comes  to  getting  important  photos,  the 
camera  that  you  have  with  you  is  far 
more  valuable  than  the  one  back  home 
on  a  shelf. 

We  are  nearing  the 
time  when  we  all  will 
carry  a  conveniently  sized 
digital  camera  with  us  at  a 
times  -  perhaps  as  part  of  a 
portable  phone/comput- 
er combo. 

in      business,    an 
always-there  camera 
means     you      will 
always  be  able  to 
get  the  picture  of 
the  product  you  want  to 
sell,  and  send  the  shot  to  a 
buyer;  you'll  capture 
the  notes  on  the  white- 
board from  the  strategy 
meeting;    you'll    send 
images  of  a  new  office  or 
factory  to  your  co-workers 
while  you  are  scouting  the 
location;     and 
when     you're 
meeting  a  p'.w 
colleague  at  lunch,  you'll 
have  a  photo  on  your  PDA  to  help 
ensure  you  sit  at  the  right  table. 


Visual  Communication  is  a  self-pro- 
pelling, snowballing  behavior.  The  more 
you  do  it,  the  more  .obvious  its  value,  the 
clearer  its  myriad  uses  and,  therefore,  the 
more  des)t^ble  the  tool.  \ 

The   digital   cameras   how 
coming  to  market,  with  their 
smaller  sizes,  better  features, 
and  greater  ease  of  ^use,  will 
help  make  that  possible. 
Thankfully,       continuing 
technological    improve- 
ments      driven       by 
infoimaging  companies 
mean  that  tomor- 
row,   a    card-deck 
sized  phone/camera 
combo  in  your  pocket 
will  take  pictures  as 
good  as  the  cameras 
that  today  might  require 
a  neck-strap. 


Getting  Prints 


n 


For  a  detailed  look  at  the 
overall  digital  camera  market, 
please  see  "Digital  Cam- 
eras: The  Battle  for  the 
Emerging  Consumer  Mar- 
ket -  A  Competitive  Analy- 
sis, "  now  available  from 
the  Future  Image  Web  site, 
www.  futureimage.  com. 


S  Despite  the  advances  in  digital 
cameras,  the  digital  photography  ser- 
vice infrastructure  is  still  not  in  place 
to  provide  simple  and  ubiquitous 
printing  services.  You  can  get  a  film 
roll  processed  and  printed  just  about 
anywhere,  but  similar  services  for 
digital  camera  media  cards  aren't 
nearly  as  widespread  -  yet. 

;ly,  many  of  the  pieces  of 
iat  "TnTrastructure  are  either  in 
development  or  now  hitting  the 
market.  In  less  than  a  year,  you  will 
be  able  to  get  prints  from  a  digital 
camera  even  more  simply  than  you, 
do  now  from  film. 

At  the  center  of  this  transition  is 
the  Common  Picture  eXchange  Envi- 
ronment [CPXe]  initiative.  This  open 
standard,  and  the  network  built  on  it, 
will  let  everyone  use  a  retail  kiosk  oi 
an  Internet-connected  PC  to  ordei 
prints  and  other  services  from  both 
retail  and  online  fulfillment  centers. 


% 


PAUL  WORTHINGTON 
Sr  Analyst  Devices  &  Service 
Future  Image 
/         P\A/orthington@Futurelmage.' 


wvAw.VisualCommunication.info     www.  Future  Image, com 
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This  combination 

of  digital  skin 

imaging  and 

quantitative 

image  analysis  is 

an  infoimaging 

breakthrough." 

-Greg  G.  Hillebrand,  Ph.D. 

co-inventor  of  VISIA  "*•, 

Procter  &  Gamble 


Procter  &  Gamble 
Changes  the 
Complexion 
of  Skin  Care 


New  breakthroughs  in  skin  care  treatment 
are  helping  consunners  around  the  world 
thanks  to  advance  techniques  in  image 
analysis.  VISIA™  Complexion  Analysis 
System  has  boosted  sales  of  SK-II  and 
Clay  products  by  30%  and  doubled 
repurchase  rates  at  European  and  Asian 
retailers.  Developed  as  a  research  tool 
and  adapted  by  Canfield  Clinical  Systems 
for  medical  use,  VISIA™  uses  a  digital 
camera  and  image  analysis  software  to 
evaluate  a  subject's  facial  skin,  compare 
it  with  norms  of  age  and  ethnicity  and 
indicate  appropriate  P&G  products. 

Visit  www.VisualCommunication.info 

for  details  on  this  beauty  make-over 
success  story. 


ma 
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Online  Photo  Ads 
are  Big  Business 
for  LA  Times 


Wanted:  A  means  of  adding  pictures  to 
Internet  classifieds.  Since  the  LA  Times 
tackled  this  challenge  at  its  Recycler.com 
division,  the  group  has  increased  rev- 
enues by  225%  for  online  photo  ads 
and  increased  profits  by  over  35%. 
Using  infoimaging  technology  from  iPIX, 
Recycler.com  provided  an  outsourced 
image  management  system  that  made 
it  easy  for  advertisers  to  add  oomph! 
to  their  online  offerings. 

Visit  www.VisualCommunication.info 

for  the  latest  news  on  this 
infoimaging  solution. 
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RSI  and  Genicon 
Test  New  Drugs 
with  Imaging 
Technology 


Genicon  Sciences  has  partnered  with 
Kodak's  Research  Systems  Inc.  (RSI) 
to  develop  Resonance  Light  Scattering 
(RLS)  Technology,  a  promising  medical 
research  application  for  which  the 
worldwide  market  is  estimated  to 
reach  $22  million  by  2005.  RLS 
Technology  charts  the  effects  of 
new  drugs  on  sample  cells  at  the 
gene  level  -  and  does  so  with 
remarkable  precision. 

Visit  vww.VisualConimunication.info 

for  the  complete  story  on  how 
infoimaging  is  leading  advancements 
in  R&D  technology 
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IMAGE  SERVERS  EMPOWER 
NETWORK  PUBLISHING 


BYTONYHENNING 
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Rich  (non-textual)  content  is  an  increasingly  important  component  of  all  forms  of 
publishing,  but  especially  those  that  promote  goods  and  services  and  provide  enter- 
tainment. High-quality  visual  content  is  rapidly  becoming  more  than  a  key  com- 
petitive differentiator;  it's  now  a  business  imperative.  At  the  same  time,  there  is 
increasing  pressure  to  develop  systems  that  can  publish  that  content  anywhere,  any 
time,  to  any  device  -a  capability  now  referred  to  as  Network  Publishing,  one  of  the 
most  promising  applications  in  the  infoimaging  market. 


The  downside  is  that  creating  and 
preparing  images  and  other  rich  media  for 
publishing  in  multiple  channels  is  expen- 
sive, labor  intensive,  and  generally  a  man- 
agement nightmare.  Estimates  are  that  12 
to  1 5  percent  of  a  typical  corporation's  rev- 
enues is  currently  spent  on  various  pub- 
lishing activities,  and  the  percentage  is 
rising.  Web  sites  in  particular  are  becoming 
more  complex  and  costlier  to  maintain 
because,  despite  the  deflated  bubble,  Web 
pages  continue  to  multiply,  and  publishers 
are  finding  it  difficult  to  keep  up  with  the 
growing  appetite  for  better,  more  timely, 
more  personal  content.  Network  Publish- 
ing may  be  a  business  imperative,  but  it's 
neither  simple  nor  inexpensive. 

Enter  a  new  crop  of  tools  that  streamline 
the  publishing  process^aod  deliver  better, 
more  consistent  eontent.  These  tools  - 
hardware,  software  and  services  -  that  pre-\ 
pare  and  serv^  up  visual  content  are  com-  \ 
monly  known  as  image  servers  and  are  a 
vital  component  of  any  company's  overall 


publishing  strategy.  They  are  the  only  tools/ 
available  today  th^will  assLst  with  serving 
up  rich  content  across- jjiuLtiple-sfccess 
points  and  scale  as  required  to  meet  the 
challenges  of  a  rapidly  evolving  marketplace. 
The  data  gathered  by  Future  Image 
reveals  that  the  value  propositions  for  image 
servers  come  under  two  broad  headings: 


1 .  In  front  of  the  firewall  or  Top  Line 

The  ability  to  offer  pictures  on  the  Web, 
to  offer  higher-resolution  pictures  that  let  the 
user  zoom  and  pan,  to  offer  image  editing 
features,  easier  content  submission,  or 
simply  faster  or  more  consistent  image  dis- 
play -  all  contribute  to  a  better  user  experi- 
ence. Digital  imaging  allows  the  consumer 
to  zoom  in  on  a  picture;  pan  around;  experi- 
ment with  different  options,  combinations, 
colors,  and  patterns;  try  it  on  a  face  or  body 
model  that  can  be  made  to  resemble 
his/hers;  spin  an  object  or  move  around 
inside  a  space.  These  activities  make  the 
Web  experience  more  tangible  and  more 
personal,  more  like  shopping  at  a  store  or 
physically  visiting  a  location.  They  also  make 
it  more  interactive,  creating  a  deeper  and 
more  lasting  impression  -  the  very  essence 
of  successful  branding. 

For  online  retailers  in  particular,  delivering 
more  compelling,  interactive,  and  personal- 
ized content  delivers  a  better  shopping 
experience,  which  translates  into  a  better 
top  line  for  retailers.  More  shoppers  become 
buyers,  and  those  buyers  are  generally  more 
satisfied  with  their  purchases,  which  means 
fewer  returns. 

2.  Behind  the  firewall  or  Bottom  Line 
Production  efficiencies,  asset  repurpos- 

ing,  brand  conti-o!,  and  the  like  -  these  are 
the  benefits  that  accrue  behind  the  firewall. 


A.T  Kearney  estimates  that  workforce  ine 
ficiencies  related  to  publishing  cost  orgar 
zations  around  the  globe  approximate! 
$750  billion  in  2001.  Early  adopters  c 
image  server  technology  are  finding  th« 
they  can  increase  the  bottom  line  by  redui 
ing  costs  and  making  better  use  c 
resources.  Image  servers  streamline  worl 
flow,  shorten  time  to  market,  reduce  stc 
age  requirements,  and  can  either  mitigal 
the  effects  of  downsizing  or  make  existir 
staff  more  productive.  Creative  personn' 
can  spend  their  time  being  creative,  n( 
doing  what  image  server  vendor  MediaB 
calls  "post-creative  busywork." 

With  the  aid  of  these  new  tools,  bu; 
nesses  can  respond  to  changes  in  inve 
tory,  market  conditions,  and  user  prefe 
ences  -  not  to  mention  a  constant 
changing  ecosystem  of  delivery  platforn 
-  in  real  time.  The  possibilities  for  betti 
faster,  more  targeted  visual  communic 
tions  are  virtually  unlimited.  An  Imai 
Server  is  no  longer  a  " nice-to-have,' 
a  "must-have." 

Future  Image  has  produced  a  series  o 
research  reports  that  examine  the  pai 
ticular  strengths  of  the  leading  product 
on  the  market,  "Image  Servers 
Vendor  Competitive  Evaluation  Pre 
files, "  and  that  describe  the  exper 
ences  of  leading  companies  who  hav  \ 
implemented  them,  "Early  Adopte 
Case  Studies. "  For  more  informatior 
please  visit  the  Future  Image  Web  sit 
(www.futureimage.com)  and  click  o 
"Imaging  eServices. "  ..^^ 
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"Our  currenf^ 

Digital  As 

Managemen 
ips  just  the 
plieginning  of 

a  continuously 
j  evolving 
;  infoimaging 

business 

process." 

-Steve  Lyons, 
President, 
Ford  Division 
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Ford  Drives 
Global  Branding 
Through 
Infoimaging 


Brand  equity  is  taken  to  a  new  level. 
When  its  unwieldy  image  storage 
system  began  to  create  confusion 
by  housing  conflicting  or  outdated 
information,  the  Ford  Division  of  Ford 
Motor  Company  demanded  a  central 
repository  of  brand  information.  By 
combining  digital  asset  management 
with  an  image  server  by  MediaBin, 
and  charging  internal  departments 
and  their  advertising  agencies  for 
access,  Ford  built  a  "self-funding" 
infoimaging  infrastructure  solution  that 
increases  efficiency  reduces  costs 
and  generates  new  revenue. 

Visit  www.VisualCommunication.info 

for  more  information  on  how  Ford's 
commitment  to  its  brand  is  saving 
them  money 
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IMAGING  SECURITY 

BY  PAUL  WORTHINGTON 

Imaging  technology  delivers  near-onnniscient  surveillance 

In  the  past,  surveillance  systems  were  Business  Boon 

found  in  only  two  extrennely  different        All  of  the  above  doesn't  just  mean 

locations:  high-end  private  residences  and  it's  a  good  time  to  invest  in  infoimag 

corporate  offices,  or  stop-and-rob  conve-  ing   technology   companies   -   it 

nience  stores.  means  that  many  firms  can  bene- 

In  the  near  future,  almost  all  aspects  of  fit  from  these  systems.  The  deter- 

public  life  will  fall  under  the  watchful  eye  rence  value  of  an  omnipresent  sur- 

of  security  cameras.  veillance  system  could  drastically  reduce 

These  systems  won't  be  analog  feeds  internal  and  external  theft  and  sabotage  - 

from   black-and-white  video  cameras  as  well  as  cut  the  costs  of  security  per 

seen   by   one   half-asleep   guard   and  sonnel. 
archived  on  creaky  tape  decks.  Tomor- 


Sony's  UniDome 
video  camera  ha 
a  360-degree  cOt 
tinuous  pan  and 
90-degree  tilt;  ar 
80GB  hard-disk 
recorder  stores 
almost  a  month', 
worth  of  securit] 
video. 


IC-4  not  only  connects  to  the  Internet  wi; 

For  example:  viewing  a  wide  area  with  out  a  host  server,  the  camera  itself  can  sen 

row's  surveillance  systems  will  feature  a    standard    analog    security    system  as  a  host  for  four  other  security  cams, 

tiny  digital  color  cameras  with  instant  requires  multiple  cameras  or  expensive 

image    transmission    and    immediate  and  cumbersome  remote  controlled  pan  Big  Brother  -  Or  Not 

archiving  into  searchable,  cross-refer-  and  tilt  mechanisms.  Technology  such  as        Britain  has  taken  the  lead,  with  a  n 

enced  databases.  A  person  caught  on  Internet  Pictures'  iPix  system,  however,  work  of  over  two  million  cameras  in  op 

camera  in  a  crowd  in  California  could  be  captures  180-degree  views  through  a  ation.  In  some  areas,  crime  reportei: 

instantly  identified   based  on  a   NYC  fisheye  lens  on  one  camera,  then  auto-  dropped  by  thirty  percent  within  days 

driver's  license  photo.  matically  corrects  the  lens'  distortion  on  the  cameras  going  online.  Recently  1 

Farfetched?  No.  The  technology  isn't  a  PC  monitor.  The  user  can  "aim"  the  Washington,  DC,  police  announced  th 

just  being  developed  -  it's  for  sale  today,  view  angle   as  desired,    like   using   a  are  building  what  will  be  the  natio 

Thanks  to  the  growing  concern  for  secu-  remote-controlled  panning  and  rotating  biggest  network  of  surveillance  earner 

rity  in  the  U.S.  pronapte(JlDyTear,^f  fur-  camera,  except  there  are  no  moving  modeled  after  Britain's, 

ther  terrorist  attabks,  implementation  of  parts.  Also,  the  feed  from  one  fisheye        In  the  private  arena,  Austin,  Tex 

these  technologies  is  being  accelerated,  camera  can  show  multiple  simultaneous  Security  Broadband's  SafeVillage  syst 

as  IS  the  development  of  more  refined  \  views,  as  its  180-degree  field  of  coverage  lets  a  monitoring  staff  use  cameras 

systems  thall  are  easier  to  install  and  use  !  displays  in  six  windows  on  a  PC  monitor,  intercom  stations  to  see  and  hear  wh; 

-and  harder  to  notice.  /      Internet  Pictures  says  there  are  now  going  on  in  their  customer's  homes. 

There  are  already  more  than  two  mij-'    hundreds  of  installations  using  the  iPix        In  a  few  short  years  infoimaging  te 

lion  cameras  used  for  safety  and  spC^u-  technology  for  security  planning,  ranging  nology  will  be  omnipresent  and  pervaj 

rity  in  the  U.S.  acc6Tdmg-4©-S'ecurity  from  utilities  to  agriculture  and  more,  and  in  a  way  that  George  Orwell  could  ne 

Industry  Association  estimates;  they  including  such  companies  as  General  have  foreseen.  This  has  of  course  rai 

are  inside  ATMs,  retail  stores,  casinos.  Motors  and  FedEx.  The  technology  also  concerns  with  civil  rights  activists  -  but 

elevators,  parking  garages,  airports,  figured  heavily  into  the  overall  security  at  other  side  of  the  coin  is  that  having  pi 

^     and  mounted  at  intersections  whei  the  Winter  Olympics  in  Salt  Lake  City.  actions  become  a  matter  of  public  recj 

E     traffic  cameras  automatically  ticket  dri-  The  latest  security  cameras  also  have  can  be  a  huge  boon  to  a  civil  society 

y     vers  who  run  a  red  light.  And  for  con-  mini-seivers  built-in  -  meaning  they  can  be  this  scenario,  better  infoimaging  techn 

jj     sumers,  a  hundred  bucks  or  so  buys  a  addressed  by  a  network  or  through  the  gy  becomes  a  knowledge  tool  that  b 

^     "nanny-cam"  to  secretly  spy  on  in-  Internet  without  added  hardware.  For  exam-  ness,  government,  and  private  citizens 

I     home  caregivers  -  or  others.  pie,  Pentax Technologies'  Pentax  VersaCam  lize  for  both  freedom  and  security. 
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"Law  enforcement 
is  seeing  the  impact 
image  teclinology 
has  on  their  ability 
to  quickly  share 
information  to  catch 
more  criminals." 

-Sal  Khan,  CEO,  VisionSphere 


i 


VisionSphere's 
Facial  Recognition 
Technology  Helps 
Catch  Criminals 


Locating  and  catching  criminals  coast 
to  coast  is  getting  easier  tlianks  to 
new  image  sharing  technology.  Until 
now,  a  criminal  with  a  mug  shot  on 
record  in  New  York  had  little  to  fear 
from  authorities  in  Cleveland.  VisionSphere 
Technologies  are  teaming  up  with  law 
enforcement  agencies  from  Canada  to 
California  to  test  the  VSIdent  system, 
which  combines  facial  recognition 
technology  with  database  integration. 
The  system  will  allow  law  enforcement 
officials  to  access  multiple  databases, 
sort  through  thousands  of  photos, 
and  find  matches  with  stunning  speed 
and  accuracy. 

Visit  www.VisualComniunication.info 

for  details  on  this  infoimaging  case. 
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FUTURE  IMAGE  AND  VISUAL  COMMUNICATION 
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Future  Image  is  the  leading  indepen- 
dent center  of  expertise  on  the  conver- 
gence of  imaging,  information  technolo- 
gy, and  business.  Since  1991,  executives, 
entrepreneurs,  and  investors  in  more 
than  50  countries  turn  to  the  San  Mateo, 
California,  firm  for  its  research  and  advi- 
sory services.  ^-'^'^       ~"'~-\ 

Future  Image  is  also  the  managing  part- 
ner of  the  Visual  Communication  initia- 
tive. This  research  and  communication 
project  focuses  on  the  growing  impor- 
tance of  visual  content  as  a  tool  for  busi- 
nesses to  increase  productivity,  cut  costs, 
develop  new  revenue  streams,  and  com- 
municate more  effectively  with  cus 
tomers,  suppliers,  stakeholders,  and 
employees.  Future  Image  hosts  the 
Visual  Communication:  Infoimaging  At 
Work  executive  conferences.  Additional 
information  is  available  at;  www.visual- 
communication.info. 


Future  Image  offers  two  subscriptiofP 
based  information  services,  plus  primary 
research  studies,  and  a  deep  array  of 
advisory  services  in  its  fields  of  expertise. 

FUTURE  IMAGE'S  INFORMATION 
SERVICES 

The  Future  Image  Executive  Infor- 
mation Service  consists  of  a  concise 
weekly  executive  briefing  covering  the 
most  important  news  Imag- 

ing industry,  with  commeiUary  from 
Future  Image  analysts,  as  well  as  a 
monthly  16-page  journal  of  behind-the- 
scenes  coverage  of  key  trends,  tech- 
nologies, and  players.  For  more  informa- 
tion and  a  free  trial  subscription,  please 
see:  www.futureimage.com. 

The  Future  Image  WIRE  (Wireless 
Imaging  Research  Edition)  focuses  on 


the  intersection  of  imaging  and  wireless 
technology.  It  includes  weekly  "WIRE- 
News"  reports;  monthly  "WIRE  Close- 
Ups,"  and  a  hard  copy  of  "Wireless  Imag- 
ing -  Infrastructure  and  Players"  -  the 
definitive  report  on  Wireless  Imaging.  All 
documents  and  information  are  accessible 
through  a  keyword-searchable  Web  site. 
For  more  information:  www.wirelessimag- 
ing.info  or  www.futureimage.com. 

FUTURE  IMAGE'S  RESEARCH  REPORTS 

7 

Future  Image  underwrites  and  publish- 
es primary  research  studies  on  the 
impact  of  emerging,  imaging-focused 
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ies. In-depth  profiles  of  key  vendors,  and 
f  the  experiences  of  reference  early 
adopter  companies.  For  more  informa- 
tion: www, futureimage.com  -  go  to 
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-  goto  "Imaging Appliances." 

THE  FUTURE  IMAGE 
f.Y        ANALYST  TEAM 

■^^  Alexis  Gerard,  President 
^^  ^^  Mr.  Gerard  ranks  among 
the  visionaries  whose  insights  and 
actions  have  contributed  to  shaping 
today's  digital  imaging  industry.  He 
founded  Future  Image  in  1991  and 
IS  the  co-.-itjihor  (with  Bob  Gold- 
stein) of  a  .  M'coming  book  on 
Visual  Communiration. 


tPaul  Wortliington,  Sr  Analy. 
for  Devices  and  Services 
Mr.  Worthington's  areas  ( 
*  ■^  research  include  the  impai 
of  digital  technology  on  image  captui 
devices,  printing  services,  and  aitemativ 
output,  and  the  convergence  of  still  ar 
video  imaging. 

Tony  IHenning,  Sr  Analyst  ft 
Imaging  Infrastructures 
Mr.  Henning's  areas  c 
research  include  wireles 
imaging  -  the  convergence  of  imagir 
and  telecommunications,  image  server 
visual  asset  management,  and  digit 
rights  management. 

Joe    Byrd,    Sr    Analyst    f 
Business  Imaging 
Mr.  Byrd's  areas  of  focus  a 
funding  and  ROI  models  f , 
the  imaging  industry. 

Future  Image  is  the  official  informath 
and  research  partner  of  the  Intematior 
Imaging  Industn/ Association  (ISA). 

Produced  by: 

Future  Image  Inc. 

520  South  El  Camino  Real,  #206A 

San  Mateo,  CA  94402  USA 

Voice:  650-579-0493 

Fax:  650-579-0566 

www.Futurelmage.com 

Written  by:  Alexis  Gerard, 

Tony  Henning,  Paul  Worthington, 

Joe  Byrd 

Editorial  Contact:  Joe  Byrd  - 

JByrd@Futureimage.com 


FUTDREBlffll 


www  VisualCommunication  :  i.j     www.Futureimage.com 


Backseat  Driver  By  Jerry  Flint 

A  Death  on  Route  9 


THERE'S  AN  UPHILL  CURVE  ON  ROUTE  9,  A  STATE 
highway  near  my  home  in  upstate  New  York.  Along 
the  side  of  the  road  is  a  patch  of  flowers.  It's  a  memo- 
rial for  a  young  woman  who  was  killed  on  that  curve 
this  summer.  She  was  returning  from  work  and 
swerved  out  of  her  lane,  head-on  into  a  tanker  truck.  She  prob- 
ibly  dozed  off  at  the  wheel.  It  was  late. 

Car  accidents  are  the  greatest  cause  of  death  of  young  people, 
lot  abductions  or  whatever  worries  the  media  feed  you.  And  in 
nost  cases  the  accidents  are  the  fault  of  people,  not  of  machines. 

Safety  has  always  been  part  of  my  reporting.  I  knew  Ralph 
Mader  in  the  early  days,  before 
le  published  his  famous 
Jnsafe  at  Any  Speed  in  1965. 
Decades  ago  I  was  the  first 
eporter  to  test  an  air  bag.  I 
wice  survived  one-car  acci- 
ients  in  which  I  totaled  the 
:ar  I  was  driving.  So  I  know 
»mething  about  auto  safety. 

My  view  is  that  new  cars 
ire  basically  safe.  They  all  have 
seat  belts,  they  all  have  air 
pags,  they  all  have  good 
prakes,  they  all  steer  well  and 
lave  good  tires  when  they  are 
|iew.  Most  have  antilock 
prakes  and  some  have  antiskid 
)r  stability  systems,  side  air 
)ags,  and  we're  beginning  to 

iee  radar  cruise  control  aimed  at  keeping  some  distance 
)etween  cars.  There  isn't  yet  solid  evidence  that  the  newest  tech- 
lologies  add  to  safety,  but  my  hunch  is  that  they  do. 

So  why  is  it  that  42,1 16  people  died  last  year  in  motor  vehi- 
:le  accidents  in  the  U.S.?  It's  uncommon  that  a  car — unless  it's 
in  old  one  with  failing  brakes  or  bald  tires — is  to  blame. 

it  is  also  uncommon  nowadays  to  find  that  highway  design 
s  the  main  cause  of  a  fatality.  The  country's  roads  have  come  a 
ong  way  over  the  past  century  with  the  addition  of  guardrails 
ind  the  removal  of  trees. 

No,  the  fault  is  usually  with  the  people  inside  the  cars,  and 
disproportionately  with  young  people,  about  the  time  they 
graduate  from  high  school.  Last  year  8,839  people  died  in  acci- 
ients  caused  by  a  driver  between  the  ages  of  16  and  20 — a 
^roup  that  speeds  more  than  any  other.  One-fourth  of  those 
leaths  involved  alcohol. 

Don't  drink,  don't  speed.  You  have  lectured  your  children 
ibout  those  things  for  years.  Now  here  are  two  other 
hings  you  can  tell  them  that  might  keep  them  alive. 
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First,  use  seat  belts.  Train 
the  kids  from  the  earliest  age  to 
always  wear  them,  even  if  you 
are  just  moving  the  car  up  the 
driveway.  Maybe  the  habit  will 
stay  with  them. 

Do  you  think  they  already 
learned  this  in  driver's  ed?  Not 
well  enough.  In  August  a  17- 
year-old  was  driving  on  High- 
way 9G  in  the  county  just  south 
of  mine  when  her  sport  utility 
crossed  the  median  line  into  the  bank  on  the  other  side  of  the 
road.  It  appears  that  she  dozed  off.  The  car  rolled  over  and 
threw  her  and  her  passenger  out.  He  died  immediately.  She  was 
taken  away  in  a  helicopter. 

People  on  the  warpath  against  SUVs  will  count  this  accident 
in  their  statistics.  But  this  was  a  steep  bank,  and  it  would  have 
flipped  an  old-fashioned  station  wagon.  It  would  be  fairer  to 
blame  the  tragedy  on  the  fact  that  neither  the  driver  nor  her 
passenger  was  wearing  a  seat  belt. 

I  went  through  something  like  this,  with  a  different  out- 
come. I  was  driving  a  sports  car  too  fast  on  a  country  lane  and 
wound  up  upside  down  against  a  tree.  I  had  roUed  the  car,  but  I 
was  wearing  a  belt.  I  crawled  away. 

Second,  send  your  children  to  a  special  driving  school.  I  don't 
mean  the  traditional  learn-to-drive-and-get-your-license  school. 
I  mean  a  real  driving  school,  for  one  or,  better,  two  days.  Let  them 
learn  the  horrors  of  an  uncontrolled  skid  and  how  to  get  out  of 
it.  Let  them  practice  panic  stops  and  avoidance  maneuvers.  Why 
special  schooling?  Because  our  children  get  their  licenses  at  16 
with  just  a  few  hours  of  driving  experience.  And  they  think  they 
can  drive,  and  they're  young  and  they  want  to  show  off. 

My  wife  took  a  one-day  course  at  a  Skip  Barber  school.  Now 
she  can  talk  about  threshold  braking,  stopping  distances,  cor- 
nering, the  skip  pad  and  keeping  watch  far  down  the  road.  It 
made  an  enormous  difference  in  her  skills. 

My  eldest  grandchild  is  10.  When  he  is  16  he'll  probably  get 
his  license,  and  if  his  father  is  short  of  cash,  then  I'll  pay  for  a 
day  or  two  at  one  of  these  schools.  If  you  don't  have  the  money, 
then  put  in  hours  yourself  with  that  youngster,  25  hours  of  driv- 
ing before  the  license,  25  after,  on  all  roads,  city  streets  and  free- 
ways, at  night  and  on  wet  roads  (always  dangerous). 

Yes,  small  cars  are  more  dangerous  than  big  cars — it  is  just 
physics — but  we're  just  not  all  going  to  drive  Hummers.  Sport 
utilities  are  not  more  dangerous,  if  you  drive  them  right — and 
buckle  up.  r 


Forbes 


Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automobile 
Industry  since  1958.  Visit  his  home  page  at  www.forbes.com/flint. 
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David  Neeleman's  JetBlue  has 
the  best  profit  margin  of  any  U.S 
airline.  Is  it  the  next  Southwest— 
or  another  People  Express? 


By  Melanie  Wells 


^*^%,,  ''KIN'^'^NG  l-ROM  HjS  SEAT  IN  THE  BACK  OF  A  NEW  AIRBUS  A320,  JETBLUE 
,^  •'  Airw  avs  (^orp.  Chief  Executive  David  Neeleman  glides  to  the  front  on  the 
'^iH^^  7  0.11)  ludcrdale  from  New  York.  Dressed  casually  in  a  golf 

■■  ^^ shirt,  K...,.,-  'V'>i  n  kwteVs,  Neeleman  uses  the  aircraft's  public  ad- 

_     'dress  systeii  nmsclfuuhc  142  passengers  on  board.  He  apol- 

ogizes that  a  few  of  the  channels  on  the  i  >  inel  satellite  seatback  TV  sys- 

tem aren't  working,  thi'n  .imidiinces  that  ir  passengers'  feedback,  good 

andbad.about  JetBli;  >lcsoiJtchi  id  other  snacks. 

Neeleman,  42,  strolls  dovyn  the  aisle,  occasionally  helping  a  passenger  adjust  an 
armrest  or  pick  a  snack  ("You  gotta  try  the  biscotti"),  givlng-eyer\'one  the  opportunity 
to  bend  his  eat  Many  are  surprised  to 'discover  they' re  getting  attention  from  the  air- 
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line's  top  executive,  but  they  seem  thrilled 
to  have  it.  One  passenger  asks  Neeleman  to 
add  Chicago  flights  to  JetBlue's  rapidly  ex- 
panding 20-destination  system.  Another 
gripes  that  food  and  beverage  kiosks  in  the 
JetBlue  terminal  at  New  York's  JFK  airport 
don't  open  early  enough  in  the  morning. 
Someone  else  wants  fewer  sports-related 
channels  on  the  flat-screen  seatback  TV  sys- 
tem. Still  another  is  hungry  but  under- 
whelmed by  Neeleman's  limited  selection 
of  snacks,  even  the  biscotti.  "We  found  out 
most  people  would  rather  have  a  TV  than  a 
meal,"  Neeleman  apologetically  tells  a  pas- 
senger from  Ridgewood,  N.Y.,  not  far  firom 
JetBlue's  modest  headquarters  in  Kew  Gar- 
dens, N.Y. 

Between  security  checks,  the  usual  de- 
lays and  mysteriously  diverted  luggage,  it's 
hardly  surprising  to  hear  complaints  from 
airline  travelers  these  days.  Dealing  with 
gripes  firsthand,  though,  is  something  you 
wouldn't  expect  of  a  chief  executive.  Tough 
to  imagine,  say,  American's  Donald  Carty 
or  Delta's  Leo  F.  Mullin  taking  the  time  to 
find  a  pet  carrier  for  a  flyer  with  a  cat  or 


talking  up  the  airline's  financial  perfor- 
mance to  passengers.  But  Neeleman  sees  it 
as  part  of  his  job.  He  tries  to  hop  a  ride  on 
a  flight  once  a  week. 

MORE  REMARKABLE  STILL:  JetBlue  is 
making  money,  one  of  only  two  sizable 
carriers  to  do  so  in  an  industry  that  will" 
collectively  slosh  $7  billion  down  the 
drainpipe  this  year.  "Our  margin  was 
17.5%  in  the  first  quarter,"  he  boasts  to 
passengers  who  ask  how  the  company  is 
faring.  "Southwest's  was  3.9%."  (The 
margin  he's  talking  about  is  earnings 
before  interest,  taxes  and  depreciation.) 

Last  year  JetBlue  earned  $14  million 
(pro  forma,  fully  taxed)  on  $320  million  in 
revenue.  In  the  first  half  of  this  year  it  net- 
ted $27.6  million  on  $283  million.  How 
does  Neeleman  pull  it  off? 

Start  with  the  fact  that  his  two-and-a- 
half-year-old  airline  opened  its  doors  with 
a  blank  slate  in  employee  relations.  It  is  not 
unionized,  which  helps  keep  labor  costs  to 
25.2%  of  revenues.  Southwest  spends 
33.4%  of  revenues  on  labor,  and  United 
and  Delta  spend  44%.  Neeleman's  staff  is 


sufficiently  young  and — sufficiently  mes- 
merized by  options  on  the  hot  stock — that 
many  take  low  cash  wages. 

Gary  Correia,  a  45-year-old  copilot 
from  Dartmouth,  Mass.,  makes  $55,000  at 
JetBlue;  at  US  Airways  he  was  making 
.  $80,000  before  he  got  laid  off.  JetBlue  also 
pays  out  profit  sharing  (13.5%  of  wages  last 
year)  and  gives  pilots  6,000  options.  Like 
other  JetBlue  pflots,  Correia  puts  in  80 
hours  a  month  in  the  cockpit — and  must 
help  flight  attendants  clean  cabins  between 
flights.  A  unionized  pilot  would  sooner  be 
standing  on  a  picket  Hne  than  picking  up. 

JetBlue  flight  attendants  start  at  $16,800 
a  year,  or  $20  an  hour  for  the  first  70  hours 
a  month  in  the  air,  $30  an  hour  thereafter. 
Reservation-takers  start  out  at  $8.25  an 
hour,  but  they  work  from  home.  That  saves 
them  commuting  costs  and  their  employer 
all  kinds  of  expenses. 

Maintenance  is  low  on  JetBlue's  31 
spanking-new  Airbus  A320s,  about  a  fourth 
as  much  per  seat-mile  as  big  competitors 
pay  on  their  planes. 

Next,  like  Southwest,  JetBlue  flies  pointi 
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Kicking  Tail:  JetBlue's  Edge 


JetBlue  racks  up  better  profit  margins  than  rivals. 


has  a  greater  percentage  of  paying  customers... 


Profitability 

Gross  profit  margin  (%) 


Load  factor 

Average  fraction  of  seats  filled  (%) 
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Source;  Eclat  Consulting. 
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to  point.  Its  giant  competitors  run  hub- 
and-spoke  networks. 

With  hub-and-spoke,  planes  from 
smaller  cities  feed  into  a  few  gathering 
points.  That  allows  the  carrier  to  serve 
small  markets.  There  are  only  ten  passen- 
gers a  month  flv'ing  from  Altoona,  Pa.  to 
Asheville,  N.C.,  but  they  can  get  from  one 
spot  to  the  other  by  flying  US  Airways  and 
changing  in  Pittsburgh  and  Charlotte.  Also, 
3t  some  hubs,  dominance  by  one  carrier — 
belta  in  Atlanta,  American  in  Dallas, 
United  in  Chicago — confers  some  tactical 
advantages  that  help  profits. 

So  why  are  the  giants  failing?  One  rea- 
son is  that  it's  a  logistical  nightmare  to  keep 
hub-and-spoke  planes  in  the  air  and  on 
time.  Look  at  the  numbers.  JetBlue's  planes 
fly  12  hours  a  day,  against  9  hours  at 
United,  US  Airways  and  American,  and  1 1 
hours  at  Southwest,  according  to  Eclat 
Consulting  of  Arlington,  Va. 

At  first  blush  JetBlue  looks  like  a  knock- 
off  of  the  31 -year-old  Southwest.  But  there 
are  some  distinctions  between  the  two  air- 
lines— differences  that  could  ultimately 


help  little  JetBlue  beat  the  older  airline  at 
its  own  game.  Southwest  has  traditionally 
focused  on  ferrying  business  travelers  on 
short  flights,  but  JetBlue  is  flying  larger 
planes  ( 162  seats  versus  an  average  of  135 
seats  on  Southwest  planes)  on  longer  routes 
(average  1,055  miles  versus  528  miles),  such 
as  JFK  to  San  Juan,  P.R.  and  Long  Beach, 
Calif  to  JFK.  That  explains  how  JetBlue's 
fares  are  lower  than  Southwest's  per  mile, 
while  its  revenue  per  flight  is  much  bet- 
ter— $13,700  in  the  first  quarter  versus 
Southwest's  $5,100.  "We  said  we  wanted  to 
start  an  airline  that  would  look  like  an  up- 
dated Southwest,"  says  Michael  Lazarus, 
chairman  of  JetBlue  and  a  partner  at  San 
Francisco  venture  capital  firm  Weston  Pre- 
sidio, an  initial  investor  in  the  carrier  and 
owner  of  a  20%  stake.  James  Craun,  a  se- 
nior vice  president  at  Eclat,  puts  it  this  way: 
"JetBlue  is  not  merely  a  clone  of  Southwest 
Airlines;  it  is  the  new  gold  standard  among 
low-cost  carriers." 

Golden  it  seems  to  be — so  far  In  the 
first  quarter  JetBlue  took  in  $8.27  for  each 
seat  flown  100  miles,  while  its  costs,  in- 


cluding depreciation,  were  $6.82.  That 
beat  Southwest  ($7.61  of  revenue  per  100 
seat-miles,  $7.31  of  costs),  moneylosing 
United  ($9.95  and  $12.03)  and  bankrupt 
US  Airways  ($12.99  and  $16.06).  At 
80.7%,  JetBlue  has  the  industry's  highest 
load  factor,  the  percentage  of  available 
seats  paid  for  (see  chart).  "I  can't  believe 
how  quickly  we  got  out  of  the  gate  and 
how  profitable  we  became,"  Neeleman 
says.  "Now  I  don't  think  there's  a  limit  to 
how  big  JetBlue  can  get." 
HE  MAY  BE  WRONG  ABOUT  THAT.  As  Jet- 
Blue expands,  the  very  things  that  make  the 
upstart  so  lean  and  profitable  could  start 
to  weigh  it  down.  Point-to-point  flights 
make  sense  when  a  carrier  is  skimming  the 
cream  on  busy  routes  like  New  York  to  Los 
Angeles.  Once  it  delves  into  smaller  mar- 
kets, the  cumbersome  hub-and-spoke  sys- 
tem becomes  harder  to  avoid.  Four  years 
from  now,  maintenance  costs  on  those 
A320S  will  increase  25%  to  $1.6  million  each 
per  year,  says  aviation  consultant  Morten 
Beyer,  chairman  of  Morten  Beyer  &Agnew 
of  Arlington,  Va. 
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As  its  staff  becomes  more  senior,  it  will 
demand  more  tangible  benefits  and  pen- 
sions. And,  of  course,  the  unions  can  be  kept 
at  bay  only  so  long.  More  chilling  still  is  the 
grim  survival  rate  of  young  airlines.  Since 
1980,  of  the  27  carriers  that  lived  long 
enough  to  go  public,  only  8  are  still  around, 
undone  by  too  much  competition  and  too 
little  capital. 

FOR  NOW  JETBLUE  IS  FLYING  HIGH.  Pas- 
sengers like  its  reasonable  fares  (average: 


$109  each  way),  as  well  as  its  leather  seats 
outfitted  with  individual  TV  screens  and  its 
genuinely  cheerfial  employees.  Neeleman — 
loading  bags,  checking  boarding  passes  and 
bouncing  ideas  off  passengers — is  almost 
as  familiar  a  sight  as  his  planes'  checker- 
board tails.  Would  they  be  willing,  he  asks,- 
to  pay  a  few  extra  bucks  per  ticket  to  help 
letBlue  make  up  some  $1  million  in  rev- 
enue it  will  lose  each  year  if  it  takes  out  the 
back  row  of  seats  to  allow  a  few  more 


inches  of  leg  room?  (On  the  Ft.  Lauderdale 
flight,  at  least,  most  people  were  in  favor.) 
What  about  designating  a  restroom  for 
women  only?  "Men  aren't  the  best  shots, 
especially  when  there's  turbulence,"  Neele- 
man explained  to  women  he  approached 
about  the  idea.  (No  thanks,  they  said.) 

JetBlue  is  frequently  compared  with 
Southwest  Airlines,  and  for  good  reason. 
Neeleman  modeled  his  carrier  on  Herbert 
D.  Kelleher's  no-fi-ills  approach,  down  to 
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Bwenty  years  before  JetBlue,  there  was  Donald 
C.  Burr's  People  Express.  Launched  shortly 
_    after  the  Airline  Deregulation  Act,  the  short-haul        ^ 
carrier  revolutionized  air  travel  in  the  U.S.,  providing 
cheap  and  reliable  service  to  such  underserved  cities 
as  Buffalo,  Columbus  and  Sarasota.  Passengers 
didn't  mind  paying  $3  to  check  a  bag.  Employees  ap- 
parently loved  the  profit-sharing  plan  so  much— and 
the  fact  that  Burr  called  everyone,  even  the  lowliest 
worker,  a  "manager"— that  they  didn't  mind  perform- 
ing more  than  one  job,  anathema  to  unions. 

People  Express  soared  quickly,  netting  $10  mil- 
lion on  revenue  of  $287  million  in  1983.  But  by  the 
time  Time  magazine  championed  Burr  on  its  cover  in 
1986,  the  carrier  was  in  trouble.  Flying  to  lOO-plus 
cities  by  then— including  London,  where  People  Ex- 
press landed  after  the  demise  of  Freddie  Laker's  Sky- 
train— the  airline  confronted  competitors  with  deeper 
pockets  and  automated  reservation  systems.  They 
also  matched  its  fares.  "I'll  never  forget  my  mother 
calling  me  and  saying  she  was  flying  another  carrier 
over  Thanksgiving  instead  of  us,"  recalls  Burr.  ^ 

The  more  the  airline  grew,  the  more  money  it  lost. 
In  1985  it  bled  $20  million  on  revenue  of  $928  mil-  ;'    ' 

lion.  In  1986  Frontier,  a  troubled  carrier  Burr  had 
bought  for  $300  million,  filed  for  bankruptcy.  Soon 
after,  People  Express  disappeared  into  the  maw  of 

Texas  Air.  which  paid  $301  million  in  stock  and  cash.      """^^  ^"'^  ^S^'"'  °°"  ^"'■''  ''^'P^'' 

e; „  ,1 D  fM  1.        1  ^^    .  ■      ,        revolutionize  air  travel  with  People 

Since  then  Burr,  now  6  ,  has  p btted  a  coup  e  of       c  u  .  u    •     ^  t.    . 

^     ,      ,  '        K-  awuK,.cui        Express.  He's  hoping  for  a  comeback, 

comebacks  that  never  got  off  the  ground,  most  no- 
tably People  Express  2  in  the  mid-1990s.  (His  plan  to  base  it  at  New  York's  JFK  airport  gave 
JetBlue's  David  Neeleman  the  same  good  idea.)  After  spending  several  years  gardening  on 
Martha's  Vineyard,  he  has  lately  been  making  investments  as  part  of  the  Burr  Group,  a 
small  private-equity  grouj^he  runs  from  New  Canaan,  Conn.,  with  his  son  Cameron,  40. 

But  now,  Burr  confidesi  he's  restless  to  gjve  the  airline  business  one  more  go.  He's  trying 
to  raise  $100  million  for  a  new  aviation  venture  that  he  would  lead.  He  won't  discuss 
specifics,  saying  only  that  he's  interested  in  offering  personal  jet  transportation  at  a  reason- 
able price-and  that  he  has  raised  very  little  cash,  thanks  to  the  capital  markets  and  his  rep- 
utation for  wrecking  his  one  big  success.  "Now,"  he  says,  abryptly  ending  the  conversation,  "I 
have  to  go  get  on  the  phone  with  people  I'm  trying  to  get  money  from."  —MM 
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Stop  paying  so  much  in  taxes! 


Every  year  you  face  the  challenge  of  holding  onto  the 
money  you  earn.  And  every  year  you  pay  more  than 
your  fair  share  of  taxes. 

So  what  are  you  going  to  do?  Contact  CSA  Strategic 
Advisors.  We  are  an  expert  team  of  attorneys,  CPAs  and 


financial  consultants  that  assist  affluent  individuals 
and  businesses  in  maximizing  their  wealth.  Our  unique, 
high-impact  strategies  are  backed  by  major  law  firms, 
accounting  practices,  and  nationally  recognized  service 
providers. 


CLIENT  VfPE 

INCOME 

TAXES 
BEFORE 

TAXES 
AFTER 

ONE  YEAR 
DIFFERENCE 

20  YEAR 
BALANCE** 

ORDINARY  INCOME  1 

$  1,750,000 

$     787,500 

$  393,750 

+$     393,750 

+$    9,124,172 

ORDINARY  INCOME  2* 

$      500,000 

$    225,000 

$     90.000 

+$     135,000 

+$  17,199,158 

CAPITAL  GAINS  1 

$10,000,000 

$2,500,000 

$  289,000 

+$2,211,000 

+$  65,330,752 

CAPITAL  GAINS  2* 

$  1,000,000 

$    250,000 

$     75,000 

+$     175,000 

+$  38,802,978 

Figures  are  assumed  to  be  annual  amounts  over  a  10  year  period.         "  Assumes  10%  annual  returns  on  tax  deferred  or  non-taxable  portfolio. 

Contact  us  today  to  learn  what  we  can  do  for  you. 
For  more  information  or  to  schedule  a  no-obligation  initial  consultation,  please  call  1-888-272-4460 


CSA 

1-888-272-4460 
www.affluentadvisors.com 

It'sjour  money.  It'sjour  move! 


flying  all  new  planes  of  the  same  type  (in 
Southwest's  case,  B-737s)  to  make  mainte- 
nance simpler.  Like  Southwest,  JetBlue  can 
turn  its  nonstop  shuttles  around  quickly, 
sometimes  in  20  minutes.  And,  like  South- 
west, JetBlue  prefers  smaller,  less-congested 
airports  in  large  markets  such  as  Long 
Beach  and  Oakland. 

Neeleman's  preoccupation  with  South- 
west is  more  than  professional.  He  was  fired 
by  Southwest  just  five  months  after  Kelleher 
bought  Morris  Air,  a  discount  carrier 
Neeleman  had  cofounded,  for  $128  million 
in  stock  in  late  1993.  With  $250  million  in 
sales,  Morris  was  a  22-plane  carrier  based 
in  Salt  Lake  City.  Neeleman  didn't  hesitate 
to  sign  a  five-year  noncompete  agreement 
at  the  time  of  the  sale  because  he  expected 
to  stay  at  Southwest  for  years  to  come. 
"Herb  said,  'We  need  someone  like  you  at 
Southwest,' "  Neeleman  recalls.  "I  just  as- 
sumed that  when  I  got  to  Dallas  it  would  be 
a  love  fest." 

TRY  WATER  TORTURE.  The  restless  Neele- 
man felt  handcuffed  and  muzzled.  He  was 
a  hands-on  guy  known  early  on  for  filling 
seats  on  $299  Morris  charters  from  Salt 
Lake  City  to  Hawaii  by  hawking  them  to 
shoppers  in  malls.  "Details  bored  him,"  re- 
calls Richard  Frendt,  an  executive  at  Mor- 
ris Air  and  son  of  its  namesake  and  co- 
founder,  June  Morris. 

At  Southwest  Neeleman  was  desk- 
bound and  frustrated  by  meetings  that 
seemed  pointless  and  endless.  "After  two 
hours  of  talking  about  what  to  do  about 
pregnant  ramp  agents,  I'd  blurt  out,  'Can't 
we  just  decide  and  move  on?' "  he  recalls, 
sitting  on  a  sofa  in  his  8,000-square-foot 
home  in  New  Canaan,  Conn.  He  tried, 
among  other  things,  to  persuade  Southwest 
to  scrap  its  trademark  open-seat  policy.  Fat 
chance.  Samuel  Addoms,  chairman  of 
Frontier  Airlines  and  an  acquaintance,  says 
Neeleman's  restless  energy  makes  him  "a 
bit  like  a  nuclear  reactor."  Neeleman  says  lie 
took  to  repeatedly  scribbling  "DSAVV"  on  a 
note  pad,  shorthand  for  "don't  say  a  word." 
Kelleher  declines  comment  on  Neeleman 
t)r  JetBlue.  Neeleman  admits,  liowever,  that 
his  dismissal  was  a  blow:  "It  was  hard." 

It  also  opened  old  feelings  of  inade- 
quacy. School  was  always  difficult  for 
Neeleman,  who  says  teachers  often  com- 
plained he  couldn't  catch  on.  He  dropped 
oul  of  the  Llnivcrsitv  of  Utah,  where  he 


studied  accounting,  and  says  he  still  has 
trouble  writing.  Until  recendy,  he  would 
ask  JetBlue  General  Counsel  Thomas 
Kelly,  who  worked  with  Neeleman  at 
Morris  Air,  to  type  his  e-maHs. 

He  could  have  simply  packed  it  in.  His 
wife  of  21  years,  Vicki  V.  Neeleman,  says 
she  kept  reminding  him  he  didn't  have  to 
work  again — Neeleman  pocketed  $20 
million  from  die  sale  of  Morris  Air.  But  he 
says  he  had  something  to  prove,  especially  to 
Southwest,  which  he  still  admires. 
STILL,  NEELEMAN  NEEDED  PATIENCE: 
Southwest  refused  to  reduce  the  term  of  his 
five-year  noncompete  clause.  With  time  to 
spare  and  energy  to  burn,  he  started  Open 
Skies,  a  ticketless  airline-reservation-and- 
revenue- management  system  he  later  sold 
to  Hewlett-Packard  in  1999  for  $22  mil- 
lion. He  was  also  on  the  board  of  West  Jet, 
a  Calgary-based  low- fare  Canadian  carrier. 

But  he  was  just  marking  time.  Obsessed 
with  starting  a  now  airline,  he  often  talked 


Wild  blue  wonder  Neeleman  often  gets  ideas  froi 
passengers,  and  sometimes  throws  their  luggage. 

about  the  business  when  he  met  other  e? 
ecutives  from  the  industry,  including  Pec 
pie  Express  founder  Donald  C.  Burr,  wh 
remembers  being  inundated  with  que 
tions  about  his  defunct  airline  when  he  m 
witli  Neeleman  in  1996  to  discuss  the  Opt 
Skies  reservation  system  for  a  new  airlii 
Burr  planned.  "David  had  studied  Peop 
Express;  he  asked  a  lot  of  good  question? 
says  Burr,  who  hopes  to  return  to  the  ai 
line  business  {see  box,  p.  134). 

Finally,  in  1997,  Neeleman  sat  dov 
with  Tom  Kelly  and  started  plotting  t 
carrier  he  would  launch  after  his  noncoi 
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POWER  POSITION 


[ANOTHER    REASON    PSEG    HAS    WALL    STREET'S    ATTENTION 


In  the  energy  business,  one  key  to  being  a  successful  player  is  strategic  positioning 


in  a  stable,  profitable  marketplace.  As  a  market  leader,  PSEG  has  helped  make 


PJM  (the  Pennsylvania,  New  Jersey,  Maryland  network)  one  of  the  most  highly 


regarded  power  pools  in  the  U.S.  It's  a  location  which  provides  a  sound  trading 


environment,  supportive  regulations  and  extensive  transmission  access.  But  this 


doesn't  mean  the  company  is  resting  on  its  accomplishments  either — PSEG  continues 


to  expand  its  generating  capacity  here  to  meet  the  burgeoning  energy  requirements 


of  the  region.  Talk  about  being  positioned  for  success. 


PSEG 

We  make  fhirtfr.s  work  [or you. 


www.pseg.com 


pete  contract  expired.  Cherry-picking 
ideas — and  top  executives,  ultimately — 
from  other  airlines,  "New  Air,"  as  Neele- 
man  started  calling  it,  would  be  based  out- 
side New  York  City,  as  People  Express  had 
been.  It  would  have  the  seatback  TV  system 
and  marketing  pluck  of  Richard  Branson's 
London-based  Virgin  Adantic  Airways. 

He  also  picked  up  ideas  as  he  traveled. 
After  getting  assigned  to  a  urine-soaked 
fabric  seat  on  one  flight,  Neeleman 
decided  the  seats  in  his  future  carrier 
would  be  upholstered  in  leather,  which  is 
more  durable  and  easy  to  clean,  although 
it  adds  $15,000  to  the  cost  of  each  of  Jet- 
Blue's $30  million  planes.  The  merits  of 
good  customer  service  were  hammered 
home  after  a  red-eye  flight  during  which 
his  plane  was  forced  to  land  suddenly  after 
an  engine  failed.  Waylaid  at  the  airport, 
passengers  had  no  place  to  rest,  were  given 
no  information — and  no  compensation, 
Neeleman  recalls.  JetBlue  passengers,  as  a 
result,  receive  discount  coupons  for  future 
flights,  as  well  as  accommodations  and 
food,  if  there  is  the  slightest  inconvenience. 
They  are  also  asked  to  fill  out  question- 
naires about  the  carrier's  response  to  flight 
delays  or  problems.  "Employees  at  other 
airlines  get  so  caught  up  in  procedure — 
rules,  rules,  rules — that  they  often  forget 
there  is  a  paying  customer  there,"  Neele- 
man says,  talking,  driving  and  checking  his 
BlackBerry  pager  simultaneously.  (Neele- 
man, who  is  paged  any  time  a  JetBlue 
flight  is  delayed  for  more  than  one  minute, 
wears  the  BlackBerry  to  bed,  sighs  Vicki.) 

By  the  time  JetBlue  took  off  in  Febru- 
ary 2000,  it  had  $130  million  in  equity  fi- 
nancing from  five  outside  investors.  Neele- 
man has  kicked  in  $5  miUion  of  his  savings 
and  still  holds  8%  of  JetBlue's  stock,  re- 
cently worth  $144  million.  "No  one  turned 
us  down,"  he  says. 

After  some  arm-twisting,  that  is.  Neal 
Moszkowski,  a  partner  in  Soros  Private 
Equit)'  Partners  in  New  York,  says  his  firm 
was  reluctant  to  invest  in  an  airline  but 
was  swayed  by  Neeleman's  seasoned  man- 
agement, which  includes  President  David 
Barger,  an  operations  guy  who  was  with 
Continental;  John  Owen,  formerlv  South- 
west's  treasurer;  and  a  handful  of  top  mar- 
keting executives  from  Branson's  Virgin. 
Soros  kicked  in  $54  million  for  what  is 
now  a  23%  share. 


THOSE  SKEPTICS  SHOULD  BE  PLEASED. 

Shares  acquired  for  $5.27  apiece  in  late 
1998  recently  changed  hands  at  $43.50. 
Even  so,  JetBlue  canceled  plans  for  a  much- 
anticipated  second  offering  of  its  shares  this 
month  because  its  original  investors  indi- 
cated they  wanted  to  sell  their  shares  at  a" . 
higher  price. 

The  company  is  still  small  enough — 
3,563  employees — for  Neeleman  to  involve 
himself  personally.  A  Mormon  with  nine 
children,  Neeleman  is  paternalistic,  often 
preaching  the  benefits  of  saving  money 
when  encouraging  employees  to  sign  up 
for  the  company's  401  (k)  plan.  (At  a  recent 
gathering  he  cited  The  Richest  Man  in 
Babylon,  which  uses  Bible  tales  to  teach  the 
value  of  saving  and  investing.)  Occasion- 
ally, Neeleman  digs  into  his  own  pocket, 
once  shelling  out  to  help  a  widowed  em- 


"We  did  everything 
right  for  a  few 
years  and  then 
fell  on  our  face. 
We  got  arrogant." 


ployee  make  the  down  payment  on  a 
house.  In  meetings,  he  rallies  the  troops, 
telling  them:  "We're  all  going  to  do  great  if 
we  can  keep  this  going." 

But,  of  course,  there  is  likely  to  be  tur- 
bulence ahead.  "For  now,  employees  are  ex- 
cited, and  they  should  be,"  says  Duane  Wo- 
erth,  president  of  the  Air  Line  Pilots 
Association  International.  "But  after  peo- 
ple work  there  for  a  while  they  will  want  a 
pension  and  retiree  health  care.  The  time 
will  come." 

PERHAPS  SOONER  RATHER  THAN  LATER. 
Woerth  says  there  have  been  casual  con- 
versations between  the  union  and  a  few  Jet- 
Blue pilots  but  no  organizing  meetings — 
yet.  Neeleman  claims  unionizing  would  be 
"disappointing,  but  not  disastrous."  Still, 
■according  to  Woerth's  estimate,  it  could 
boost  JetBlue's  labor  costs  by  as  much  as  a 
toiirth.  That  would,  allowing  for  changes 
in  profit  sharing,  cut  profit  by  28%. 

Rising  costs  of  all  sorts  are  inevitable  as 
letBluc  matures.  Cipital  will  grow  more  ex- 


pensive once  the  afrline  runs  through  $29f 
million  in  cash,  much  of  it  raised  from  th( 
offering  in  April.  "It's  true  that  some  of  oui 
costs  are  the  lowest  they'll  ever  be,"  say; 
Neeleman.  "But  we  wifl  get  some 
economies  of  scale — for  insurance,  fue 
and  station  costs  [various  equipment  at  th( 
gate] — as  we  grow." 

THERE  IS  ALWAYS  THE  RISK  OF  PRKE  WARS 
They  might  become  more  commonplace 
when  half  the  industry  is  operating  out  ol 
bankruptcy  court. 

Neeleman's  answer  to  the  price  threat 
Get  passengers  to  choose  JetBlue  more  foi 
the  experience  than  the  fare.  Last  month 
JetBlue  announced  it  would  acquire  100% 
of  LiveTV  LLC,  which  supphes  its  on-flighl 
programming,  for  $41  million  in  cash  and 
the  retirement  of  approximately  $40  mil- 
lion of  debt.  The  idea  is  to  differentiate  Jet- 
Blue by  keeping  rivals  from  installing  th« 
same  system. 

Keeping  passengers  just  got  mor« 
expensive.  In  July,  after  repeated  request; 
from  customers,  Neeleman  reluctantbl 
agreed  to  offer  a  frequent-flyer  programi 
With  TrueBlue,  fliers  earn  points  basec 
on  mileage  (4  points  for  flying  one  wa; 
between  JFK  and  Ft.  Lauderdale; 
between  Long  Beach  and  Oakland)  anc 
get  a  free  round-trip  ticket  after  collect 
ing  100  points,  which  expire  after  a  yeai 
If  you  book  online,  you  get  doubl 
points. 

Precedent  is  not  on  Neeleman's  sid( 
People  Express,  Muse  Air,  Presidentia 
Tower  Air,  Kiwi  International — they  a 
faOed  spectacularly  or  were  merged  out  i 
existence  because,  for  one  reason  or  ar 
other,  they  couldn't  handle  expansipi 
Says  A.K.  Darby,  president  of  Air  Inc.,  a 
aviation  career  service  in  Atianta:  "It's  ea; 
for  JetBlue  to  be  golden  with  30  airplane 
but  it  doesn't  mean  it  can  manage  100.' 

"We  did  everything  right  for  a  few  yea 
and  then  fell  on  our  face,"  says  Don  Bui 
the  People  Express  entrepreneur.  "We  g 
arrogant." 

Neeleman  may  not  be  entire 
immune  to  that  bug.  "Blessed  are  tl 
humble,"  he  sometimes  says.  But  wh( 
her  husband  is  out  of  earshot,  Vicki  Neel 
man  leans  close.  "He  probably  wouldi 
want  me  to  tell  you  this,  but  not  long  a 
David  said  to  me,  'Vicki,  I  think  I'm  t 
best  in  the  world  at  this.'" 
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NISSAN 


When 

Rich  Kids 

Go 

Bad 


What  makes  your  children  self-destruct— and  the  desperate 
but  lucrative  business  of  putting  them  back  together. 


BYERIKA  BROWN 


At  age  16  Leigh  Horowitz  had  just  about  everything  a  precocious  teenager  could  want.  She  was  smart 
and  pretty,  with  cascades  of  chestnut  hair  adorning  her  rapidly  maturing  body.  Her  father,  Joel 
Horowitz,  was  (and  still  is)  chief  executive  of  fashion  giant  Tommy  HUfiger.  The  family  lived  well  in 
a  tony  suburb  in  New  Jersey  and  took  ski  trips  to  Lake  Tahoe.  Leigh  attended  a  top-notch  prep 
school,  enjoying  the  status  that  came  with  Dad's  generous  donations.  "She  had,"  Joel  says,  "the 
biggest  brown  eyes  you  have  ever  seen." 

Leigh  also  had  a  drug  problem.  She  had  been  smoking  pot  since  she  was  8  years  old.  She  had  snorted  cocaine, 
taken  LSD  and  injected  heroin.  In  her  freshman  year  of  high  school  she  started  coming  home  drunk  late  at  night.  By 
her  sophomore  year  Leigh  was  flunking  out.  The  principal  told  her  parents  he  suspected  she  was  on  drugs,  and  they 
feared  as  much.  But  when  Joel  Horowitz  tried  to  talk  to  her,  she  would  cry  and  disappear  behmd  the  slam  of  her 
bedroom  door.  When  he  grounded  her,  she  would  sneak  out.  When  he  sent  her  to  therapy,  she  wouldn't  talk.  His 
wife,  Ann,  suggested  sending  Leigh  to  a  boarding  school  and  had  one  picked  out,  but  he  refused:  He  could  fix  this. 
"I  was  in  denial.  Nobody  wants  to  admit  their  child  has  a  problem,  that  they  aren't  the  perfect  parent,"  he  says  now. 
His  world  fell  apart  the  night  after  Thanksgiving  in  1996.  A  couple  of  hours  into  a  famUy  fi-iend's  party,  he 
passed  his  16-year-old  daughter  in  a  hallway  and  found  her  stumbling  drunkenly,  a  tumbler  of  wine  in  one  hand 
and  the  bottle  in  the  other.  He  stormed  into  a  bedroom,  ripped  open  her  backpack  and  found  a  pouch  filled  with 
hashish,  marijuana  and  heroin.  Then  he  gave  in.  He  told  Leigh  to  pack  for  a  ski  trip  and  chartered  a  plane  for  the 
next  morning,  hi-flight,  Leigh  was  high  on  opium.  When  they  landed  in  Sandpoint,  Idaho,  she  learned  she  would 
be  left  with  an  outfit  called  Ascent,  a  wilderness  program  for  troubled  children.  She  ran  off  the  plane — and  into  the 
clutches  of  two  burly  escorts.  As  they  drove  into  the  mountains,  Leigh  rolled  down  a  car  window  and  ditched  plas- 
tic bags  of  pot  and  coke.  (Or  was  it  heroin?  She  can't  quite  recall.)  Wlien  they  reached  camp,  Joel  Horowitz  eyed  the 
teepees  and  new-fallen  snow  and  felt  strangely  serene.  "For  the  first  time  in  years  we  didn't  have  to  worry  where  she 
was  or  what  she  was  doing,"  he  says.  "She  was  safe." 

After  six  vceks  of  detox  and  snow  hikes,  Leigh  moved  to  Rocky  Mountain  Academy,  a  therapeutic  boarding 
school  in  Bonners  Ferry,  Idaho.  (Later,  she  took  a  new  friend's  Ritalin,  crushed  it  up  and  snorted  it.)  Rather  than 
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Doot-camp-style  punishment,  the  program  practices  emotional 
PR.  In  rock-climbing,  rope  courses  and  group  therapy,  kids 
3uild  self-esteem  and  learn  responsibility.  Horowitz,  mean- 
while, wrote  fat  checks.  He  paid  SI 7,000  for  Ascent  and  $5,000 
7  month  in  tuition  for  30  months.  A  full  course  can  run 
5200,000 — almost  twice  the  cost  of  a  Harvard  degree. 

For  the  Horowitzes  it  was  worth  every  penny.  They  attended 
orkshops  and  family  therapy,  learning  the  unthinkable.  Leigh 
lad  been  molested  between  the  ages  of  7  and  9  by  a  teenage  boy; 
n  high  school  she  was  raped  by  another  boy  who  had  a  crush  on 
ler.  Mom  and  Dad  didn't  know — Leigh  didn't  tell  them.  She 
graduated  three  years  ago.  Now  22,  she  is  a  college  senior  major- 
ng  in  fine  arts  out  West.  Instead  of  getting  high,  Leigh  studies 
iculpture  and  spends  time  with  her  beau.  She  hopes  to  go  to  grad 
ichool  and  make  a  living  as  an  artist.  She  talks  to  her  dad  almost 
rvery  day.  "We've  never  been  closer,"  he  says. 

"I  hated  them  for  sending  me  away.  I  totally  love  them 


'Nobody  wants  to  admit  their  child  has  a  problem^ 
that  they  aren't  the  perfect  parent." 

JOEL  HOROWITZ,  WITH  DAUGHTER,  LEIGH 


now,"  Leigh  says.  At  16,  "I  thought  my  parents  were  ridiculous. 
I  treated  them  really  badly."  She  resented  her  father.  "He  was 
always  working  and  traveling,  and  then  when  he  came  home, 
he'd  just  lay  down  the  law."  She  doesn't  blame  him  but  says  "you 
have  to  be  open  and  honest  with  your  kids  early  enough  to 
where  they  want  to  talk  to  you  about  things."  Parents  must  "be 
willing  to  put  a  lot  of  effort"  into  a  therapeutic  program,  "and 
not  just  think  you're  going  to  put  a  lot  of  money  in,"  Leigh  says. 
Outsourcing  the  problem  kids  of  the  wealthy  is  a  booming 
business.  Each  year  10,000  kids  attend  residential  programs  to  get 
off  drugs  and  deal  with  emotional  and  psychological  problems. 
Fixing  bad  kids  is  a  $2  bUlion-a-year  industry  in  the  private  sec- 
tor, growing  enough  to  attract  firms  such  as  Warburg  Pincus. 
Some  1 1 5  such  programs  are  listed  by  a  big  trade  group,  Natsap 
(National  Association  of  Therapeutic  Schools  and  Programs); 
add  nonmembers,  and  some  300  private  programs  treat  kids,  up 
tenfold  since  1993,  says  Lon  E.  Woodbury  of  The  Woodbury 
Report,  a  newsletter. 

"Many  successful  parents  have  invested 
more  time  in  their  businesses  than  in  their 
children,  contributing  to  the  rapid  growth 
of  these  programs,"  says  Natsap  Executive 
Director  M.  L.  (Andy)  Anderson.  Adds 
Carol  Kauffman,  who  teaches  clinical  psy- 
chiatry at  Harvard  Medical  School:  "We've 
all  gone  a  little  nuts  in  the  past  decade  with 
the  mirage  of  fabulous  wealth.  Children 
can  know  how  important  they  are  to  their 
family,  but  if  it  isn't  backed  up  with  consis- 
tency of  presence,  they  can  feel  valued  and 
dismissed,  indulged  yet  deprived." 

Picking  a  program  can  be  a  treacherous 
task  as  parents  search  for  the  right  mix  of 
discipline  and  nurturing,  academics  and 
psychotherapy — and  fret  over  headlines 
about  lawsuits  over  some  accidental  deaths 
and  alleged  mistreatment  at  some  sites.  (For 
some  advice,  see  box  on  page  146.) 

One  of  the  oldest,  largest  firms  in  the 
fix-your-kid  field  is  The  Brown  Schools, 
founded  in  1940  and  owner  of  Ascent  and 
Rocky  Mountain  Academy.  Brown  had 
$170  million  in  revenue  and  $20  million  in 
operating  profit  last  year;  in  recent  years 
business  has  grown  at  10%  to  25%  a  year. 
Chief  Executive  Marguerite  Sallee  talks 
about  cross-selling  therapeutic  programs 
as  if  they  were  software  packages.  A  kid 
who  finishes  Ascent  can  move  on  to  the 
firm's  Laurel  Ridge  treatment  center  for 
addiction,  then  attend  class  at  Boulder 
Creek  Academy. 

"This  is  a  growth  industry,"  Sallee  says. 
"There  is  no  shortage  of  children  and  fam- 
ilies who  need  these  services,  unfortu- 
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nately."  FORBES  spent  months  interviewing  kids,  counselors, 

parents,  psychiatrists  and  medical  researchers.  The  students  pro- 
filed here  are  minors.  To  protect  their  identities,  their  pho- 
tographs have  been  obscured  and  their  real  names  have  been 
withheld;  they  picked  their  fictitious  names  tliemselves. 


LIFE  AT  CAMP 


A  white-knuckle  drive  up  a  mountainside  leads  to  another 
Brown  complex,  CEDU  Mountain  Schools  in  Running 
Springs,  Calif.  The  80-acre  campus  is  flanked  by  national 
forest  and  covered  in  100-foot- tall  sugar  pines.  Buildings  are  a 
hodgepodge:  The  main  house 


looks  like  a  ski  lodge,  the  art 
building  is  a  barn.  Inside,  cushy 
couches  and  stone  fireplaces 
warm  up  classrooms.  Acquired 
for  $72  million  in  1998,  CEDU 
was  founded  as  a  nonprofit 
school  for  runaways  in  1968. 
The  name  is  derived  from  "See- 
Do" — that  kids  first  see,  then 
do,  the  right  thing.  A  Sixties 
mindset  still  prevails.  Coun- 
selors impart  lessons  from 
KahM  Gibran's  The  Prophet.  On 
a  recent  visit,  a  dozen  kids 
gather  at  a  piano  to  sing  John 
Lennon's  "Imagine."  The  fresh- 
faced  teens  look  like  they 
jumped  out  of  a  J.  Crew  catalog. 

But  then  they  begin  to  talk. 

"I  was  really  scary.  People 
would  cross  the  street  to  avoid 
me,"  Ashley,  14,  says  with  a  glint 
of  pride.  At  age  12  she  went 
"gothic."  Tall  and  thin,  she 
shrouded  herself  in  black  cloth- 
ing, fishnet  stockings  and  a 
black  trench  coat.  She  dyed  her 
hair  jet-black  with  streaks  of 
red.  She  wore  a  spiked  dog  col- 
lar and  pierced  her  ears,  nose, 
chin,  navel.  Behind  the  barbed 
wire  Ashley  felt  frightened  and  alone.  "My  clothes  reflected  how 
I  felt  on  the  inside.  I  was  angry,  lost  and  confused." 

In  seventh  grade  she  was  bedridden  for  months  with  Lyme 
disease,  taking  a  deluge  of  required  drugs  and  swallowing  barbi- 
turates to  get  to  sleep.  Her  mother  cared  for  her  at  home,  but  her 
father,  founder  of  a  Silicon  Valley  high-tech  firm,  worked  long 
hours.  When  Ashley  went  back  to  school,  she  had  an  I.V.  in  her 
arm,  and  other  kids  teased  her.  She  reached  out  the  only  way  she 
knew  how:  by  looking  as  alienated  as  she  felt.  Ashley's  mother 
sent  her  to  a  new  school  and  a  shrink.  T  '■  •  doctor  prescribed 
Prozac,  but  she  wouldn't  take  it — ^she'd  beei  on  too  many  drugs 
when  she  was  sick  (nor  did  she  use  illicu  di  ugs,  she  says).  She 
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"I  was  depressed  about  life. 
It  didn't  mean  anything  to  me/ 


cut  class  and  fought  with  her  parents.  One  night,  she  screartiec 
that  she  wanted  to  kill  herself  Mom  caUed  the  cops,  who  hand- 
cuffed the  12-year-old  and  took  her  to  an  adult  psych  ward 
where  she  was  held  for  more  than  a  week.  From  there,  she  wen1 
to  a  wilderness  program,  then  to  CEDU. 

She  has  spent  two  years  at  CEDU.  Today  it  is  hard  to  picture 
the  old  Ashley.  Counselors  unplugged  her  piercings,  and  hei 
dyed  hair  has  grown  out  to  its  natural  brown;  she  wears  it  in  a 
ponytail.  In  her  dorm  she  keeps  seven  cute  Care  Bears.  Hei 
gothic  scowl  has  yielded  to  a  soft  smile,  and  her  black  duds  have 
been  replaced  by  CEDU's  uniform  of  khakis  and  a  coUared  shirt 

The  idea:  without  the  shield 
kids  find  healthier  ways  tq 
communicate. 

Counselors  use  rules  tc 
break  down  defiant  kids.  Stu- 
dents make  "agreements"  tc 
avoid  drugs,  profanity  and  sei 
(even  mere  kissing).  Break  ; 
rule  and  they  must  chop  wooo 
or  dig  a  stump.  When  Ashley 
first  arrived  she  spewed  curse> 
at  teachers.  For  each  offense  shi 
had  to  rake  leaves  or  shove 
snow  on  Sundays.  Two  month 
of  working  weekends  wore  he 
down.  Now  she  says  "cussing  i 
trashy."  Instead  of  shouting 
she  calmly  expresses  herself  ii 
group  therapy.  Ashley  has  eve:, 
adopted  the  CEDU  protocol  c 
greeting     counselors     wit 
hugs — without  rolling  her  eye; 
Her  face  lights  up  whe 
she  tells  of  how  her  folk 
attended  a  parenting  work 
shop.  "They're  learning  ju; 
like  I  am,"  she  says.  "It's  co( 
that  we're  a  family  again."  I 
August  Ashley  graduated  froi 
CEDU;  she  is  in  ninth  gradi 
Now,  she  says,  "I  know  I  can  b 
a  normal  teenager  and  be  coc 


I  don't  need  to  scare  people  to  make  friends." 


RESISTANCE  AND  DISCOVERY 


A' 


fter  running  amok  at  home,  kids  can  be  shocked  1: 
CEDU's  strict  structure.  They  rise  at  6:15  a.m.  and  c 
.chores  before  class.  They  must  get  hourly  signatup 
proving  their  whereabouts.  Instead  of  watching  television  th< 
spend  time  in  group  "raps"  (hippie  slang  still  in  use,  somehow 
35  years  later).  At  first,  they  rebel  in  whatever  ways  they  can. 
dozen  kids  try  to  escape  each  year,  but  they  rarely  make  it  as  f 
as  the  nearby  town.  Last  year  one  boy  jumped  off  a  balcony  ai 
cut  his  head  upon  landing;  after  a  few  stitches  he  was  fine.  Son 
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sneak  painkillers  from  a  fellow  student  with,  say,  a  broken  arm. 

Skylar  is  a  cute,  green-eyed  16-year-old  girl  still  favoring  the 
grunge  look  long  after  it  went  out  of  style.  She  arrived  on  cam- 
pus in  April  of  last  year  and  instandy  resorted  to  her  own  form 
of  protest:  She  refused  to  shower.  On  her  fourth  day  a  counselor 
told  her  she  looked,  well,  grungy.  A  feUow  student  called  her 
homeless.  FeeUng  dejected,  Skylar  sneaked  off  with  a  boy  and 
broke  the  "sex  agreement"  (though  they  didn't  have  sex).  A 
counselor  caught  her  and  imposed  an  "all-boy  ban" — she  was 
barred  even  from  speaking  to  guys.  At  one  point  she  endured 
four  months  in  the  no-guy  zone. 

The  trouble  that  sent  her  here  was  unrelated  to  drug  abuse 
(one-third  of  the  kids  at  CEDU  don't  have  a  drug  problem).  Her 
disorder  is  as  disturbing:  Skylar  is  a  "self-injurer";  for  her,  cut- 
ting herself  is  a  way  of  seeking  solace.  Born  with  dyslexia  and 
attention  deficit  hyperactivity  disorder,  she  felt  school  was  tor- 
ture. She  had  attended  a  school  for  kids  with  learning  disabiHties 
but  in  ninth  grade  switched  to  a  private  school  in  Georgia — and 
failed,  despite  extra  tutoring.  She  stopped  caring  about  every- 
thing, and  it  showed.  She  wouldn't  clean  her  room,  brush  her 
hair  or  iron  her  clothes.  "It  was  so  horrifying  and  so  scary,"  her 
mom  says  now.  "I  could  see  everything  falling  apart.  It's  the 
most  horrible  thing  to  see  your  child  feel  so  much  pain — and 
there's  nothing  you  can  do  for  them." 

Skylar  says  her  father,  a  professional,  was  verbally  abusive 
and  would  push  her;  he  once  threw  a  clock  at  her,  she  claims. 
The  only  time  she  felt  wanted  was  when  she  "hooked  up"  (i.e., 
made  out)  with  one  of  a  long  string  of  boys.  (Her  dad  says  he 
never  physically  abused  Skylar  but  adds,  regretfully,  that  he  was 


"I  felt  so  desperate  to  get  away  from  my 
emotions.  Cutting  made  everything  go  away/ 


Taming  Your  Troubled  Teen 


Putting  your  child  into  a  pricey  therapeutic  pro- 
gram is  a  painful  decision,  made  more  so  by  the 
uncertainty  of  whether  it  will  succeed.  At  The 
Brown  Schools'  CEDU,  one  in  four  students  quits 
before  graduation.  Some  programs  "guarantee" 
results,  but  none  can  prove  their  kids  stay  sober. 
"There's  no  guarantee  it  will  work,"  says  Mar- 
guerite Sallee,  Brown's  chief  executive,  "but  if 
parents  don't  try  they  are  virtually  assured  that 
child  is  lost.  This  may  be  their  best  hope." 
A  few  tips: 

•Try  to  spot  your  kid's  key  underlying  problem, 
then  pick  a  program  that  targets  it  Drug  abuse  or 
an  eating  disorder  may  be  the  most  pressing  issue, 
but  it  often  hides  a  greater  cause:  a  learning 
disability,  anxiety  or  depiession,  attention  deficit 
hyperactivity  disorder  or  sexual  abuse 
•  Hire  an  education  consultant  to  help  choose  the 
right  site.  They  visit  programs  to  inspect  safety, 
efficacy  and  attitude.  Some  centers  are  more  bent 
on  filling  beds  than  on  getting  kids  into  the  nght 
program,  says  Douglas  Bodin,  a  consultant  in  Los 
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Altos,  Calif  School  counselors,  psychologists  and 
the  Independent  Educational  Consultants 
Association  can  refer  you  to  a  consultant,  who 
typically  charges  $2,000  to  $8,000.  Make  sure 
your  adviser  doesn't  have  any  financial  relationship 
with  the  institution  being  recommended. 

•  Be  prepared  to  spend  a  fortune.  Monthly  tuition 
for  a  residential  program  can  run  $6,800  a 
month  for  a  two-year  stay.  A  60-day  wilderness 
excursion  can  run  $17,000.  Total  costs  can  hit 
$200,000,  and  then,  if  you're  lucky,  you  can 
shell  out  another  $100,000  on  college. 

•  Hire  a  lawyer  to  get  your  local  school  district  to 
chip  in.  U.S.  law  mandates  that  every  child, 
including  kids  with  emotional  and  behavioral 
problems,  has  the  right  to  a  free  education.  First 
step:  Prove  your  child  needs  special  help;  then 
exhaust  every  alternative  in  your  district  before 
looking  at  "nonpublic"  services.  Even  if  you  win, 
many  public  school  systems  cover  only  education, 
roughly  50%  of  ths  total  cost. 

•  Study  a  program's  legal  history.  Newspapers  are 


rife  with  stories  of  injuries  (and  a  handful  of 
deaths)  at  some  programs.  Even  CEDU  has  been 
sued  in  one  case,  in  which  a  former  student 
alleges  battery  at  Northwest  Academy  in  Naples, 
Idaho;  that  case  is  pending. 

•  Make  sure  the  center  has  academic  accreditation 
and  is  certified  to  practice  therapy.  Some  plans 
aren't  accredited,  which  means  the  longer  a  child 
is  treated  there,  the  farther  behind  the  kid  could 
fall  in  school. 

•  After  picking  the  right  place,  hire  some  muscle. 
If  you  warn  your  troubled  offspring  ahead  of  time, 
they  could  run.  A  transportation  escort,  known  as 
a  "friendly  gorilla"  in  the  trade  and  often  a  retired 
cop  or  private  detective,  charges  $1,500  to 
$5,000  to  make  sure  a  balky  child  arrives  at  the 
right  doorstep. 

•  Don't  forget  Show  ttie  love.  With  care  and 
treatment,  many  dangers  can  be  averted.  Says  Dr. 
Jay  Giedd  of  the  National  Institute  of  Mental 
Health:  "The  more  technical  and  advanced  scienc 
becomes,  the  more  it  leads  us  back  to  some  very 
basic  tenets  of  spending  loving,  quality  time  with 
our  children."  —E.I 
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a  tyrant  who  yelled  too  much.) 

One  night  when  she  was  14,  she  and  Dad  had  a  fight,  and 
she  ran  into  her  room.  She  sat  on  die  floor  sobbing,  then  spotted 
a  broken  hourglass  on  her  cluttered  dresser  and  thought  about  a 
girl  at  school  who  had  cut  herself.  Skylar  picked  up  a  shard  and 
sliced  her  wrists  a  few  times.  It  was  her  first  time.  "I  feh  so  des- 
perate to  get  away  from  my 
emotions.  Cutting  was  a  rush. 
It  made  everything  go  away," 
she  says.  The  scars  on  her  arms 
are  a  deep  shade  of  pink,  and 
she  rubs  them  as  she  talks,  as  if 
recalling  the  sensation. 

Afterward,  she  says,  her 
folks  didn't  ask  her  why  she  was 
so  upset;  later,  her  father  told 
her  to  cover  her  scars  and  make 
sure  no  one  else  saw  them.  Says 
her  dad:  "The  cutting  was  such 
a  cry  for  help,  but  we  didn't 
know  what  to  do  with  it.  We  re- 
acted with  fear  and  sadness." 
Like  Skylar,  most  self-injurers 
start  in  their  teens  and  come 
from  middle-  or  upper-class 
families.  They  feel  intense  emo- 
tional pain,  a  need  to  suppress 
it  and,  conversely,  a  desire  to  be 
heard.  "Self-injury  is  a  symp- 
tom, not  the  problem,"  says 
Karen  Conterio,  director  of 
SAFE  Alternatives  in  Naperville, 
111.,  where  kids  like  Skylar  spend 
a  30-day  stay.  "It's  a  form  of 
self-medication." 

In  November  of  2000,  Sky- 
lar's  parents  took  her  to  the 
hospital  for  stomach  pains.  A 
nurse  rolled  up  the  girl's  sleeves  and  discovered  dozens  of  scars. 
Her  parents  immediately  called  her  therapist,  but  after  four 
months  Skylar  was  still  cutting.  In  April  2001  they  sent  her  to 
CEDU.  Within  days,  Skylar  cut  herself  again.  Her  roommate 
found  her  and  summoned  a  counselor,  who  sent  Skylar  to  a 
psych  ward  for  three  days.  Similar  crises  help  bloat  tuition — and 
cut  profits — at  therapeutic  schools.  Counselors  must  be  avail- 
able 24/7.  To  teach  kids  with  learning  disorders,  classes  have 
fewer  than  ten  kids.  At  CEDU,  counselors  and  teachers  comprise 
72%  of  costs.  With  130  kids,  the  program  has  130  staff  mem- 
bers; traditional  boarding  schools  have  one  staffer  for  every 
three  children. 

Two  monthi  into  Skylar's  stay  at  CEDU,  a  counselor  caught 
her  with  ;  lii-,  and  again  she  cut  herself  and  was  sent  to 

thehospi'  A  third  incident  with  a  boy,  Skylar  complained 

in  therapy  iii         Liybody  thinks  I'm  the  community  whore."  A 
counselor  askeu  her  to  write  how  that  made  her  feel,  and  this 
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''There  is  no  shortage  of  families  who 
need  these  services,  unfortunately." 

MARGUERITE  SALLEE,  CHIEF  EXECUTIVE,  THE  BROWN  SCHOOLS 


ll 


forced  a  turning  point.  "It  hit  me  hard  and  made  me  think,  'If  I 
don't  want  this,  I  can  do  something  different,'"  she  says. ' 

Now  at  CEDU  17  months,  Skylar  is  putting  her  Ufe  together. 
School  officials  say  she  shows  great  leadership  and  is  now  help- 1| 
ing  other  kids.  She  has  gone  nine  months  without  breaking 
the  sex  rule  or  cutting  herself,  but  she  knows  a  lot  of  work  lies 

ahead.  "It's  easy  to  tell  yourself  j 
'I'm  fixed,  I  can  go  home,'" 
Skylar  says,  "but  if  you  want  to 
take  it  on,  you  gotta  give  it  all 
you  can." 

REJOINING  THE  WORLD 

ome  troubled  kids  don't 
look  it.  Blond  and  lanky, 
Darrin,  14,  is  a  bashful 
techie.  He  started  psychother- 
apy at  5,  when  his  parents 
divorced.  Later  he  fled  into  the 
Internet.  He  built  three  Poke- 
mon  Web  sites  at  age  8.  By  1 1 
he  spent  more  time  at  role- 
playing  Web  sites  than  with 
friends,  staying  online  all 
night.  He  quit  his  soccer  and 
roller  hockey  teams  and  cut 
class,  and  his  honor-roll  grades 
fell  to  Ds  and  Fs.  When  his 
mother,  a  biotech  exec  in  Sili- 
con Valley,  took  away  his  PC,  he 
refused  to  eat  for  two  days.  "It 
was  traumatic  for  him  to  be 
without  it,"  she  says.  "It  was 
like  a  drug." 

It  was  a  way  to  hide  his 
loneliness.  "I  was  depressed  ; 
about  life.  It  didn't  mean  any- 
thing to  me,"  Darrin  says.  "It 
was  easier  online.  I  could  pretend  to  be  other  people."  Therapy 
and  antidepressants  didn't  work.  His  mother  hadn't  seen  him 
smile  in  over  a  year.  Darrin  joined  CEDU  in  August  2000  after 
finishing  sixth  grade.  He  is  joining  the  real  world  again.  He  isn't 
allowed  online  and  must  be  supervised  at  the  keyboard.  Rap  ses- 
sions have  helped  him  open  up,  and  he  has  learned  the  impor- 
tance of  friends.  He  crewed  on  a  school  sailing  trip  to  Cataline 
Island  and  joined  in  four  school  ski  trips.  He  visited  homt 
recently,  and  his  mom  drove  Darrin  and  some  friends  to  th( 
movies.  In  the  rear-view  mirror,  she  watched  him  trade  puppy 
love  looks  with  a  gal  pal  and  felt  gleeftil.  "He's  just  so  much  hap 
pier  now,"  she  says. 

Darrin  could  have  graduated  from  CEDU  in  August  bu 
asked  to  stay  on  a  little  longer.  When  he  grows  up,  he  wants  to  bt 
a  programmer  or  an  engineer,  but  for  now  he  focuses  on  simple 
goals.  "I'm  learning,"  he  says,  "how  to  make  true  friends  and  livi 
my  life  happier."  I 
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ub  World.  The  first  fully  flat  bed  in  business  class  for  a  better  sleep  to  London.  It's  almost  an  unfair  advantage. 
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THE  SCENERY  HERE  IN  THE  NO-MAN'S- 
land  south  of  Walla  Walla  is  as  pre- 
dictable as  the  rainfall:  There  is  none. 
Clouds  of  dust  blur  any  hope  of  a 
horizon  over  the  hills  that  line  the 
border  between  Washington  and  Ore- 
gon, and  the  dry  soil  does  little  but  stubbornly 
yield  a  crop  of  wheat  in  a  good  year.  That  is,  until 
recently,  when  FPL  Energy,  a  subsidiary  of  FPL 
Group  in  Juno  Beach,  Fla.,  began  harvesting  the 
area's  most  bountiful  resource — the  strong  gusts 
of  wind  that  whip  out  of  the  bend  in  the  Colum- 
bia Gorge  at  up  to  60  miles  an  hour. 

Known  as  the  Stateline  Wind  Energy  Center 
and  completed  in  April  at  a  cost  of  $260  million, 
the  50-square-mile  expanse  is  now  dotted  with  400 
sleek  new  turbines  in  perpetual  whirl.  The  largest 
wind  farm  in  the  country,  it  produces  263 
megawatts  at  peak,  or  an  estimated  $2 1  million  of 
electricity  a  year  (at  3  cents  per  kilowatt-hour). 

Though  wind,  like  other  renewable  energy 
sources  such  as  solar  and  geothermal,  benefits 
gready  from  government  tax  credits  and  subsidies 
(like  accelerated  depreciation),  it  is  closer  to 
becoming  a  lucrative  business  even  without  the 
perks.  Thanks  to  bigger,  more  efficient  turbines,  the 
cost  of  producing  wind  energy  is  down  80%  from 
ten  years  ago. 

Developers  are  noticing.  Wind  generation  in  the 
U.S.  has  doubled  since  1998,  after  a  decade  of  little 
growth.  Much  of  the  increase  has  come  in  Min- 
nesota, Iowa,  Texas  and  other  states  where  utilities 
have  been  ordered  to  use  more  renewable  energy.  In 
Texas  most  of  the  2,000  megawatts  of  "green"  power 
to  be  available  by  2009  will  come  from  wind  farms. 
Wind  remains  a  tiny  slice  of  the  nation's  energy 
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biggest  project  in  the  country.  So  far. 


BY  VICTORIA  MURPHY 
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resources — not  even  1%,  compared  with 
4%  in  Germany  and  over  15%  in  Den- 
mark. But  new  projects  are  slated  across 
the  country.  Two  developers,  Seawest  and 
Tomen  (which  recently  was  acquired  by 
Tokyo  Electric),  also  are  looking  to  tap  the 
abundant  winds  near  the  Stateline  project. 
Another  developer,  James  Dehlsen,  who 
built  vast  but  marginally  profitable  wind 
farms  in  California  in  the  early  1980s,  is 
now  back  and  raising  funds  to  build  a  site 
even  bigger  than  FPL's:  Rolling  Thunder, 
a  3,000-megawatt  farm  that  will  cover  390 
square  miles  in  South  Dakota.  That  bodes 
well  for  local  farmers,  who  will  lease  out 
breezy  rural  patches  for  an  average  $2,500 
a  year  for  each  turbine. 

So  far  FPL  is  the  most  aggressive 
builder.  Already  the  $8.4  billion  (sales) 
energy  company  owns  almost  half  of  the 
4,300  megawatts  of  wind  power  in  the 
U.S.  By  2003  FPL  expects  to  double  its 
capacity,  a  windy  wager  that  could  cost 
$1.5  billion. 

Stateline  was  its  most  ambitious  yet. 
Just  to  begin  construction,  368,000  tons  of 
rock  were  crushed  to  roll  out  70  miles  of 
road.  The  construction  crew  at  times  to- 
taled 350.  The  trickiest  part  of  the  under- 
taking is  "flying  the  blade,"  when  a  crew  of 
five  gingerly  line  up  the  three  1 .4-ton  blades 
with  the  turbine's  main  hub.  FPL  began 
building  18  months  ago. 

"From  the  beginning  Stateline  has 
been  profitable,"  boasts  Dean  Gosselin,  an 
FPL  vice  president,  who  claims  the  project 
is  on  track  for  an  annual  return  on  equity 
averaging  15%  to  20%  over  15  to  20  years. 
FPL  won't  get  specific,  but  it  is  likely  that 
this  assumes  financing  of  half  debt,  half 
equity.  Tax  subsidies  effectively  add  1.8 
cents  to  the  3-cent  revenue  for  a  kilowatt- 
hour.  FPL's  buyer,  under  a  25-year  con- 
tract, is  wholesaler  PacifiCorp  Power  Mar- 
keJing,  a  subsidiary  of  ScottishPower  Pic. 
That  subsidized  3-cent  price  is  less  than 
the  4  cents  PacifiCorp  pays  for  natural  gas. 

In  the  race  for  efiiciency  size  matters. 
The  turbines  at  Stateline,  designed  by 
Danish  maker  Vestas,  can  produce  660 
kilowatts  each  froni  a  txiplet  of  blades  75 
feet  long.  With  rht-  Imb  164  feet  off  the 
ground,  that  me.vv  ^e  tip  of  an  uprigu; 
blade  is  about  24  - 1  up  in  the  air.  The 
turbine's  power  is  six  times  that  of  its 
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decade-old  predecessors.  Vestas  now  sells 
an  even  bigger  machine,  a  1.8-megawatt 
turbine  that  stretches  to  a  height  of  328 
feet  (see  above).  These  monsters  are  in 
Germany  and  Canada. 

Higher  is  better.  It  is  windier  at  higher 
elevations  and,  thanks  to  the  laws  of 
physics,  the  power  in  wind  per  square 
yard  of  area  captured  by  the  windmill 
blades  is  proportional  to  the  cube  of  the 


times  a  day  to  check  whether  the  turbines 
were  spinning.  Today's  turbines  take  care 
of  themselves.  Vestas'  turbines  self-adjust 
to  sudden  gusts  by  changing  the  blades' 
pitch  and  increasing  rotor  speed  up  to 
10%.  If  gusts  blow  above  55  miles  an 
hour,  the  turbine  shuts  itself  down  and 
waits  until  the  wind  slows  for  at  least  ten 
minutes  before  starting  up  again.  This' 
prevents  damage  to  the  gearbox.  Motor- 
ized controls  rotate  the  turbines  so  the 
hub  faces  into  the  wind. 

Better  technology  means  less  man- 
power to  run  Stateline:  20  maintenancei 
guys  for  all  400  turbines,  an  80%  reduc- 
tion in  labor  from  FPL's  older  farms.  At 
Stateline,  140  miles  of  fiber-optic  cable 
connect  turbines  to  a  computer  in  a 
trailer.  Operators  remotely  monitor  some 
60  parameters,  such  as  voltage  spikes 
gearbox  temperature  and  oil  viscosity  ir 
the  generator. 

Wind  still  has  one  big  limitation 
Sometimes  it  just  won't  blow.  With  ar 
intermittent  source  like  wind,  transmis- 
sion lines  go  unused  about  two-thirds  o 
the  time,  compared  with  conventiona. 
energy  generators,  which  fill  power  line: 
80%  of  the  time.  Gaps  in  transmissioi 
make  wind  energy  twice  as  costly  tc 
transport  for  PacifiCorp  Power  Market 
ing,  the  wholesaler. 

Power-grid  operators  in  most  states 
including  Oregon  and  Washington,  cai 
fine  wholesalers  for  failing  to  deliver 
scheduled  amount  of  power.  PacifiCor] 
has  negotiated  with  the  Bonneville  Powe 
Administration  to  cap  most  of  thes 
delivery  penalties.  PacifiCorp  chief  Terr 
F.  Hudgens  says  that,  so  far,  buying  out 


Wind  still  has  one  big  limitation: 

SOMETIMES  IT  JUST  WON'T  BLOW 


wind's  velocity.  (The  kinetic  energy  in  a 
moving  object  of  a  given  weight  is  pro- 
portional to  the  square  of  its  velocity;  and 
the  weight  of  air  passing  a  given  spot  is 
proportional  to  the  air's  speed.  Multiply 
those  factors  and  you  get  a  cube.)  Also,  of 
course,  longer  blades  cover  more  square 
yards  than  short  ones. 

At  some  projects  built  in  the  late 
1980s  crews  had  to  drive  around  several 


put  from  Stateline  and  selling  it  to  loc; 
utilities  has  been  profitable. 

Stateline  may  one  day  be  overtake 
by  Rolling  Thunder  or  some  other  larg« 
scale  wind  project  in  the  U.S.  The  ne; 
breakthrough — one  that  subsidy-hapf 
developers  might  be  shy  to  announce- 
will  come  when  the  cost  of  wind  powi 
falls  far  enough  to  wean  it  off  our  t< 
dollars. 
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Taie,  your  wardrobe  needed  some  updating.  But  priority  number  one  was  finding  an 
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LED  there  be  light:  Ihor  Lys  and  George  Mueller,  founders  of  Color  Kinetics 


The  $40  billion  lighting 
market  will  one  day 
reinvent  itself.  A  tiny 
Boston  company 
hopes  to  lead  the  way. 

BY  DANIEL  LYONS 


GEORGE  MUELLER  EVEN 
looks  like  a  revolutionary. 
The  lanky  32-year-old 
snowboarder  sports  a  soul  patch 
on  his  chin,  rides  a  skateboard  to 
work  and  talks  a  blue  streak 
about  "disrupting"  the  billion- 
dollar  behemoths  that  rule  the 
$40  billion  lighting  industry. 

Founded  during  the  Internet 
bubble,  his  shop,  Color  Kinetics, 
has  seized  an  early  lead  in  light- 
ing fixtures  that  use  light-emit- 
ting diodes  (leds)  instead  of 
incandescent  or  fluorescent 
bulbs.  These  next-generation 
lights  now  serve  narrow  applica- 
tions such  as  retail  displays,  but 
next  year,  Mueller  says,  Color 
Kinetics  will  use  LEDs  to  produce 
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Insurers.  Drug  companies.  Hospitals.  Physicians.  Lawmakers. 
Employers.  Consumers.  We  all  need  to  work  together  to  keep 
healthcare  affordable.  And  right  now,  the  BlueCross  BlueShield 
system  is  leading  the  way. 

We're  handing  research  to  uncover  the  real  drivers  of  healthcare 
costs  and  we'll  share  what  we  learn.  We've  teamed  up  with  the 
Washington  Business  Group  on  Health  to  launch  the  Institute  for 
Health  Care  Costs  and  Solutions.  We're  working  with  others  to 
support  legislation  so  that  safe,  effective,  lower-cost  generic  drugs 
get  to  market  when  they  should. 

Because  the  Blues  collectively -insure  one  out  of  four  Americans, 
we  know  the  size  of  the  challenge.  And  we  know  that  together,  all  of 
us  can  keep  healthcare  affordable. 


BlueCross  BlueShield 
Association 

An  Association  of  Independent 
Blue  Cross  and  Blue  Shield  Plans 


To  receive  a  copy  of  our  research  on  the  drivers  of  healthcare  costs  log  onto  www.bcbs.com. 
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super  new  white  lightbulbs  that  consume 
half  as  much  electricity  as  ordinary  bulbs 
and  last  ten  years  or  more.  That,  he  vows, 
will  turn  his  79-person  shop  into  a  giant 
of  the  new  millennium. 

"We're  on  the  verge  of  an  explosion," 
says  Mueller,  chief  executive  of  the 
Boston -based  company.  "This  is  the  Holy 
Grail,  the  broad,  general  lighting  market." 

Mueller  and  his  cofounder,  chief  tech- 
nologist Ihor  Lys,  have  preached  this 
vision  since  1997,  parlaying  it  into  $50 
miUion  in  venture  backing  from  Deutsche 
Bank,  Armen  Capital  and  others.  The 
problem:  It  still  costs  $50  to  make  a  single 
white  LED  bulb,  and  Mueller's  casts  a  harsh 
light  that  doesn't  look  nearly  as  good  as  a 
50-cent  incandescent  bulb.  Research  firm 
Strategies  Unlimited  says  it  will  take  a 
decade  or  more  for  LEDs  to  rule  the 
"broad,  general  lighting  market."  And 
while  Mueller  says  the  incumbents — Gen- 
eral Electric,  Osram-Sylvania  and 
Philips — are  dragging  their  feet  on  LEDs, 
in  fact  they  are  investing  tens  of  millions 
and  lead  the  race  to  make  white  light,  says 
Robert  Steele,  director  of  optoelectronics 
at  Strategies  Unlimited. 

For  now  Color  Kinetics  does  a  tidy 
business  selling  multicolor  LED  systems  to 


very  broad  range  of  uses  for  multiple- 
colored  LEDs.  "We  believe  this  will  be  a  very 
significant  impediment  to  others  trying  to 
compete  with  us,"  says  Lys,  adding  that 
even  the  big  three  may  have  to  pay  up. 
"Hopefiilly  they  will  come  to  us  with  buck- 
ets of  money,"  he  says.  So  far  GE,  Osram- 
Sylvania  and  Philips  haven't  Ucensed  any- 
thing from  Color  Kinetics.  Smaller  rivals 
say  the  upstart's  patents  are  harming  all 

"We're  on  the  verge  of 
HOLY  GRAIL,  the 

players  by  spooking  customers,  stifling  in- 
novation and  slowing  down  a  market  that 
can't  afford  more  delays. 

LEDs  have  been  used  since  the  1960s 
in  calculators,  VCRs  and  the  like,  but  sci- 
entists have  long  predicted  LEDs  could  be 
a  source  of  illumination  if  they  could  be 
made  brighter.  Recent  advances  in  semi- 
conductors— LEDs  are  chips  that  glow 
when  current  runs  through  them — make 
that  possible.  MueUer  and  Lys  anticipated 
those  advances  when  they  first  tinkered 
with  LEDs  ten  years  ago  as  students  at 
Carnegie  Mellon  University. 

In  1993  Mueller  founded  an  Internet- 


red,  green  and  blue  LEDs  to  make  a  light 
that  can  shine  in  more  than  16 -million; 
colors,  including  white.  Color  Kineticsi 
ifses  software  to  pulse  electricity  to  red, 
green  and  blue  LEDs  at  different  rates, 
mixing  colors  digitally  the  way  a  painter 
mixes  colors  to  create  different  hues. 

Systems  from  Color  Kinetics  can  glov^j 
and  fade  and  change  colors.  "The  moving 
Ught  reaUy  does  catch  your  eye.  It  attracts! 

an  explosion.  It's  the! 
lighting  market." 

attention,"  says  James  Mansour,  presiden 
of  Mansour  Designs  in  New  York,  whicl 
has  used  Color  Kinetics  lights  in  Brook 
stone  retail  stores  and  in  big  Sony  store, 
in  Manhattan  and  San  Francisco. 

Color  Kinetics  also  has  figured  ou 
ways  to  connect  banks  of  LED  lights  to 
home  theater  system  and  synchronizi 
them  to  flash  or  change  color  in  time  witl: 
music  or  movies.  This  feature  wows  th 
company's  college  interns,  who  use  th 
lights  to  add  zing  to  weekend  bashes. 

The  U.S.  Patent  Office  was  equall 
impressed  and  in  January  2000  awards 
Color  Kinetics  the  first  of  its  1 1  patent 


Three  Ways  LED  Chips  Can  Replace  the  50-Cent  Lightbulb 


METHOD:  Red,  green  and  blue  LEDs. 
PRO:  Simple  and  bright  white  light. 
CON:  Light  is  harsh  and  can  degrade. 

decorate  bridges,  theater  stages,  restaurants, 
airport  terminals  and  swimming  pools. 
Sales  this  year  will  approach  $22  million. 
Color  Kinetics  may  even  start  turning  a 
profit  in  the  first  half  of  next  year.  And 
though  white  light  accounts  for  over  90% 
of  the  market,  "We  c(.'ild  still  become  a 
muItibillion-doUar  a)iiiiv\iiy  doing  noth- 
ing but  colored  ii/:  I'.er  says. 

Sounds  cocky,  lui  :.  .clier  argues  he 
holds  a  potent  weapon — a p^  ■♦folio  oilED 
patents  that,  the  company  dan  as,  covers  a 
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METHOD:  UV  chip  with  RGB  phosphor. 

PRO:  Nice,  warm  light. 

CON:  Inetficient,  due  to  energy  loss. 

based  research  firm  with  his  brother.  In 
1997  he  and  Lys  formed  Color  Kinetics  to 
explore  ways  to  control  LEDs  with  micro- 
processors and  software.  Two  years  later 
the  Muellers  and  their  backers  sold  an 
80%  stake  in  their  Internet  startup  to 
Euromoney,  reaping  $43  million;  the 
brothers  pocketed  a  small  fraction  of  the 
sum  and  still  hold  most  of  the  remaining 
20%  stake,  Mueller  says. 

Intensifyini;  their  light  crusade,  he 
and  Lys  figured  out  how  to  yoke  together 


METHOD:  Blue  LED  with  yellow  phosphor. 
PRO:  Bright,  more  efficient  than  UV  method 
CON:  Harsh,  unnatural  light. 

on  the  color-mixing  technology.  It  h; 
applied  for  over  80  more  and  hopes  t 
gather  hundreds,  says  Charles  Cell 
Color  Kinetics'  patent  lawyer. 

Mueller  and  Lys  made  patents  a  b 
part  of  their  business  plan  early  o: 
exhorted  to  do  so  by  one  of  their  ang 
investors,  Noubar  Afeyan,  a  biotec 
entrepreneur.  Color  Kinetics'  intellectu 
property  was  one  reason  Deutsche  Bar 
invested  in  2000,  says  Tom  Dechaen 
who  oversaw  the  bank's  stake  and  sits  ( 


Lv 


ay  my  worm  will  des 

S  days  (ff  revenu 


.7  million  dollars  of  profit! 


irli 


In  a  world  where  there's  a  different  kind  of  threat  every  day,  you  need  a  different  kind  of  security. 

New  threats  can  blow  right  through  any  firewall  or  anti-virus  software.  That's  where  we  come  in.  Our  dynamic  protection 
helps  you  conduct  business  safely  in  the  face  of  ever-changing  threats  and  increased  risk.  From  proactive  research  and 
award-winning  software  to  24/7  protection  and  response  services,  our  solutions  detect,  prevent  and  respond  to  online 
attacks  and  misuse.  No  matter  who  you're  up  against.  To  learn  more,  call  800-776-2362.  Or  visit  www.iss.net/ad/forbes. 


Internet 
Security 
Systems" 


TECHNOLOGY     SEMICONDUCTORS^ 


the  Color  Kinetics  board.  "Having  intel- 
lectual property  is  like  having  nuclear 
weapons,"  he  says.  Dechaene  has  since 
left  Deutsche  Bank,  and  the  bank  sat  out 
two  subsequent  funding  rounds,  but  a 
Deutsche  Bank  spokesman  says  this  isn't 
a  sign  of  lost  faith  in  Color  Kinetics. 

So  far  seven  firms  have  licensed  Color 
Kinetics'  technology.  Others  have  resisted. 
In  March  2000  Color  Kinetics  sued 
Polaris  Pool  Systems,  a  California  maker 
of  pool  accessories  and  LED-based  lights 
that  change  color.  But  Mueller  quickly 
dropped  the  complaint  after  Polaris' 


ics'  strong-arm  tactics  will  slow  a  market 
that  is  already  slow  to  get  going.  World- 
wide sales  of  LED  Hghts  total  up  to  $50 
million  a  year,  less  than  1%  of  aU  hghts 
sold,  according  to  Strategies  Unlimited. 

In  March  Super  Vision  International^ 
a  $12  million  (sales)  LED  shop  in 
Orlando,  Fla.,  filed  a  lawsuit  in  U.S.  Dis- 
trict Court  claiming  Color  Kinetics  has 
interfered  with  its  customers.  The  lawsuit 
aims  to  strike  down  the  patents  as  invalid, 
arguing  the  technology  was  widely  used 
before  Color  Kinetics  came  along. 

Brett  Kingstone,  chief  executive  of 


"The  party  couldn't  go  on  forever. 
WE  C0ULDR1KEEP  BURNING  CASHJL 


lawyers  showed  that  its  products  use  a 
different  color-mbdng  technique. 

In  October  2000  Mueller  and  Lys 
staged  a  flamboyant  performance,  serving 
a  "cease-and-desist"  order  to  a  competitor, 
Boca  Flasher,  at  a  trade  show  in  Las  Vegas. 
"It  was  our  first  trade  show — our  first 
foray  into  the  market,"  says  David  Urban, 
sales  director  at  Boca  Flasher  in  Boca 
Raton,  Fla.  "We  were  sitting  there,  meeting 
with  customers,  when  they 
came  over.  It  was  really  tacky 
and  unprofessional."  Like 
Polaris,  Boca  Flasher  insisted 
its  products  didn't  infringe  on 
Color  Kinetics'  patents;  Color 
Kinetics  backed  down. 

That  stimt  and  others  like 
it  have  left  an  impression  on 
clients.  "Every  time  I  call  on  a 
customer  I  have  to  assure 
them  that  my  product  doesn't 
interfere  with  Color  Kinetics' 
patents.  They've  all  heard  that 
Color  Kinetics  owns  all  the 
rights  to  any  color-changing 
LED  technology.  And  it's  just 
not  true,"  says  Donald  Wray,  a 
cofounder  of  Boca  Flasher 
who  now  runs  E-Star,  an  LED 
lighting  company. 

Wray  and  others  gripe  that 
Color  Kinetics  has  even  con- 
tacted their  customers  direcdy, 
warning  them  not  to  buy  rival 
goods.  They  fear  Color  Kinet- 


Super  Vision,  won't  elaborate,  but  Kevin 
Furry,  president  of  LED  Effects,  in  Rancho 
Cordova,  Calif.,  says  the  lawsuit  aims  to 
call  Color  Kinetics'  bluff.  "The  technology 
they  patented  is  a  no-brainer,"  says  Furry, 
who  claims  that  in  1995  he  won  a  prize  at 
a  lighting  trade  show  with  a  product  that 
used  the  same  techniques  that  Mueller 
and  Lys  later  patented.  Ftirry  says  he  never 
tried  to  patent  the  idea:  "It  wasn't  worth 


patenting."  Color  Kinetics  has  counter 
sued,  alleging  patent  infringement. 

For  now,  Lys  and  Mueller  are  focus 
ing  on  a  goal  as  elusive  as  creating  whit( 
hght:  turning  a  profit.  In  September  200 
they  hired  William  Sims,  a  former  Zenitl 
executive,  as  president  and  chief  operatin; 
officer.  He  has  reined  in  operations,  cu 
staff  and  trimmed  budgets;  he  is  trying  t( 
sublet  some  of  the  posh  office  space  ii 
downtown  Boston  that  Mueller  hai 
leased  back  in  October  2000,  whe; 
prospects  seemed  brighter. 

"The  party  couldn't  go  on  forever.  W 
couldn't  keep  burning  cash,"  Sims  says 
But  Color  Kinetics  still  holds  on  to  bee 
blasts  on  Fridays,  and  its  lobby  is  sti 
adorned  with  swirling  colored  lights  an 
"Caution:  Scooter  Crossing"  signs. 

Mueller  says  he  can  strike  gold  again 
He  managed  to  raise  $30  million  amid  th 
stock  market  collapse  of  the  past  1 
months.  The  last  round  valued  the  corr 
pany  at  a  lower  level  than  the  previov 
round  did,  but  it  is  nonetheless  a  strong  te- 
tament  to  the  faith  Mueller's  investors  ha\ 
in  him.  Now  all  he  has  to  do  is  create  tf 
world's  best  LED  white  Hght,  and  outraci 
General  Electric.  Piece  of  cake,  dude. 


The  Black  Art  of  Digital  Light 

At  Cree  Inc.,  an  LED  chipmaker  in  Durham,  N.C.,  researchers  made  two  breakthroughs 
last  year  that  tripled  the  brightness  of  their  LEDs,  leapfrogging  their  main  rival,  Nichia 
of  Japan.  Just  one  thing:  They  don't  really  know  how  they  did  it.  "There's  a  little  bit  of 
art  to  this  science.  Nobody  really  knows  why  things  work,"  says  Charles  Swoboda,  35,  Cree's 
chief  executive.  "There  are  theories,  that's  all.  We  know  what  works,  but  not  how  it  works." 

Cree  makes  the  LEDs  that  Color  Kinetics  and  others  use  in  lighting  applications.  Its  chips 
are  gallium  nitride  (GaN)  semiconductors  that  glow  when  current  passes  through  them.  In 
their  quest  for  ever-greater  brightness,  researchers  at  Cree  find  new  ways  to  arrange  layers 
of  gallium  nitride  on  a  chip.  Most  attempts  fail.  Every  so  often,  something  clicks. 

The  economic  slowdown  is  behind  Cree's  latest  breakthroughs.  As  orders  fell  off,  Cree 
converted  production  lines  into  R&D  lines  and  tripled  its  experimental  batches.  In  nine 
months  the  brightness  of  Cree's  chips  leaped  from  5  to  15  milliwatts— not  bad,  considering  It 
took  two  years  to  go  from  3  milliwatts  to  5  milliwatts.  "A  year  ago  we  figured  we  could  reach 
10  milliwatts  in  a  year  Instead,  we  hit  15  milliwatts  in  nine  months." 

Cree,  founded  in  1987,  got  a  big  break  in  1997,  when  Volkswagen  started  using  its  LEDs 
in  their  dashboards.  The  latest  superbright  chips  will  let  Cree  go  after  new  applications, 
such  as  giant  LED  video  screens.  Cree's  sales  for  fiscal  2002  (ended  June  30)  exceeded 
$150  million,  and  its  market  value  stands  at  just  over  $1  billion. 

Swoboda  expects  Cree  to  boom  as  LED-based  lightbulbs  start  replacing  traditional  white 
ii<i«i  If  bulbs.  The  trend  should  work  in  his  favor,  as  long  as  his  luck— and  a  bit  of  black 
magic  -  holds  out.  —D.L. 
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once  you  become  a  Flexjet'  owner,  you'll         by  Bombardier?  To  inquire  about  owning 


know  that  nothing  you  could  possi 


Learjef  starting  at  $7,700/month^ 


wish  for  could  compete.  Who  could  ask        1-800-FLEXJET  or  visit  llexjet, com. 


for  anything  more  than  the  ultimate  BOMBARDIER  FLEXuET 

Above  it  allf 

*1/16thshare,  Learjet  31  A,  estimated  after-tax  costs.  Subject  to  availabilily,  conditions  apply. 

EXPERIENCE  THE  ULTIMATE  IN  PRIVATE  JET  TRAVEL.  CALL  1-800-FLEXJET  NOW  FOR  SPECIAL  INCENTIVES. 
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Seeing-Eye  Chip 

BY  ALfYA  STERNSTEfN 

IF  r.LECTRODES  CAN  STIMULATE  CHRISTOPHER  REEVE'S  PARALYZED  LIMBS  TO  RIDE  A 
Stationary  bike,  tliere  is  reason  to  hope  that  a  small,  precise  dose  of  electricity  can  restore  sight 
to  some  of  the  million  or  so  Americans  considered  legally  bUnd.  For  the  past  few  months,  two 
patients  have  made  out  doctors  in  white  lab  coats,  among  other  things,  thanks  to  a  complex  appa- 
ratus (see  below)  made  by  Second  Sight,  a  privately  held  firm  in  Santa  Clarita,  Cahf.  The  device 
includes  a  tiny  antenna  inside  the  eye  and  a  retinal  implant  with  pen- 
cil-tip-size electrodes  that  fire  electrical  signals  directly  onto  the  optic 
nerves  and  brain.  The  resolution  is  extremely  crude  because  there  are 
only  16  electrodes,  not  enough  to  recognize  faces.  Second  Sight  and 
a  consortium  of  research  laboratories  recendy  received  a  $9  miUion 
federal  grant  to  find  a  way  to  squeeze  1,000  electrodes  onto  the  array 
to  make  the  picture  sharper.  Powered  by  an  external  battery,  a  mini 
video  camera  screwed  into  a  pair  of  eyeglasses  will  wirelessly  beam 
images  to  the  array — all  for  an  estimated  cost,  including  surgery,  of 
$25,000.  Scientists  concede  facial  recognition  may  be  five  to  ten  years 
away.  So  far.  Second  Sight  has  reported  no  negative  side  effects  in  the 
two  patients  undergoing  cUnical  trials. 

Such  devices  have  their  skeptics.  "The  retina  is  like  a  wet  Kleenex. 
Putting  a  chip  into  something  like  that  is  asking  for  a  lot  of  trouble,"  says 
Nikolai  Stevenson,  president  of  the  Association  for  Macular  Diseases 
and  legally  blind  for  24  years.  F 
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"Get  your  drama  on  TV. 
Not  in  your  portfolio." 


1 0  Free  Trades 


Open  an  account  online  at 

tdwaterhouse.  com/promotion/ 

10freetrades.html  and  enter 

offer  code:  MCLFBT  to  get 

your  10  free  trades. 

CONTACT  US  AT: 
1.800.tdwaterhouse 
tdwatertiouse.com 
Online  trades  as  low  as 

$9.95 


You  want  drama?  Watch  a  soap  opera,     disappearing  act  on  you.  Which 


You  want  to  stay  in  control  of  your 
investments,  TD  Waterhouse.  Around 
here,  the  only  peri'onnance  you're 
going  to  see  comes  from  doing  your 
homework.  And  from  having 
confidence  in  your  own  decisions. 

So  if  you're  looking  for  a  place 
with  the  financial  tools  you  need  to 
get  serious  with  your  money, 
congratulations.  You're  here. 

And  once  you  open  an  investment 
account,  no  one's  going  to  pull  a 


means  you  can  get  answers  online, 
by  phone,  or  believe  it  or  not,  in 
person,  at  one  of  1 50  branch 
locations  across  the  country. 

The  investment  tools  and 
information  you  need  to  help  you  stay 
in  control  are  at  TD  Waterhouse.  And 
that's  what  separates  the  dramatists 
from  the  realists. 

pil  Waterhouse 

You're  in  Control. 


02ro  Watertxxise  Investor  Sendees  Jnc.  Member  NYSE/SIPC.  Access  to  services  and  your  acrount  may  be  affected  by  marttet  conditions 

3  tnore-  Trades  over  2.500  shares  incur  a  1  cent  per  share  charge  for  the  entire  order  Call  or  see  tdwaterhouse.com  for  complete  commission  fee  schedule.  Offer  valid  for  new  customers  who  open  individual/joint  accounts  with  a  $1 ,000  minimum;  retirement, 
idial.  partnership  and  corporate  accounts  are  not  eligible.  Funds  transfened  from  existing  TD  Waterhouse  accounts  are  not  eligible.  One  offer  per  person;  U.S  residents  only;  void  where  prohibited;  free  trades  are  valid  for  30  days  from  account  opening;  standard 
5  and  conditions  apply;  offer  subject  to  change  at  anytime  without  notice.  "Source;  SmartMoney  Magazine,  August  2002.  SmartMoney  is  a  registered  trademari<.  SmartMoney  is  a  joint  publishing  venture  of  Dow  Jones  &  Co.,  Inc.  and  Hearst  Communications  Inc 
--MCLEBT  TDW3002 
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The  Importance  of  Being  Sleek 


You  CAN  TELL  TIMES  ARE  TOUGH  IN  THE  PC  BUSINESS. 
First  Apple  takes  to  the  airwaves  to  disparage  Win- 
dows machines.  Then  Gateway  fights  back  with  an 
animated  computer  that  blows  Apple's  flat-panel 
iMac  a  vigorous  raspberry. 
The  dull  beige  floor-standing  commodities  that  are  the 
industry's  stock-in-trade  are  no  longer  worth  much  marketing 
muscle.  The  hype  is  moving  to  flashier  desktop  units  that  inte- 
grate display  and  processor — in  the  timeless  tradition  of  the 
ancient  Commodore  PET  and  RadioShack  TRS-80  but  with  sep- 
arate mice  and  keyboards  and  flat  color  LCD  screens.  Eliminat- 


ing monitor  cables,  the  new 
desktops  amount  to  souped-up 
notebooks  without  batteries. 

The  top  of  the  iMac  line  re- 
cently got  an  upgrade  in  the  form 
of  a  bigger  screen,  a  17-incher 
with  an  unusually  wide  aspect 
ratio,  1440  pbcels  by  900.  This 
crisp  display  would  seem  to  be 
great  for  wide-saeen  movies;  alas, 
Apple's  DVD  software  delivers  too 
many  ugly  decoding  artifacts  to 
make  for  pleasant  viewing. 

The  other  major  upgrade  is 
the  new  10.2  "Jaguar"  edition  of 


Computer  makers 
want  you  to  forget 

about  dull  beige 
boxes.  The  hype  Is 
moving  to  flashier, 

integrated  units 

with  built-in  color 

LCD  screens. 


Apple's  OS  X  operating  system 
which  includes  dozens  ol 
changes  big  and  small.  For  the 
moment  the  most  important 
new  feature  is  one  that  Win- 
dows machines  have  had  for  i 
long  time:  the  ability  to  plaj 
well  with  other  Windows  com- 
puters on  local  networks.  Nov 
Macs  can  access  resources  or 
Windows  machines  and  offe; 
their  own  files  to  Window 
users  without  having  to  resort  to  extra-cost  add-on  programs. 
Despite  Apple's  typical  hoopla,  the  other  improvements  ii 
Jaguar  don't  add  up  to  much.  Pleasant  user- interface  changes,  a] 
improved  address  book  and  an  instant-messaging  client  com 
with  an  e-mail  program  whose  highly  touted  junk-mail  filte 
hid  an  im.portant  message  from  one  of  my  friends. 

And  despite  supposed  speed  improvements  in  the  operat 
ing  system,  as  well  as  a  processor  upgrade  from  700  to  800  mega 
hertz,  the  top-shelf  iMac  is  beginning  to  look  downright  lethar 
gic  for  its  $1,999  price.  Compared  with  a  cheaper  2.4  gigahert 
Windows  machine,  it  took  anywhere  fi-om  20%  longer  to  thre 
times  as  long  to  perform  operations  with  Adobe's  Photosho 
Elements  graphics  program. 

The  Windows  machine  I  used  for  that  comparison  was  Gate 


Apple's  17-inch  iMac;  NEC's  PowerMate  Eco;  Gateway's  Profile  4. 


hear  our  company  now  has  real-time 
tireless  access  to  all  our  critical 
etwork  data,  like  customer  files. 


Imagine  how  successful  we 
could  have  been  with  that  kind 
of  network  access. 


Ktel  Wireless  Business  Solutions.  Now  you'll  never  have  to  say  "Imagine  what  I  could  have 
le  if..."  because  you'll  be  busy  doing  it.  And  it's  not  just  having  the  Internet  on  your  phone; 
real-time  access  to  customer  data,  pricing,  inventory.  Whatever  drives  your  business, 
'time.  Anywhere.  On  a  variety  of  devices.  And  it's  all  possible  because  only  Nextel  has  a 
ional  wireless  network  designed  specifically  to  carry  both  voice  and  data.  Call  toll  free 
77-NEXTELC,  or  visit  nextel. comAA/BS  to  see  how  we  can  help  you  outmaneuver  your  competition. 


WIRELESS 

BUSINESS    SOLUTIONS 


©2O02  Nextel  Communications,  Inc.  All  rights  reserved.  Nextel  and  the  Nextel  logo  are  trademarks  and/or  service  marks  of  Nextel  Communications,  Inc. 
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Are  You  Insecure? 

Finally  someone  is  on  to  the  real  cause 
of  data  security  breaches— stupid 
humans.  Notorious  hacker  Kevin 
Mitnick— released  from  federal  prison  in 
January  2000  and  still  on  probation- 
reveals  clever  tricks  of  the  "social  engineer- 
ing" trade  and  shows  how  to  fend  them  off 
in  The  Art  of  Deception:  Controlling  the 
Human  Element  of  Security  (Wiley,  $27.50). 

Most  of  the  book,  coauthored  by 
William  Simon  (not  the  one  running  for 
governor  of  California),  is  a  series  of  fic- 
tional episodes  depicting  the  many  breath- 
takingly  clever  ways  that  hackers  can  dupe 
trusting  souls  into  breaching  corporate  and 
personal  security— information  as  simple 
as  an  unlisted  phone  number  or  as  compli- 
cated as  plans  for  a  top-secret  product 
under  development.  The  rest  lays  out  a 
fairly  draconian  plan  of  action  for  compa- 
nies that  want  to  strengthen  their  defenses. 
Takeaway:  You  can  put  all  the  technology 
you  want  around  critical  information,  but  all 


way's  new  Profile  4,  the  latest  in  its 
line  of  integrated  flat-panel  desk- 
tops. Though  it  looks  like  a  17-inch 
LCD  with  a  big  box  bolted  on  the 
back,  its  raspberry-blowing  in 
Apple's  general  direction  actually 
makes  some  sense.  The  Profile  I 
tried  includes  a  120-gigabyte  hard 
drive  (50%  bigger  than  the  iMac's), 
an  integrated  floppy  drive,  a  PC 
Card  slot  and  standard  keyboard, 
mouse,  printer  and  serial  ports  that 
the  iMac  lacks.  The  whole  package 
costs  $140  less  than  the  17-inch 
iMac,  even  though  it's  much  faster 
and  comes  with  twice  as  much  RAM. 

But  Apple  has  some  reason  for 
blowback.  The  Profile's  two  Fire- 
Wire  ports  are  4-pin  models  that 
can't  supply  power  to  outboard  de- 
vices like  Apple's  iPod.  Upgrading 
the  Profile's  CD-RW  drive  to  one 
that  can  play  DVDs  adds  $100  to  the 
price,  and  as  yet  there's  no  way  to 
add  an  internal  drive  that  can  write 
DVDs  like  the  iMac.  The  iMac's  ex- 
ternal speakers  beat  the  Profile's 
tinny  buOt-ins,  albeit  at  the  expense 
of  more  cable  clutter.  The  Profile 
comes  with  the  Microsoft  Works 
Suite,  which  includes  the  otherwise 
pricey  Word,  but  the  iMac  offers 
excellent  photo,  video  and  DVD- 
burning  software,  along  with  the 
adequate  Appleworks.  And  though 
the  Profile's  CD-ROM  doesn't  make 
the  racket  the  iMac  can,  its  hum- 
ming fan  and  clicky  hard  drive  are 
far  more  annoying. 

Unlike  the  iMac's  free-swing- 
ing arm-mounted  display,  the  Profile's  can  only  tilt  a  bit.  Worse, 
it  inexplicably  uses  an  analog  connection  to  the  video  circuitry 
rather  than  the  digital  standard.  It  required  repeated  adjustment 
to  deliver  its  best  picture,  which  still  wasn't  as  good  as  the 
iMac's.  To  this  silly  design  flaw  I  blow  a  raspberry  of  my  own. 

Standing  apart  from  the  fray  is  an  even  simpler  computer, 
NEC's  PowerMatc  Eco,  which  fools  you  into  thinking  it's  noth- 
ing more  than  a  good  little  tilt-and-swivel  15-inch  flat-panel 
display — until  you  notice  the  CD-ROM  drive  in  the  base.  The 
screen's  housing  actually  holds  ihe  guts  of  the  machine,  in- 
cluding a  very  quiet,  but  tiny,  20-gigabyte  hard  drive  and  a 
low-power  900  megahertz  Transmeta  Crusoe  processor  that 
enables  a  fanlcss  design.  The  "Eco"  moniker  conies  from  the 
unit's  alleged  betterment  of  the  planet,  thanks  to 
lower  energy  use,  a  lead-free  motherboard  and 


it  takes  to  break  through  is  one  dolt  who 
gives  up  his  password  to  a  "colleague"  who 
claims  to  be  working  from  the  Peoria  office. 
What's  useful  about  this  book  is  its  ex- 
planation of  risks  in  seemingly  innocuous 
systems  few  people  think  about.  The  caller 
ID  notification  that  proves  you're  talking  to 
a  top  executive  of  your  firm?  Easily  forged. 
The  password  your  assistant  logs  in  with? 
Easily  guessed.  The  memos  you  toss 
into  the  cheap  office  shredder?  Easily 
reconstructed.  The  extension  that  you  call 
in  the  IT  department?  Easily  forwarded. 

Physical  security  can  be  compromised, 
too.  It's  not  hard  to  gain  access  to  a  build- 
ing by  "piggybacking"  your  way  in  the  door 
amid  the  happy  throng  returning  from 
lunch.  You'd  better  have  confidence  in  your 
IT  professionals,  because  they're  likely  to 
have  access  to  everything  on  the  corporate 
system,  including  your  salary  and  personal 
information.  Mitnick  offers  some  ideas  for 
plugging  these  holes,  like  color-coded  ID 
cards  with  really  big  photos. 

Implementing  the  book's  security  action 
plan  in  full  seems  impossible,  but  it's 
a  good  idea  to  warn  employees  from 
the  boss  down  to  the  receptionist  and 
janitors  not  to  give  out  even  innocu- 
ous information  to  people  claiming  to 
be  helpful  IT  folks  without  confirming 
their  identity— and  to  use  things  like 
encryption  technology  as  fallbacks. 
Plenty  of  would-be  Mitnicks— and 
worse— still  ply  their  trade  in  spaces 
cyber  and  psychological. 

-S.M, 


plastics  that  are  supposedly  easy  to  recycle. 

But  one  reason  the  computer  seems  so  well  hidden  is  th; 
connectors  are  few — limited  to  USB  ports,  PC  Card  slots  and 
network  connector.  There's  not  even  a  built-in  modem.  Thoug 
in  my  tests  the  processor  performed  on  a  par  with  the  iMac' 
the  hard  drive  is  slow.  A  recordable  CD  drive  is  an  extra-co 
option,  as  is  a  combo  drive  that  will  play  DVDs.  The  Eco's  lim 
tations  make  its  $1,599  tariff  seem  excessive,  considering  th 
the  same  price  will  get  you  a  notebook  with  a  similar  screen,  si 
nificantly  faster  processor,  DVD  and  CD-RW  functions  and  a  bi 
ger  hard  drive — or  an  even  more  powerful  Profile  or  LMac.  B 
the  computer  for  the  rest  of  us  is  probably  still  that  dull  bei; 
floor-standing  commodity. 

'%^  TVirhf*^  I  S'sphfi"  Manes  (steve@cranky.com)  was  cohost  of  Digital  Duo  and  has  been  covei 
WmJmmiJmif^^,  I  technology  for  nearly  two  decades.  Visit  his  home  page  at  www.forbes.com/manes. 
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ADVERTISEMENT  2  " 

Welcome  to  Detroit.  Widely  known  as  the  home  of  the  Big  Three  and  the 
birthplace  of  Motown.  But  Detroit  is  so  much  more.  The  revolutionary  change 
taking  place  in  the  Motor  City  are  one  of  the  nation's  best-kept  secrets.  What's 
emerging  are  opportunities  in  the  nation's  tenth-largest  economy  -  in  the  nation's 
tenth-largest  city.  It  is  a  celebration  of  new  leadership  and  a  new  vision. 


MEETTHE  NEW  MAYOR 
Right  here!  Right  now! 
Kwame  Kilpatrick! 

At  age  32,  Mayor  Kwame  Kilpatrick 's 
leadership  has  been  recognized  across 
the  city,  state  and  country.  He  went 
from  being  a  state  representative  to 
the  second-highest-ranking  position  in 
the  Michigan  House  of  Representa- 
tives to  the  highest-ranked  member  of 
the  Michigan  House  of  Representa- 
tives. He  became  the  youngest,  and 
the  first  African-American,  to  hold  the 


post  of  Democratic  leader  in  the  histo- 
ry of  the  Michigan  legislature.  At  age 
31,  Kwame  Kilpatrick  became  the 
youngest  mayor  in  Detroit's  history, 
and  the  youngest  of  any  major  city  in 
the  country. 

In  his  first  six  months  in  office.  Mayor 
Kilpatrick  has  created  an  excitement  for 
current  and  future  stakeholders  in  a  city 
that  IS  poised  for  greatness. 

The  Mayor  set  out  to  position  the 
city  as  the  number  one  destination  for 
both  families  and  big  business.  The  pri- 
mary focus  was  immediately  resolving 
critical  issues  facing  the  city.  The  Kil- 
patrick administration  first  balanced  its 
budget  despite  deficit  projections  of 
$170  million  over  three  years.  Agree- 
ments to  solidify  permanent  casinos  in 


Detroit  had  lingered  for  seven  ye 
prior  to  the  Kilpatrick  administration 
the  first  seven  months,  the  new  te 
successfully  negotiated  contracts  1 
translated  into  $1.2  billion  for  the  de 
opment  of  three  casinos  over  the  r 
two  years.  The  city  then  pushec 
increase  the  city's  bond  rating  to  -^ 
status,  positioning  itself  for  progr 
and  prosperity  in  the  very  near  futi 
Mayor   Kilpatrick  also  set  out 
change  the  way  the  city  does  busin 
with  the  business  community, 
immediately  restructured  city  dep 
ments  to  streamline  the  developrr  il 
process  and  created  a  new  cabi 
level  position  to  drive  the  city's  de 
opment  strategy.  Walter  Watkin 
longtime  Bank  One  executive,    \ 
Continued  on  pi 


For  over  150  years,  Comerica  has  invested  heart  and  soul  in  Detroit.  And  what  a 
return  we've  received  -  Detroiters  are  not  only  some  of  our  best  customers  and 
business  associates,  they  have  a  special  spirit  that  inspires  our  active  role  in  the 
community.. .and  our  commitment  to  keep  giving  back.  When  we  first  opened  our 
doors  in  1849,  we  took  in  $41  in  deposits.  Today  Comerica  is  part  of  a  holding 
company  with  assets  of  $50  billion,  and  we're  the  top  business  bank  in  the  country.* 
Some  of  our  success  lies  in  what  we've  done.  And  much  of  it  lies  in  where  we've 
been  —  right  here  in  Detroit. 


CJomencA 


We  listen.  We  understand.  We  make  it  work.^ 


lerica  Bank.  Member  FDIC  Equal  Opportunity  Lender. 


aerica  Incorporated  again  ranks  first  nationally  among  the  top  50  bank  holding  companies  in  commercial  loans  as  a  percent  of  total  assets  by  Sheshunoff  Information  Services,  2001. 


OOOGE 


CHHRYSL-ER 


The  best  place  to  build  cars 
is  rapidly  becoming  the  place 
where  the  best  cars  are  built. 

We  don't  call  Detroit  the  Motor  City  because  cars  are  made  here.  We  call  it  the  Motor  City  because  it's  the  best  place  to 

make  cars.  From  a  pro-busmess  environment,  to  great  transportation,  a  multitude  of  suppliers,  and  a  diverse,  highly  skilled 

workforce,  the  Detroit  metropolitan  area  offers  an  unmatched  abundance  of  resources  that  carmakers  need. 


We've  always  tried  to  use  those  resources  well.  Today  we  can  proudly  say  that  some  of  Detroit's  most 
innovative  automotive  thinking  is  coming  from  DaimlerChrysler  Corporation.  Innovative  thinking  that  includes 

not  only  new  car  designs  but  new  assembly  techniques  and  quality  control  measures.  In  fact,  we're  now  so 

certain  of  our  progress  that  we  can  offer  7-year/70, 000-mile  Powertrain  Limited  Warranty*  protection  on  the 

hardest-working  parts  of  every  Dodge,  Chrysler,  and  Jeep^  vehicle  we  make.  It's  an  expression  of  confidence 

in  both  our  business  future  and  the  future  of  the  place  where  we  do  business. 


DaimlerChrysler 


www.daimlerchrysler.com 


*See  your  dealer  for  a  copy  of  this  limited  warranty.  A  deductible  applies. 
Dodge,  Chrysler,  and  Jeep  are  registered  trademarks  of  DaimlerChrysler  Corporation. 
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KWAME  M.  KiLPATRKK,  MAYOR 

City  of  Detkoii 
Executive  offick 


COLF.MAN  A.  YOI'NG  MUNICIPAL  CENTER|| 

2  Woodward  Avk..  Suite  1 126 
Di:i ROi I,  Michigan  48226 
Phoni:3I3»224«3400 
Fax313«224«4I28 

www.ci.detr0it.m1.us 


A  Letter  to  Investors  From  Mayor  Kwame  Kilpatrick 

I  want  to  take  this  opportunity  to  introduce  you  to  Detroit.  Our  city  ranl<s  tenth  out  of  the 
top  100  U.S.  metro  economies.  Our  ports,  bridges  and  international  border  with  Canada  all 
provide  the  region  with  an  infinite  number  of  opportunities  for  developing  and  nurturing 
ties  to  the  global  business  community  at  unprecedented  levels.  As  technology  and  inno- 
vation continue  to  drive  the  economy  to  new  heights  of  global  expansion,  it  will  be  even 
more  crucial  for  business  ventures  to  invest  in  Detroit's  untapped  economic  potential. 

Detroit  is  a  city  poised  for  greatness,  and  I  would  like  to  extend  to  you  an  opportunity  to 
make  our  city  your  city.  We  are  already  home  to  the  Big  Three  automobile  manufacturers. 
General  Motors  —  the  world's  third-largest  corporation  —  is  currently  making  a  $500  mil- 
lion investment  in  its  world  headquarters  right  on  our  riverfront.  We  have  legions  of 
Tier-One  suppliers  and  a  growing  reputation  in  information  technology.  Detroit  is  also  a 
regional  banking  center,  and  soon  to  be  home  to  the  Federal  Reserve. 

I  have  personally  restructured  the  way  the  city  does  business  with  business.  By  creating 
a  cabinet  position  called  the  Chief  Development  Officer  within  my  administration,  we  have 
created  a  development  process  that  is  seamless  for  business  ventures.  We  have  literally 
created  a  one-stop  shop  for  business  and  development. 

Detroit  also  offers  businesses  a  wealth  of  quality-of-life  amenities,  creating  desirable 
lifestyles  for  employees  and  their  children.  We  have  some  of  the  best  colleges  and  univer- 
sities here,  and  our  hospitals  are  ranked  among  the  best  in  America.  We  have  an  amazing 
new  airport  and  two  world-class  urban  sports  stadiums  right  in  the  heart  of  downtown.  And 
for  culture,  we  boast  world-class  institutions.  Our  museums  are  second  to  none,  including 
the  Charles  H.  Wright  Museum  of  African-American  History,  which  is  the  largest  of  its  kind 
in  America.  We  also  have  the  largest  number  of  theater  seats  in  the  world  outside  of  New 
York  for  plays  and  live  performances.  In  Detroit,  we  offer  something  for  everyone. 

We  want  to  be  the  destination  for  your  business  or  corporation.  Detroit  is  truly  poised 
for  greatness.  We  are  a  big  city,  making  big  changes  to  do  big  things.  We  would  like  for  you 
to  be  a  part  of  it. 

If  you  have  any  questions,  please  call  us  at  313-224-3400.  We  want  to  be  your  partner 


Kwame  Kilpatrick 
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nued  from  page  2 

ed  the  chief  development  officer. 
las  enduring  relationships  with  the 
jlopment  community  and  keen 
iht  into  well-planned  development, 
departments  under  Watkins  are 
ning  and  Development,  the  Detroit 
lomic  Growth  Corporation  (DEGC), 
Office  of  Neighborhood  Commer- 
^evitalization,  the  Detroit  Housing 
imission,  and  Human  Rights  and 
ronmental  Affairs, 
ayor  Kilpatrick  understands  that  in 
r  to  make  a  city  more  attractive  for 
iness,  the  city  must  first  make 
f  more  attractive  for  working  fami- 
Upon  taking  office,  the  Kilpatrick 
linistration  set  out  to  make  major 
iges  in  how  the  city  delivers  quali- 
srvices  to  its  citizens.  He  organized 
assive  effort  to  physically  clean  up 
city,  utilizing  the  goodwill  and  civic 
KDnsibility  of  private  contractors  and 
'oit  citizens.  This  effort,  dubbed  the 
)tor  City  Makeover,"  collected  more 


than  12,000  tons  of  debris  from  across 
the  city  in  just  10  weeks.  Mayor 
Kilpatrick  appointed  a  nationally 
renowned  police  chief,  Jerry  Oliver  Jr., 
who  quickly  began  to  make  revolution- 
ary changes  within  the  Detroit  Police 
Department,  placing  more  officers  on 
the  street  to  create  safer  neighbor- 
hoods. And  the  Mayor  himself  has 
become  the  ultimate  champion  of 
enrolling  Detroit  youth  in  after-school 
programs.  His  goal  is  to  increase  youth 
participation  from  20%  to  50%,  fol- 
lowing a  U.S.  Department  of  Education 
report  that  finds  cities  are  five  times 
more  likely  to  be  healthy  ones  when 
50%  of  the  children  are  involved  in 
after-school  programs. 

Mayor  Kilpatrick 's  personal  and  pro- 
fessional styles  are  inclusive.  He  solic- 
its and  embraces  the  input  of  the  city's 
many  business  and  ethnic  communi- 
ties. He's  a  consensus  builder  and  has 
Continued  on  page  10 


Gerard  van  Grinsven 
General  Manager 

THE  RITZ-CARLTON, 
DEARBORN 

This  past  September,  The  Ritz- 
Carlton,  Dearborn  embarked  on  an 
unprecedented  initiative.  "The  Ritz- 
Carlton,  RE-born"  was  a  series  of 
events  and  ongoing  programs 
designed  to  revitalize  the  hotel, 
enliven  service  standards,  increase 
visibility  and  enhance  the  economic 
growth  and  tourism  of  the  region. 
As  the  city  becomes  an  increasingly 
profitable  market  and  a  dynamic 
tourism  destination.  The  Ritz-Carl- 
ton,  Dearborn,  which  stands  among 
Metro  Detroit's  top-tier  luxury  hotels, 
has  entered  a  new  era  in  service, 
creativity  and  excitement. 

"Our  hotel  recently  re-created 
itself  in  order  to  move  with  the 
market,  expand  its  business  base, 
reenergize  employee  morale,  regen- 
erate community  interest  and  com- 
pete in  an  expanding  hospitality 
market,"  says  Gerard  van  Grinsven, 
general  manager.  "The  Ritz-Carlton, 
RE-born,'  plus  an  upcoming  reno- 
vation, is  the  perfect  complement  to 
the  area's  business,  community  and 
tourism  initiatives.  With  the  support 
of  The  Detroit  Regional  Chamber 
of  Commerce,  the  Detroit  Metro 
Convention  and  Visitors  Bureau  and 
area  business  and  government  lead- 
ers, we  can  achieve  our  common 
goal  of  growth." 


or  Kilpatrick  discusses  border  security  issues  with  Homeland  Security  DirectorTom 
|e  on  a  recent  trip  to  Detroit. 


TheRitz-Carlton' 

De,\rbckn 

Fairlane  Plaza,  300  Town  Center  Drive 

Dearborn,  Ml  48126 

313-441-2000 


ADVERTISEMENT  8 


Introducing  the  Northwest  Airlines®  WorldGateway 


I 


- 


Northwest  Airlines  is  proud  to  present  domestic  connections  were  a  top  pri-  E-Service  Centers'"',  nwa.com  Chf 

the  Edward  H.  McNamara  Terminal  at  ority  in  the  terminal  design.  Every  In''"  and  106  ticket  counters.            I 

Detroit,  home  of  the  state-of-the-art  effort  is  made  to  ensure  that  the  expe-  From  stores  to  Express  Trams  / 

Northwest  Airlines®  WorldGateway"".  rience  is  quick,  efficient  and  pleasant,  restaurants  to  WorldClubs,  Northwl, 

Built  with  the  consumer  in  mind,  this  Major  enhancements  include  a  single  Airlines,  Northwest  Airlink,  KLM  R 

mile-long  terminal  features  three  con-  domestic-international  facility,  which  Dutch  Airlines  and  Continental  ft' 

courses  and  97  gates  —  an  increase  in  eliminates  the  need  for  shuttle  or  bus  sengers  are  now  enjoying  the  termj 

gates  of  more  than  50%  from  the  pre-  service  between  terminals,  and  the  of  the  future  —  a  facility  that  redefi 

vious  facility.  However,  navigating  the  Transit  Without  Visas  facility,  benefiting  speed,    convenience   and    comf 

new  terminal  is  effortless  as  the  entire  foreign  nationals  arriving  from  and  Northwest  Airlines  invites  you  to 

facility  is  designed  for  convenience  and  immediately  connecting  to  a  destina-  for  yourself  why  flying  to,  from 

speed.  Trams  and  moving  walkways  are  tion  outside  the  U.S.  through  Detroit  is  one  of  the  wor 

strategically  placed  to  begin  and  end  at         Local  and  Detroit  passengers  now  greatest  travel  experiences 

WorldClubs®,  retail  spaces  and  gates,  find    that    the    Northwest    Airlines  Northwest  Airlines  is  the  woi 

so  travelers  are  never  more  than  a  few  WorldGateway  is  easily  accessible  via  fourth-largest  airline  with  hubs  at  Del 

minutes  from  their  connecting  gate.  convenient  new  roads.  In  addition,  pas-  Minneapolis/St.  Paul,  Memphis,  Tc 

The  Northwest  Airlines  WorldGate-  sengers  will  enjoy  a  more  pleasant  and  Amsterdam  and  more  than  2, 

way  provides  a  comfortable  atmo-  travel  experience  because  of  a  new,  daily  departures.  With  its  travel  partr 

sphere  in  which  passengers  can  shop,  spacious  parking  facility  and  a  plethora  Northwest  serves  over  750  cities  in 

dine  and  relax.  Offering  more  than  of  check-in  options,  including  nearly  90  countries  on  six  continents, 
twice  the  shopping  space  of  the  previ- 
ous facility,  the  new  terminal  is  one  of 
the  largest  airport  retail 


concessions  in  the  United 
States.  In  addition,  North- 
west Airlines  WorldClubs 
members  will  enjoy  four 
newly  designed  World- 
Clubs featuring  unique 
amenities. 

For  passengers  arriving 
from  outside  the  U.S., 
seamless  international-to- 


Hhe  Northwest  Airlines"  WorldGateway'"'  redefines 
I  speed,  convenience  and  comfort.  i 


This  mile-long 

terminal  features 

three  concourses 

and  97  gates. 
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n  airport  Built  for  faster  Connections 
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e  new  Northwest  Airlines  WorldGateway  at  Detroit  is  here. 

lether  Detroit  is  your  home,  your  destination,  or  you're  connecting  to  one  of  the  750  cities  around 
world  served  by  Northwest,  KLM  and  our  global  travel  partners,  our  new  WorldGateway  will  make 
jr  journey  a  pleasure.  Built  specifically  for  convenient  connections,  all  international  and  domestic 
es  are  centrally  located  in  the  same  terminal.  Which  means  connecting  to  your  flight  is  now  as  easy 
^  8  C.  And  with  the  high-speed  ExpressTram,  it's  quicker  too.  Northwest  Airlines  WorldGateway 
)etroit.  We're  making  flying  easier  and  more  convenient  than  ever. 
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Continued  from  page  7 
made  the  nation  a  believer  in  a  city 
once  forgotten.  Now  top  industries  and 
national  conventions  are  placing  Detroit 
high  on  the  list  of  potential  homes  and 
host  cities.  Compuware  will  complete 
construction  of  its  $350  million  world 
headquarters  in  mid-2003.  In  2005  the 
Detroit  branch  of  the  Federal  Reserve 
Bank  of  Chicago  will  open  a  $65  million 
administrative  and  processing  center. 
In  2006,  the  National  Football  League 
has  confirmed  Detroit  as  its  home  for 
Super  Bowl  XL.  And  Detroit  is  at  the 
top  of  the  list  for  the  Democratic 
National  Convention  in  2004.  Exciting 
things  are  happening. 

Trams  and  moving  walkways  assure 
passengers  are  never  more  than  a  few 
minutes  from  connecting  gates. 


WELCOME  TO  DETROIT! 

The  $1.2  billion  Edward  H.  McNamara 
Terminal  at  the  Detroit  Metropolitan/ 
Wayne  County  Airport  introduces  you 
to  the  new  Detroit.  It's  also  the  new 
hub  and  terminal  for  the  Northwest  Air- 
lines® WorldGateway"".  Wayne  County 
and  Northwest  partnered  to  create  a 
new  kind  of  airport  —  one  focused  on 
customer  needs  and  comforts. 

More  than  just  a  beautiful  space,  this 
new  midfield  terminal  is  an  easier  way 
to  come  and  go.  It  features  a  fourth 
parallel  runway  to  ease  arrivals  and 
departures.  International  and  domestic 
gates  are  all  within  one  facility.  Two 


indoor  trams  quietly  whisk  passenge 
along  the  one-mile  length  of  Concoun 
A.  Moving  walkways  are  extra  wid 
There  are  almost  80  excellent  at 
affordable  places  to  eat  and  sho 
There  are  four  stunning  WorldClubj' 
Nearly  90  E-Service  Centers'""  ma 
check-ins  an  easy  process.  There  a. 
also  24  curbside  check-ins  and  V 
ticketing  positions  inside.  KLM  Ro>: 
Dutch  Airlines  and  Continental  Airlint 
also  fly  this  facility. 

The  new  terminal  is  built  for  peopl 
It  tells  you  right  away  that  you' 
arrived  at  a  place  where  exciting  thir' 
are  going  on. 


etroit  Metropolitan/Wayne  County  Airport,  the 
sixth  busiest  in  operations  in  the  U.S.,  is  focused 
customer  needs  and  comforts. 


The  verdict  is  in... 

Henry  Ford-rated  the  best  in  Michigan  for 

cardiac  care  and  neurosciences. 


Top  rankings  include: 


CANCER 


EAR,  NOSE  AND  THROAT 


HEART /  HEART  SURGERY 


HORMONAL  DISORDERS 


KIDNEY  DISEASE 


NEUROLOGY  / NEUROSURGERY 


ORTHOPEDICS 


RESPIRATORY  DISORDERS 


UROLOGY 


HenryFord.com 


The  new  address 
for  the  exp^erts. 


Ti 


When  it  comes  to  the  best  care,  Henry  Ford 
Hospital  ranked  higher  than  any  other  hospital 
in  Michigan  in  cardiac  care  and  neurosciences 
by  U.S.News  &.  World  Report.  And,  thanks  to 
the  dedicated  physicians,  nurses,  researchers, 
technicians  and  support  staff,  Henry  Ford  also 
ranked  among  the  top  50  hospitals  nationally  in 
several  other  specialties.  So,  next  time  you're 
looking  for  top-rated  care,  trust  your  head  and 
your  heart  and  go  to  Henry  Ford. 

To  make  an  appointment,  log  on  to 
HenryFord.com  or  call  1-800-HenryFord. 
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There  are  60  specialized  airfields  and 
smaller  municipal  airports  in  the  area 
providing  complete  air  service,  includ- 
ing passenger  and  freight/cargo  flights, 
domestic  services,  charter  and  spe- 
cialized customer  service  to  accom- 
modate individuals  and  corporations. 

The  largest  airport  in  the  region  and 
the  sixth  busiest  in  operations  in  the 
U.S.,  Detroit  Metro  serves  major  cam- 


One  of  the  impressive  new  buildings 
downtown:  the  $350  million  global 
corporate  headquarters  for  Compuware. 


ers  such  as  Air  Canada,  American  Air- 
lines, America  West  Airlines,  British 
Airways,  Continental  Airlines,  Delta, 
KLM  Royal  Dutch  Airlines,  Lufthansa, 
Northwest  Airlines,  Southwest  Air- 
lines, Spirit  Airlines,  United  Air  Lines 
and  US  Airways.  There  are  daily,  direct, 
nonstop  flights  to  nine  countries, 
including  the  only  nonstop  flight  from 
North  America  to  Beijing. 


DETROIT'S  SKYLINE  IS  CHAIMGIIMC 

The  daytime  skyline  in  Detroit  incluck 
active  cranes  throughout  downtov|i 
Being  built  is  everything,  from  new  c 
porate  headquarters,  another  new  st<ii 
urn,  new  housing  and  lofts,  new  casiri 
and  a  Federal  Reserve  Bank,  to  sch 
additions,  hospitals,  clinics  and  on  and 
Thousands  of  masons,  carpente 
plumbers,    electricians,    plasterei 

In 


INZ 


iff  e've  got  everything  you  need  as  far  as  busmen  I 
if  and  geography  to  be  a  great  city."  || 

Peter  Karmanos,  Chairman  and  Chief  Executive  Officer,  Compuware  Corporatlt 
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kers,  tile  and  marble  contractors, 
ne  and  cable  installers  and  heavy- 
ipnnent  operators  are  on  the  job 
-y  day.  Significant  contracts  are 
rded  to  minority  companies  on 
ry  building  job  in  the  city.  Unions 
strong  in  Detroit,  and  all  are  well 
esented  in  city  projects. 

JEROUS  IMPROVEMENTS 
THE  WATERFRONT 

eral  Motors  Corporation  is  putting 
0  million  into  improvements  to  its 
/  global  headquarters  on  the  river- 
t  downtown.  Inside,  the  GM  World 
ibit  showcases  many  of  the  com- 
y's  new  and  classic  vehicles.  A 
ter  Court  Cafe  features  17  restau- 
;s.The  new  Wintergarden  atrium 
rs  hypnotic  views  of  the  Detroit 
jr  and  its  traffic.  A  landscaped 
rdwalk  also  is  opening  soon.  GM 
is  130,000  square  feet  of  retail 
ce  inside  the  Wintergarden.  The 
Tiott  in  the  five-tower  headquarters 
completed  renovations  to  all  of  its 
Tis,  ballrooms  and  lobby  area. 

V1PUWARE  HEADQUARTERS 

3  oT  the  impressive  new  buildings 
ig  up  downtown  is  the  $350  million 
Dal  corporate  headquarters  for  busi- 
s  software  giant  Compuware  Corpo- 
on.  Chairman  and  Chief  Executive 
cer  Peter  Karmanos  is  a  Detroit  native 
h  deep  roots  in  the  city  and  was 
ermined  to  be  part  of  revitalizing 
:roit.  His  building  in  the  historic 
npus  Martius  Park  anchors  one  side 
vhat  will  become  a  city  park  the  size 
3  football  field  and  just  as  green, 
manos  says,  "We've  got  everything 


you  need  as  far  as  business  and  geogra- 
phy to  be  a  great  city." 

Compuware's  new  building  is  an 
example  of  a  trend  in  the  region:  high- 
tech  business.  The  state  and  the  region 
have  been  successful  in  promoting  the 
area  as  an  attractive  place  for  high-tech 
companies,  given  that  the  automotive 
industry  is  the  number  one  driver  of 
technology  innovation.  As  a  result,  the 
Detroit  region  is  home  to  numerous 
technology  clusters  —  areas  inhabited 
by  a  number  of  tech  companies,  uni- 
versities and  research  parks.  Now  infor- 
mation technology,  biosciences,  MEMs 
(microelectromechanical  systems)  and 
many  other  technology  sectors  are 
thriving.  Today,  more  than  200,000 
designers  work  in  more  than  120  R&D 
centers  in  the  area. 

There  are  approximately  4,800  IT  com- 
panies in  the  Detroit  region,  including 
Compuware,  EDS,  IBM  and  ProQuest. 
Site  Selection  magazine  named  the 
Detroit  region  and  Michigan  the  number 
one  region  and  state  for  new  plants  and 
expansion  for  the  fifth  consecutive  year. 
Information  technology  has  been  a  large 
part  of  this  success.  IT  is  increasingly 
important  to  all  industries  here,  from 
automotive  to  telecommunications,  soft- 
ware products  and  services  to  chemicals 
and  software  consulting.  Michigan  ranks 
in  the  top  five  states  for  high-tech 
employment  and  continues  to  grow. 
Area  colleges  and  universities  granted 
over  3,600  IT-related  degrees  last  year 

The  University  of  Michigan  was  one 
of  the  founders  of  today's  Internet  and 
is  a  partner  in  the  development  of  the 
Internet's  next  generation,  Internet2. 
(The  U  of  M  information  service 
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Largest  ad  and  PR 
firm  headquartered 
in  City  of  Detroit. 

Big  on  building  our 
clients'  brands  and 
bottomlines. 

•  Broad  experience 
in  b2b,  consumer, 
tourism,  healthcare , 
tech,  government. 

•  Huge  Convergence 
Marlceting  fans. 

•  Heavy  users  of 
PRIZM  for  media 
planning. 

Big  fat  awards  for 
work,  woricplace, 
worlcstyle. 

Hefty  connections  in 
City,  region.  State, 
and  D.C. 

Let  us  help  your  busi- 
ness maice  it  big  in 
Detroit.  Contact  us  at 
mbrogan@brogan.com 


BROGAN&  PARTNERS 

C   O    N    V    li    R    (,    i;    N    t    n        M    A    R    K.    t    I     1    N    C. 

Detroit  •  Raleigh/Durham  •  Chicago 
Ann  Arbor  •  Silicon  Valley 

www.brogan.com 
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Imagine  owning  the  business. 


Imagine  owning  the  building.  Imagine  developing  the  block  into 

commerciid  and  residential  real  estate. 


GMAC  Financial  Services  •  0M.\<    Kunk  •  liMAC  Cammcn  ia,'  Finance  •  GMAC  Conniieniul  Monf>age  •  GMAC  Real  Est 


'  like  it  in 
■''  fund 


"7^rS:mi::tt^Z^^'    GMAC  financial  services 


GMAC  ts  a  Wholly  Owned  Subsidiwy  oj  General  Motors: 


www.gmacfs.com 
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elavalion  Services  ■  GMAC  Insurance  •  GMAC  Investments  •  GMAC  Mortgage  '  GMAC  Residential  Funding  Corporation 
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program  is  rated  third  in  the  nation 
while  its  graduate  engineering  pro- 
grams are  rated  fourth.) 

The  state  of  Michigan  has  announced 
its  LinkMichigan  initiative  —  a  plan  to 
make  Michigan  the  most  robust  U.S. 
telecommunications  market.  The  plan 
would  give  broadband  companies  spe- 
cial incentives  in  exchange  for  guaran- 
teed business  with  government  and 
educational  institutions. 

FORD  FIELD:  IT'S  UP!  IT'S  GOOD! 

Ford  Field  is  the  new  downtown  home 
of  the  NFLs  Detroit  Lions.  It's  so  inno- 


vative in  its  concept  and  execution  that 
it  will  reshape  how  stadiums  are  built 
from  now  on.  "We  wanted  something 
unique  in  Detroit.  We  want  this  stadi- 
um to  showcase  the  city's  turnaround," 
says  William  Clay  Ford,  Jr.,  chairman 
and  chief  executive  officer  of  Ford 
Motor  Company  and  son  of  team 
owner  William  Clay  Ford.  It  does. 

It's  not  only  a  stadium;  it's  a  conven- 
tion center,  a  hotel,  home  to  retail 
shops,  restaurants,  business  offices, 
banquet  facilities  and  boasts  a  spec- 
tacular view  of  the  Detroit  skyline.  Ford 
Field  makes  great  use  of  all  the  days 


football  isn't  being  played  there.  Ap. 
it  enhances  the  city's  attractive  g 
vibrant  entertainment  offerings.       2 

Ford  Field  will  play  host  to  Su| 
Bowl  XL  in  2006. 

(I 
COMERICA  PARK:  ||va 

HOME  OF  BASEBALL,  HOT  DOGS,  t 
PIZZA  AND  FAMILY  FUIM 

Giant  tigers  and  family  fun  are   oi 
focus  of  this  spectacular  ballpark  thijf 
next  door  to  Ford  Field  and  acre! 
Woodward  Avenue  from  theTige 
owning  Hitch  family's  Little  Caesaje 
Pizza  headquarters.  Sports  lllustra^^ 


I. 


ord  Field  is  so  innovative  in  its  concept  and  execution  that 
it  will  reshape  how  stadiums  are  built  from  now  on. 


Above:  Ford  Field,  new  home  to  the  Detroit  Lions,  is  much  more  than  a 
football  stadium.  It's  a  whole  new  animal. 
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:ognized  Comerica  Park  as  "America's 
)st  family-fun"  new  ballpark.  Opened 
2000,  the  park  features  a  number  of 
tras  to  make  an  afternoon  or  evening 
^  for  the  whole  family.  There's  a 
rris  wheel,  a  carousel  (all  tigers,  no 
^ns),  a  "dancing"  water  fountain  and 
day  night  fireworks. 
A/in  or  lose,  Detroiters  love  their 
orts  and  show  their  colors.  There  are 
jht  professional  sports  teams  and 
merous  college  and  university  teams, 
e  Tigers  play  Major  League  Baseball, 
5  Lions  play  in  the  National  Football 
ague  while  the  Fury  play  in  the  Arena 


Football  League,  the  Red  Wings  play  in 
the  National  Hockey  League  while  the 
Vipers  play  in  the  International  Hockey 
League,  the  Pistons  play  in  the  National 
Basketball  Association  while  the  Shock 
play  in  the  WNBA  and  the  Rockers  play 
Major  League  Soccer.  The  region  was 
voted  the  Number  One  Sports  City  in 
the  U.S.  by  the  Sporting  News  in  1998. 
The  Detroit  Red  Wings,  NHL  Stanley 
Cup  winners  in  1997,  1998  and  2002, 
continue  to  thrill  fans  at  Joe  Louis 
Arena  in  downtown  Detroit.  There's 
talk  of  building  the  team  a  new  facility 
soon  as  well. 


low:  Tigers. Tigers.  Tigers. The  entrance  to  Comerica  Park  virtually  roars, 
etroit  loves  its  baseball!" 


THE  DETROIT 
MEDICAL  CENTER 

Provides  innovative  teciinoiogy 
to  meet  ttie  health  care  needs 
of  the  metro  Detroit  community 
and  beyond. 

Listed  is  just  a  sampling  of  the 
Detroit  Medical  Center's  cutting- 
edge  technology: 

•  The  world's  first  and  Ameri- 
ca's only  super-conducting 
cyclotron  for  neutron 
therapy,  to  treat  cancers 
unresponsive  to  conven- 
tional radiation. 

•  The  world's  only  Positron 
Emission  Tomography  Center 
dedicated  to  childhood 
diseases  and  research. 

•  Michigan's  only  Gamma 
Knife  for  pain-free,  non- 
invasive treatment  of  brain 
tumors  and  blood  vessel 
abnormalities,  which  spares 
patients  from  conventional 
brain  surgery. 

•  The  only  eye  institute  in  the 
world  researching  retinal 
and  cortical  implants  to 
restore  sight  and  advance 
artificial  vision. 

•  The  nation's  top  100  hospi- 
tals in  ICU  and  stroke  care, 
ranked  by  medical  think 
tank  Solucient. 

•  A  rehabilitation  institute  and 
cancer  hospital  that  U.S. 
News  &  World  Report  ranks 
as  one  of  America's  best. 

•  Training  ground  for  trauma 
specialists  around  the  world 
with  Level  One  and  Level 
Two  trauma  centers. 

For  additional  information 

please  call  1-888-DMC-2500 

or  visit  wvwv.dmc.org. 


Detroit  Medical  Center 

Wayne  State  University 


The  First ... 


•  Fort  was  a  crude  log  palisade 
and  was  named  Fort  Pontchar- 
train  in  honor  of  French  explorer 
(and  Detroit  founder)  Antoine 
Loumet  de  La  Mothe  Cadillac's 
sponsor.  Count  Pontchartrain. 

•  Two  families  in  Detroit  were 
Cadillac,  his  wife  and  two  sons; 
and  his  second  in  command, 
Alphonse  deTonty,  and  his  wife. 

•  Church  in  Detroit,  St.  Anne's,  was 
built  in  1701. 

•  University  in  Detroit  was  estab- 
lished in  1815.The  Catholipis- 
temiad  was  the  forerunner  of  the 
University  of  Michigan. 

•  Paper  was  published  in  1837,  the 
DailY  Free  Press. 

•  State  fair  in  the  nation  was  held 
in  Detroit  in  1849,  the  Michigan 
State  Fair. 

•  Car  was  built  by  Henry  Ford  in 
1896.  It  sold  for  $950. 


City  in  the  nation  to  assign  tele- 
phone numbers  was  Detroit  in 
1979. 

Convention  and  visitors  bureau 
in  the  world  was  established  in 
Detroit  in  1896. 

Automobile  was  driven  by 
Charles  Brady  King. 

Mile  of  paved  road  laid  in  the 
world  was  in  1909  on  Woodward 


•  Zoo  with  barless  exhibits  was 
the  Detroit  Zoo  in  1927 

•  Vehicular  tunnel  to  a  foreign 
country  was  the  Detroit-Windsor 
Tunnel,  located  under  the  Detroit 
River.  It  opened  November  3, 
1930,  and  allowed  travel 
between  Detroit,  Mich.,  U.S.A., 
and  Windsor,  Ontario,  Canada. 

Indoor  mall  in  Detroit  was  IMorth- 


Ave.  between  Six  Mile  and  Seven  '^"^  '^«"-  '*  opened  in  1954. 


Mile  roads. 

Radio  news  program  was  broad- 
cast from  Detroit  on  August  31, 
1920. 

Stop  light  in  the  U.S.  was 
installed  in  Detroit  on  Woodward 
and  Michigan  avenues  in  October 


•  Radio  dispatched  police  car  was 
in  1922. 

•  Chrysler  automobile  was  pro- 
duced in  1923. 


•  Black  mayor  of  Detroit  was  then 
State  Senator  Coleman  A.Young 
in  1974.  His  term  lasted  for  20 


Annual  International  Grand  Prix 
was  held  in  downtown  Detroit 
in  1982. 

Municipal  aquarium  is  located  in 
Belle  isle. 


Source:  Detroit  Regional  Chamber  Research  & 
Information  Center 


■  onFord 


■ 


HENRY  FORD,  Founder  -  The  pioneer  spirit  is  what  America  has  over  and 
above  any  other  country.  If  ever  we  lose  that  spirit,  if  ever  we  get  to  the 
point  where  the  people  are  afraid  to  do  things  because  no  one  before  them 
has  done  them  or  because  they  are  hard  to  do,  then  we  shall  stop  going  forward. 


)  every  idea  pans 


you  open  yourself  up  \o  failure,  bul  if  you  don'f  fry  and  you  don't  push  the 


pe  and  you  don'f  fiave  a  'no  boundaries'  mentality,  you're  never  goi 


BILL  FORD,  Chairman  and  CEO 


&ovcCj/. 


ttobouttaaries 
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TOWN  HOMES  AND  LOFT  LIVING 

Throughout  the  city,  a  visitor  quickly 
notices  that  there's  more  new  con- 
struction and  rehabilitation  of  old  trea- 
sures as  more  people  want  to  live 
closer  to  where  they  work  and  play. 
Suddenly,  developers  are  hammering 
away  to  meet  the  demand  for  high-end 
housing.  Right  now  there's  plenty 
going  on  for  residents  —  clubs,  restau- 
rants, the  stadiums,  casinos,  muse- 
ums and  jobs.  It's  fun  to  live  in  the  city. 
Now,  in  groups  of  four  to  450  units, 
the  number  of  high-priced  and  mid- 
priced  housing  units  that  are  some- 


where between  planning  and  comple- 
tion is  more  than  2,000.  There  are  -a 
few  hundred  single-family  homes,  hun- 
dreds of  loft  condos  and  more  than  a 
thousand  town  houses  built  from  the 
ground  up. 

Local  government  is  helping.  A  state- 
sponsored  initiative  reduces  Detroit 
property  taxes  for  residences  in  certain 
target  areas.  In  a  Neighborhood  Enter- 
prise Zone,  home  buyers  get  70% 
knocked  off  their  property  tax  for  10 
years  in  new  houses  and  even  more  in 
a  renovated  building. 

In  the  Renaissance  Zones,  tax  breaks 


are  even  more  impressive.  Most  of  tl 
property  taxes  are  waived,  and  new  re 
idents  pay  no  city  or  state  income  tf 
through  2006  —  a  huge  incentive 
high-income  buyers  and  developers. 

A  NEW  PROCESS  FOR 
DEVELOPMENT  IN  DETROIT 

Soon  after  taking  office.  Mayor  Kilpatrijii 
dismantled  Detroit's  old  developme<)i 
structure  and  laid  a  new  foundation  l|i 
success.  He  created  a  cabinet  positi 
entitled  the  Chief  Development  Offici 
(CDO)  and  appointed  retired  Bank  0 
executive  Walter  C.  Watkins  Jr.  to  he^ 
■  h 


etroits  coordinated  approach  to  economic  { 

development  makes  it  easier  and  more  cost  effectiv 
to  develop  in  the  city. 


obo  Ceiutii 
ings  and  exh  _^ 
International  Auto 


conventions,  meet- 
"  "orth  American 
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high-profile  post. 

»/atkins,  who  retired  in  2000  as 
sident  of  Bank  One,  Michigan,  and 
id  of  nniddle-market  banking  in 
:higan,  Ohio  and  Kentucky,  was 
vely  working  on  development  proj- 
5  for  his  own  firnn,  WCW  Enterpris- 
LLC. 

,s  CDO,  Watkins  then  named  eight 
inomic  development  professionals 
lis  Economic  Development  Organi- 
on  (EDO).  With  each  member  head- 
up  a  city  department  or  outside 
(Pcy  responsible  for  economic 
elopment,  the  EDO  aligned  all  eco- 
nic  development  activities  in  Detroit 
ier  the  CDO,  which  linked  them  to 
!  authority  —  Mayor  Kilpatrick. 
he  CDO  directs  and  coordinates  the 
ivities  of  Detroit's  eight  develop- 
nt  agencies: 

lanning  Activities  governs  the 

ity's  Master  Plan 

)evelopment  Activities  facilitates 
evelopment  by  extending  key  fiscal 
nd  technical-support  services  to 
levelopers 

luman  Rights  monitors  all  Execu- 
ive  Orders  for  businesses  under  city 
ontracts 

Invironmental  Affairs  provides 
nvironmental  expertise  to  develop- 
nent  concerns 

)etroit  Economic  Growth  Corpor- 
ition  (DEGC)  concentrates  on 
)usiness  attraction,  expansion  and 
etention 

)ffice  of  Neighborhood  Commer- 
ial    Revitalization    focuses    on 


neighborhood  commercial  strips  and  housing  projects 

smalt-business  support 

•  Greater  Downtown  Partnership 

Detroit  Housing  Commission  was  instrumentalin  kick  starting  the 

develops    and    manages    public  Campus  Martius  project  with  the 


The  mayor. 

The  goalie. 

The  homeD||he  Lions. 

The  airpo 

APPPO 


There's  a  lot  new  in  town,  including  our  PPO* 

The  HAP  PPO  offers  products  and  flexible  plan  designs  from  a  single 
source.  An  expanded  network  of  quality  physicians.  Convenient  online 
directories  and  current  online  claims  information.  And  HAP's  focus  on 
quality  has  earned  our  HMO  the  highest  rating  from  the  National 
Committee  for  Quality  Assurance.  For  more  information,  call  your 
agent  or  1-888-206-7926. 


A    plan    ahead. ^ 


iM>. 


www.hapcorp.org 


*HAP  PPO  is  a  product  of  Preferred  Health  Plan,  a  subsidiary  of  Health  Alliance  Plan. 

©  2002  Health  Alliance  Plan 
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demolition  of  the  Hudson's  building. 
The  partnership  centers  on  down- 
town residential  revitalization  and  the 
initiative  to  redevelop  three  prime 
business  corridors  in  the  central  busi- 
ness district  in  time  for  Super  Bowl 
XL  in  2006. 

While  in  the  past  the  efforts  of  these 
organizations  were  independent  of  one 
another,  which  was  often  confusing  for 
veteran  developers  and  newcomers 
alike,  Mayor  Kilpatrick's  comprehensive 


and  tightly  coordinated  approach  to 
economic  development  has  opened 
the  doors  to  anyone  and  everyone  will- 
ing and  eager  to  rebuild  this  great  city 
by  making  it  easier  and  more  cost- 
effective  to  develop  in  Detroit. 

GROWTH  SURROUNDING  DETROIT 

Growth  in  suburban  Detroit  is  healthy 
too.  Oakland  County  is  the  fourth-most- 
affluent  county  in  the  U.S.  as  measured 
by  per  capita  income  for  counties  with 


more  than  1  million  people,  accordi 
to  the  U.S.  Department  of  Commerc  f 
Bureau  of  Economic  Analysis.  It's  a  ( 
Michigan's  leading  center  for  inten  i 
tional  business  activity  with  closefi 
400  foreign-owned  firms  from  21  co: 
tries.  A  large  number  of  Forbes  5Ci 
companies  do  business  in  Oakls; 
County.  Livingston,  Macomb  and  Ler 
counties  also  are  growing  briskly  v\| 
new  businesses  and  residents.  1 
region  is  rich  with  lakes,  golf  cour;j 


Comerica  Park  offers  baseball,  hot  dogs  and 
a  spectacular  view  of  the  Detroit  skyline. 


etroiters  love  their  sports.  There  are  eight  profess 
teams  and  numerous  college  and  university  teamsj 
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charming  older  towns  that  provide 

ittractive  lifestyle. 

ccording  to  ACCRA,  the  Associa- 

for  Community  Researchers,  the 
roit  region's  cost  of  living  is  only 
%  above  the  national  average, 
npared  with  other  major  metropol- 

areas  in  the  U.S.,  Greater  Detroit 
i  very  affordable  place  to  live. 


Recent  tax  reform  has  significantly 
decreased  the  tax  portion  of  the  cost 
of  living. The  Greater  Detroit  housing 
market  also  remains  very  competitive. 
The  average  home  in  the  metro  area 
sold  for  $130,700  in  1999,  compared 
with  the  average  home  price  of 
$175,400  for  the  nation's  18  largest 
metro  areas. 


1 

1             Information  Technology  in  Detroit 

•  The  American  Electronics  Asso- 

degrees for  the  1999-2000 

ciation  and  NASDAQ  have  iden- 

school year,  according  to  data 

tified  Detroit  as  one  of  the  top 

from  the  Bureau  of  Education 

60  cybercities  in  the  U.S.  These 

Statistics.  The  University  of 

are  the  best  locations  in  the 

Michigan  information  science 

U.S.  for  high-tech  companies. 

program  is  rated  third  in  the 

t  There  are  over  4,800  informa- 

nation for  2002  while  its  gradu- 

tion technology  companies 

ate  engineering  programs  are 

operating  in  the  Detroit  region. 

rated  fourth,  according  to 

including  industry  leaders  such 

U.S.  News  &  World  Report. 

as  Comshare,  Compuware,  EDS, 

•  Renowned  research  institutions 

IBM  and  ProQuest. 

like  the  University  of  Michigan 

1  The  University  of  Michigan  was 

and  Wayne  State  University  are 

one  of  the  founders  of  today's 

able  to  attract  the  upper  eche- 

Internet through  its  involve- 

lon of  information  technology 

ment  with  NSF  Net,  the  first 

and  life  science  researchers  to 

large-scale  Internet  service 

the  places  like  the  Center  for 

provider.  The  university  contin- 

Wireless Integrated  Microsys- 

ues this  tradition  as  a  partner  in 

tems  (MEMS)  and  the  Institute 

the  development  of  the  Inter- 

for Scientific  Computing. 

net's  next  generation,  Internet2. 

•  Wayne  State  University 

•  Applications  for  IT  cut  across  all 

received  over  $50  million  in 

industries,  from  automotive  to 

research  funding  from  all 

telecommunications,  software 

sources,  including  $11  million 

products  and  services  to  chemi- 

from the  National  Science 

cals  and  software  consulting. 

Foundation. 

>  Area  colleges  and  universities 

Source:  Detroit  Regional  Chamber  Research 

granted  over  3,600  IT-related 

&  Information  Center 

John  Finnegan 
Chairman  and  President 


GMAC  FINANCIAL  SERVICES 

In  1919,  General  Motors  formed  a 
finance  company  subsidiary,  GMAC 
Financial  Services.  GMAC  has  offered 
automotive  financing  worldwide  and 
has  grown  to  29,000  employees  in  40 
countries.  Earnings  for  2001  topped 
$1.8  billion,  which  is  a  record. 

Now  located  in  the  General  Motors 
Renaissance  Center,  GMAC  has  pro- 
vided more  than  $1  trillion  to  finance 
upwards  of  150  million  vehicles  to 
date.  Mortgage  has  grown  from 
a  traditional,  residential  company 
into  a  diverse  entity  with  a  strong 
presence  in  commercial  mortgages, 
private-label  conduit  and  warehouse 
lending.  GMAC  Insurance  offers 
service  and  mechanical  repair  pro- 
tection on  vehicles,  and  personal 
lines  of  insurance  including  automo- 
bile, motorcycle,  recreational  vehicle 
and  homeowners  insurance. 

The  Commercial  Finance  Group 
specializes  in  asset-based  financing 
and  factoring  with  clients  in  the  auto- 
motive, aircraft,  food  service,  furni- 
ture, apparel  and  metal  industries. 

GMAC  is  committed  to  helping 
improve  the  lives  of  people  in 
the  communities  where  GMAC 
employees  live  and  where  it  con- 
ducts business. 

In  2001,  GMAC  and  its  parent  com- 
pany. General  Motors,  contributed 
$83  million  to  charitable  causes. 

GMAC 

Financial 
Services 
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here  is  no  other  e^9i^  ijnt  tlie  world  that  ean 
provide  such  a  iiohcerttr^ed  pool  of  automotive 
industru  resources;  incIudiBg  people. 


BIG  BUSINESS  IS  GREAT  IN 
GREATER  DETROIT 
The  Automotive  industry 

As  "The  Automotive  Capital  of  the 
World,"  the  Detroit  region  continues  to 
produce  more  cars  and  trucks  than  any 
other  state.  More  than  1,8  million  cars 
and  1.2  million  trucks  rolled  off  Michi- 
gan assembly  lines  in  2000. 

Besides  being  home  to  the  global 
headquarters  of  the  Big  Three,  region- 
al Detroit  is  the  North  American  head- 
quarters of  Volkswagen  and  Audi.  In 
fact,  most  of  the  world's  automakers 
have  some  presence  and  almost  half 
of  the  original  equipment  manufactur- 
ers to  the  Big  Three  are  headquartered 
here.  These  are  big  names  like  John- 
son Controls,  Lear  Seating  Corpora- 
tion, Robert  Bosch  Corporation, 
DuPont  Automotive,  Dow  Automotive, 
Federal-Mogul,  Eaton  Corporation,  Vis- 
teon  Automotive  Systems,  Delphi 
Automotive  Systems,  Siemens,  Yazaki 
North  America  and  Guardian  Automo- 
tive Products. 

There  are  71  companies  in  the 
region  supplying  brakes,  glass,  plas- 
tics, cast  aluminum,  fabricated  steel, 
engines,  systems  of  all  sorts,  electrical 
and  electronic  components  and  much 
more.  There  is  no  other  region  in  the 
world  that  can  provide  such  a  concen- 


Automotlve  manufacturing  today  is  more 
high  tech  than  hands-on. 
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3d  pool  of  resources.  And  included 
lose  resources  are  the  people  — 
ed  designers,  engineers  and  infor- 
;ion  systenns  professionals. 

>INESS  AND  INDUSTRYTRENDS 

ecent  years,  the  Detroit  area  has 
erienced  important  changes  in  its 
jstry  mix.  Not  by  chance  —  by 
ign.The  Detroit  Regional  Chamber, 
)l  governments  and  the  Michigan 
momic  Development  Corporation 
e  been  successful  in  attracting  new 
iness  to  the  area.  The  region  is 
active  to  many  companies  because 
he  kinds  of  firms  —  potential  cus- 
rers  —  already  doing  business 


here.  A  significant  change  has  been  a 
shift  from  manufacturing  employment 
to  service  sector  employment,  includ- 
ing business  services,  health  care  and 
engineering  establishments.  The  ser- 
vice sector  now  makes  up  33%  of  the 
area's  employment.  In  2001,  manufac- 
turing companies  employed  20%  of 
the  area's  workers,  compared  with 
27%  just  15  years  ago. 

Business  services  are  the  region's 
largest  employer  and  one  of  the 
fastest  growing.  Companies  for  com- 
puter and  data  processing  services, 
engineering  and  architectural  services, 
tourism  and  entertainment  business- 
es, and  training  and  education  organi- 


zations are  also  expanding.  Health  ser- 
vices are  the  third-largest  sector  and 
employ  about  181 ,000  people.  Individ- 
ual doctors'  offices  and  clinics,  hospi- 
tals, and  nursing  and  personal-care 
facilities  are  numerous  and  ready  to 
provide  top-notch  care. 

HEALTH  CARE  IS  BIG  BUSINESS  TOO 

The  Detroit  region  offers  world-class 
medical  care  and  services.  People 
have  excellent  choices  among  hospi- 
tals and  physicians  who  are  consis- 
tently ranked  among  the  best  in  the 
country.  The  Detroit  Medical  Center, 
St.  John  Hospital,  Henry  Ford  Health 
System,  William  Beaumont  Hospital, 


A  catalyst  for  h 


THE  DETROIT  MEDICAL  CENTER  thrives 
in  an  academic  setting  located  in  the  heart 
of  Detroit.  It  brings  together  3,000  physicians 
who  care  for  and  about  patients.  Many  are 
also  researchers,  inventors  and  teachers  at 
Wayne  State  University,  the  fourth  largest      ^ 
medical  school  in  the  nation.      J 

Expertise,  integrity  and  commitment  make 
the  Detroit  Medical  Center  a  vital  part  of 
Detroit's  heritage.  It  has  a  history  of  caring.  It 
fosters  bright  minds  and  innovative  technology 
to  meet  emerging  health  care  needs.  And  it 
promises  to  deliver  a  healthier  tomorrow. 


\^k6 


"Nation 


?  Children's  Hospital  of  Michigan 

?  Detroit  Receiving  Hospital  and 

I    University  Health  Center 

i 

i  Harper  University  Hospital 

i  Huron  Valley-Sinai  Hospital 


9  Hutzel  Women's  Hospital 
Karmanos  Cancer  Institute 
Kresge  Eye  Institute 
Rehabilitation  Institute  of  Michigan 
Sinai-Grace  Hospital 


Detroit  Medical  Center 

Wayne  State  University 

1-888-DMC-2500  •  www.dmc.org 
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Oakwood  Hospital  and  the  University 
of  Michigan  Center  provide  the  latest 
treatments  and  services  for  heart  dis- 
ease, stroke,  cancer,  traunna,  pediatric 
illnesses  and  many  others. 

There  are  64  hospitals  with  more  than 
11 ,000  physicians  working  in  80  special- 
ties and  subspecialties.  Patients  travel 
from  as  far  away  as  Asia,  Europe  and  the 
Middle  East  to  receive  the  care  of  physi- 
cians at  hospitals  in  greater  Detroit. 

The  Detroit  Zoo  provides  an  increasingly 
authentic  and  humane  look  at  how  animals 
live  in  the  wild.  Inset:  Henry  Ford  Museum, 
one  of  the  most  visited  historical  museums 
in  the  U.S.,  shows  off  the  good  old  days 
and  the  great  old  cars. 


Child  magazine  named  Children's 
Hospital  of  Michigan  one  of  the 
nation's  10  best  pediatric  hospitals. 

Harper  University  and  Sinai-Grace 
hospitals  have  been  singled  out  for 
their  state-of-the-art  cardiac  programs 
by  HealthGrades.com. 

The  Rehabilitation  Institute  of  Michi- 
gan is  one  of  only  17  federally  desig- 
nated "model  system"  centers  for 
care  of  traumatic  brain  injuries  and  was 


named  one  of  U.S.  News  &  Woi 
Report's  top  hospitals  for  2000. 

The  Karmanos  Cancer  Institute,  paly 
of  the  Detroit  Medical  Center,  h  lit 
been  designated  one  of  37  compr  |hi 
hensive  cancer  centers  by  the  Natio 
al  Cancer  Institute. 

The  recognition  for  Detroit  area  ho 
pitais  and  physicians  could  fill  a  bool|i 

The  group  health  care  plans  are  als 
very  strong.  Blue  Cross  Blue  Shield  ( 


1)1 


tourism  injects  $5.1  billion  into  metro  Detroit's  loc 
economy  every  year.  More  than  17.6  million  visito 
come  each  year. 
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ligan,  Health  Alliance  Plan,  Aetna, 
are,  Blue  Care  Network  HMO  and 
y  others  work  hard  to  keep  quality 
th  care  accessible  and  affordable 
leir  members. 

iTHER  BIG  BUSINESS  IN 
^OIT  IS  PLAY 

ism  injects  $5.1  billion  into  metro 
oit's  local  economy  every  year, 
e  than  17.6  million  visitors  come 
1  year.  Although  September  11, 
I,  discouraged  convention  atten- 
:e  and  general  travel  to  the  area 
pared  with  past  years'  numbers, 
Detroit  Metro  Convention  &  Visi- 

Bureau  reports  that  things  have 
1  getting  back  to  a  more  normal 

since  the  summer  tourist  season, 
e  new  stadium,  festivals  and 
Its,  and  one-of-a-kind  attractions 


like  the  Henry  Ford  Museum  and 
Greenfield  Village,  Charles  H.Wright 
Museum  of  African-American  History, 
Greektown,  Detroit  Institute  of  Arts, 
Detroit  Zoo,  Motown  Museum,  the 
Tigers  games  at  Comerica  Park,  Fox 
Theatre  and  Detroit  Opera  Theatre 
draw  visitors  from  all  over  to  Detroit. 

Conventions  and  trade  shows  also 
attract  large  numbers  of  visitors.  The 
North  American  International  Auto 
Show  is  the  third  largest  in  the  world 
and  attracts  huge  crowds  of  auto 
enthusiasts  every  January. 

So  many  ethnic  groups  are  present 
in  the  area  that  there's  a  festival  to 
be  enjoyed  most  weeks  from  May  to 
September. 

The  largest  free  jazz  festival  in  the 
U.S.  is  the  Ford  Detroit  International 
Jazz  Festival,  which  brings  jazz  lovers 
the  best  of  international,  national, 
Detroit-based  and  scholastic  talent  on 
four  stages  over  four  days  each  Labor 
Day  weekend.  Entering  its  24th  year  of 
operation  at  Hart  Plaza  on  the  river- 
front, the  jazz  festival  is  an  event  that's 
not  to  be  missed. 

Detroit  and  Windsor,  Ontario,  are 
joined  by  the  Ambassador  Bridge, 
the  longest  international  border  cross- 
ing in  North  America  at  the  time 
of  Its  completion.  The  two  cities 
hold  an  annual  Freedom  Festival 
to  celebrate  American  and  Canadian 
independence. 

The  Detroit  Zoo  was  the  first  to  have 
barless  exhibits  in  1927.  It  has  never 
stopped  changing  and  improving  its 
exhibits  to  bring  visitors  an  increasing- 
ly authentic  and  humane  perspective 
on  how  animals  live  in  the  wild. 


Cleve  Killingsworth,  Jr. 
President  and  CEO 


HEALTH  ALLIANCE  PLAN 

Health  Alliance  Plan  (HAP)  was 
founded  in  Detroit  in  1960,  when 
autoworkers  lacked  access  to  high- 
quality,  affordable  health  care. 
Health  care  in  Detroit  has  conne  a 
long  way  since  then.  And  HAP  has 
played  a  vital  role  in  making  health 
care  safer  and  more  equitable. 

Today,  HAP  is  forming  partner- 
ships with  leading  doctors  and  hos- 
pitals that  leverage  the  power  of 
technology  to  improve  health  care 
quality.  We  will  stay  true  to  our 
original  mission  of  promoting  high- 
quality,  accessible  health  care  for 
all  Detroiters. 

My  job  as  the  leader  of  HAP  is  to 
set  high  standards  for  health  care 
services  in  this  city,  and  to  push 
people  to  go  beyond  what  they 
think  they  can  do.  In  the  same  spirit 
of  our  new  mayor,  Kwame  Kil- 
patrick,  HAP  will  never  stop  work- 
ing to  make  a  great  city  even 
greater.  "Our  future  starts  right 
here,  right  now." 


lilD 


A  plan  ahead 
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Regional  Detroit  Ranlfings 

•  Site  Selection  magazine  has 
named  Michigan  the  number  one 
state  for  new  plants  and  expan- 
sions for  the  fifth  consecutive 
year.  More  than  1,419  new  and 
expanded  facilities  were  built  in 
Michigan  in  2001,  with  nearly 
678  of  those  constructed  in  the 
Detroit  region.  With  884  pro- 
jects, Chicago  edged  out  the 
Detroit  region  for  the  number 
one  spot  among  metro  areas  for 
the  first  time  in  five  years. 

•  Plants  Sites  and  Parks  magazine 
identified  Detroit  as  a  regional 
cluster  for  robotics  and  automa- 
tion equipment  manufacturers  in 
1999.  Clusters  are  regions  that 
have  specialized  skills,  technolo- 
gy and  services  at  the  advanced 
end  of  the  manufacturing 
process.  The  NanoBusiness 
Alliance  designated  Michigan  as 
a  regional  hub  for  nanotechnolo- 
gy  in  2001. 

•  Michigan  ranked  sixth  in  the 
number  of  patents  approved  in 
2001.  The  Detroit  region  also 
ranked  sixth  in  the  number  of 
utility  patents  (patents  for  inno- 
vation) approved  in  1999  (the 
latest  year  for  which  data  is 
available),  according  to  the  U.S. 
Patent  and  Trademark  Office.      >^ 

•  Oakland  County  has  more  high-  ^ 
tech  workers  than  all  but  two      ^ 
other  counties  in  the  United       i 
States.  According  to  a  study  by  1 
Anderson  Economic  Group,  only; 
Santa  Clara  County,  Calif.  ^ 


(Silicon  Valley),  and  Middlesex 
County,  Mass.  (Route  128),  have 
a  greater  number  of  workers  in 
high-tech  fields. 


The  Detroit  region  showed  the 
"most  startling  improvement"  in 
prosperity  of  any  region  in  the 
United  States  in  the  1990s, 
according  to  a  study  based  on 
2000  Census  data.  The  study 
was  conducted  by  the  Mumford 
Center  for  Comparative  Urban 
and  Regional  Research  at  State 
University  of  New  York. 

Michigan  is  the  ninth-most 
Internet-friendly  state,  according 
to  a  March  2002  survey  by  the 
Progressive  Policy  Institute. 
The  Detroit  region  is  ranked 
eleventh  nationwide  for  broad- 
band usage. 

According  to  a  2001  survey  by 
the  consulting  firm  Morgan 
Quinto,  four  Detroit-area  cities 
were  ranked  in  the  top  30  list  of 
the  safest  cities  in  the  United 
States:  Sterling  Heights,  Canton 
Twp.,  Troy  and  Livonia. 

The  Detroit  region  is  one  of 
Expansion  Management  maga- 
zine's top  25  metro  areas  for  busi- 
ness expansion  and  relocation  as 
of  January  2001.  Of  the  nation's 
331  metro  areas,  the  Detroit 
region  ranked  22nd  overall. 

The  Detroit  region  has  won 
a  spot  among  the  Top  25  Most 
Wired  Cities  in  the  United 
States,  according  to  Nielsen/ 


NetRatings  in  2002.  The  Detroit 
region  was  also  the  tenth- 
fastest-growing  wired  metro 
area  in  the  nation  in  2001. 


The  Detroit  region  is  ranked 
third  in  the  nation  for  the  value 
of  its  exports,  according  to  the 
International  Trade  Administra- 
tion of  the  U.S.  Department  of 
Commerce.  The  Ambassador 
Bridge  in  Detroit  is  the  busiest 
U.S.-Canada  border  crossing. 

•  Textron  Automotive  Trim  Divi- 
sion's plant  in  Port  Huron,  Mich., 
is  one  of  IndustryWeek  maga- 
zine's top  10  manufacturing 
plants  in  North  America  for  2001. 

•  The  Detroit  region  ranks  sixth 
among  U.S.  cities  in  the  number 
of  women-owned  firms  for  2002, 
according  to  The  Center  for 
Women's  Business  Research. 
According  to  Ladies'  Home 
Journal,  for  2002,  Ann  Arbor  is 
the  third-best  city  for  women 
among  U.S.  cities  with  a  popula- 
tion of  300,000  or  less. 

•  Only  New  York  City  has  more 
theater  seats  than  the 
Detroit  region. 

•  Willow  Run  Airport  is  the 
nation's  third-busiest  cargo  air- 
port in  terms  of  nonscheduied 
freight,  according  to  the  U.S. 
Department  of  Transportation. 
The  airport  handled  nearly 
820,000  tons  of  cargo  in  2000. 
Only  Memphis  (FedEx's  hub) 
and  Louisville  (UPS's  hub) 
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ndled  more  cargo  during 
le  same  period. 

•  Detroit  is  ranked  sixth  among 
major  U.S.  cities  as  the  best 

places  for  African-Americans 
live,  work  and  play, 
wording  to  a  recent  reader 
survey  conducted  by  Black 
Enterprise  magazine. 

According  to  the  Hollywood 
Reporter,  the  Detroit  region 
ranks  fourth  in  the  nation  and 
seventh  in  the  world  for  film 
and  television  commercial 
billings. 

-  Detroit  Metro  Airport  is 
the  sixth-busiest  airport  in 
the  world  in  terms  of 
takeoffs/landings. 

•  The  Detroit  region  continues 
to  produce  more  cars  and 
trucks  than  any  other  metro- 
politan area  or  U.S.  state. 

U.S.  News  &  World  Report 
included  six  regional  Detroit 
hospitals  in  its  list  of  the  top 
50  hospitals  in  the  United 
States  for  2002.  The  Universi- 
ty of  Michigan  Medical  Center 
had  14  specialty  programs  in 
the  top  25  while  Henry  Ford 
Hospital  and  William  Beau- 
mont Hospital  had  nine  and 
seven  specialty  programs  in 
the  top  50,  respectively.  The 
U-M  Medical  Center  was 
ranked  eighth  overall. 

Source:  Detroit  Regional  Chamber 
Research  &  Information  Center 


The  recently  completed  Arctic  Ring 
of  Life  features  the  world's  largest 
polar  bear  exhibit,  Inuit  village  and 
tundra.  This  exhibit  also  features  a 
unique  clear  underwater  tunnel  that 
allows  guests  to  walk  through  the 
polar  bear  pool  while  the  bears  swim 
above  them. 

The  stock  market  may  be  down. 
America  may  be  having  a  recession. 
But  Detroit's  three  casinos  —  MGM 
Grand,  Motor  City  Casino  and  Greek- 
town  Casino  —  set  records  nearly 
every  month  for  drawing  customers 
and  their  money.  In  2001 ,  this  big  three 
took  in  a  little  more  than  $1  billion.  In 
turn,  they  paid  $81  million  to  the 
state's  K-12  education  fund  and  $99 
million  to  the  city,  where  the  money  is 
used  for  city  programs.  While  all  three 
casinos  are  still  in  comfortable  but 
temporary  facilities,  they  will  be  start- 
ing construction  on  their  permanent 
casinos  —  which  will  include  hotels  — 
in  the  near  future. 

There  are  many  more  unique  attrac- 
tions to  be  seen  in  Detroit.  The  Detroit 
Symphony  Orchestra,  led  by  esteemed 
Music  Director  Neeme  Jarvi,  performs 
all  over  the  world.  The  Detroit  Opera 
Theatre  offers  a  memorable  experi- 
ence because  the  theater  is  as  exquis- 
ite as  the  music  performed  there. 
Detroiters  love  live  performances  and 
the  number  of  theaters  and  concert 
venues  reflect  this  enthusiasm.  The 
new  Techno  Music  festival  draws  fans 
from  as  far  away  as  Europe  and  Japan 
as  Detroit  has  popularized  another 
music  form.  Whatever  kind  of  music 
you  like,  you'll  find  many  choices  any 
time  you're  here. 


Bob  Ball 

Vice  President,  Customer  Service, 

Ground  Operations-Detroit 

NORTHWEST  AIRLINES 

Last  February  23,  Northwest  Airlines 
moved  38  aircraft  and  2,700  pieces  of 
ground  equipment  from  the  old 
Davey  Terminal  at  Detroit's  Metro  Air- 
port to  the  new  Northwest  World- 
Gateway  Terminal  overnight.  Head- 
ing this  amazing  feat  was  Bob  Ball, 
vice  president  of  customer  service 
and  ground  operations  at  Detroit. 

"Customers  were  counting  on  us 
so  that  they  could  travel  the  morn- 
ing following  Northwest's  move," 
says  Ball.  "Over  800  Detroit  employ- 
ees executed  the  plan  perfectly." 

Northwest  has  championed 
industry-leading  customer  service 
"line-busters,"  including  Internet 
check-in,  self-service  check-in  cen- 
ters, passenger  rebook  hot  lines 
and  on-the-spot  service  recovery. 

The  Northwest  team  pinpointed 
and  sought  to  eliminate  traveler 
hassles,  which  resulted  in  an  artis- 
tic, highly  effective  design  featuring: 

•  Expansive  service  areas 

•  Dual  taxiways 

•  A  sleek  Express  Tram  and  extra- 
wide  moving  walkways 

•  An  easy-to-use  main  concourse 
with  64  sequentially  numbered 
gates. 

"Northwest  has  a  new  home  in 
Detroit,  and  we're  excited  to  share  it 
with  millions  of  people  every 
month,"  beams  Ball.  "Northwest 
WorldGateway  provides  a  great, 
hassle-free  travel  experience." 


NORTHWEST 

AIRLINES. 
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ONE  OF  THE  BIG  ATTRACTIONS 
HERE  ISTHERE 

Windsor,  Ontario,  Detroit's  sister  city, 
is  located  just  south  of  Detroit  and 
across  the  Detroit  River.  It's  a  short  trip 
by  either  the  Annbassador  Bridge  or 
the  Windsor-Detroit  tunnel,  which 
takes  you  under  the  river  and  into  the 
heart  of  downtown  Windsor.  The  cur- 
rent exchange  rate  favors  the  dollar,  so 
Windsor  is  a  popular  destination  for 
shopping,  dining  and  gannbling.  Dieppe 
Gardens  gives  visitors  a  great  view  of 


A  full  34%  of  Canada's  trade  with  the 
U.S.  crosses  the  Ambassador  Bridge  from 
Windsor,  Ontario,  to  Detroit. 


the  Detroit  skyline.  Shopping  is  good, 
with  lots  of  specialty  shops  carrying 
English  china  and  crystal.  French,  Ital- 
ian, Chinese  and  Vietnannese  commu- 
nities here  serve  their  specialties  at  a 
bargain  price  for  visiting  Americans. 

Canadian  Club  Distillery  is  headquar- 
tered in  Windsor.  Point  Pelee  National 
Park  at  the  southernmost  tip  of 
Canada's  mainland  is  world-famous  for 
its  seasonal  migrations  of  birds  and 
monarch  butterflies.  Casino  Windsor 
offers  100,000  square  feet  of  gaming 


excitement    while    overlooking   tPto 

I 
Detroit  River  and  skyline.  And  the  fitj  ic 

stop  of  the  Underground  Railroadfic 

preserved  at  the  John  Freeman  Watje 

Historic  Site.  m 

CANADA  AND  NAFTA 

Since  Canada  and  the  United  Statu 
entered  their  Free  Trade  Agreeme 
during  the  late  1980s  and  early  1990 
the   volume   of   merchandise  trafts 
between  the  two  nations  has  groviia 
substantially.  Growth  has  average 


he  flow  of  goods,  services  antf  capital  between 
Canada  and  the  United  States  is  the  largest  bilate 
flow  between  two  countries  in  the  world. 


ADVERTISEMENT  31 


per  year  since  1993.  The  flow  of 
ds,  services  and  capital  between 
ada  and  the  United  States  is  the 
est  bilateral  flow  between  two 
ntnes  in  the  world.  Canada  buys 
e  U.S.  goods  than  all  15  countries 
^e  European  Union  combined,  and 
e  than  all  of  Latin  America, 
ichigan  and  the  province  of  Ontario 
3  been  major  beneficiaries  of  these 
eased  trade  flows.  A  full  34%  of 
ada's  trade  with  the  U.S.  crosses 
Ambassador  Bridge  from  Windsor, 
ario,  to  Detroit  while  12%  crosses 
Blue  Water  Bridge  to  the  north 
n  Point  Edward/Sarnia,  Ontario,  to 
:  Huron,  Mich. 

nee  NAFTA  (the  North  American 
=  Trade  Agreement)   went   into 


effect,  the  Detroit  region's  border 
crossings  have  become  increasingly 
important  to  the  automotive  industry 
as  well.  With  41  U.S.  and  eight  Cana- 
dian automotive  assembly  facilities 
located  within  a  day's  drive  of  the 
Detroit  region,  it  is  estimated  that  $300 
million  in  auto-related  goods  cross  one 
of  the  region's  three  border  crossings 
each  day  —  nearly  a  third  of  the  cross- 
ings' daily  volumes. 

Canada  is  Michigan's  largest  trading 
partner,  with  43%  of  the  value  of  the 
state's  exported  goods  destined  for 
Canada.  Nearly  13%  of  the  value  of 
U.S.  exports  to  Canada  originates  in 
Michigan  —  more  than  any  other  state. 
Exports  include  vehicles,  parts,  indus- 
trial machinery,  computers,  electronics. 


Did  You  Know  That ...? 


Detroit  hosts  the  largest 
(and  first)  ethnic  festival  in  the 
U.S.,  the  International 
Riverfront  Festivals. 

Detroit  has  the  largest  fire- 
works display  in  the  U.S. 

The  North  American 
International  Auto  Show  is  the 
third  largest  in  the  world. 

Belie  Isle  Park  is  the  largest 
island  park  within  a  city  in 
the  U.S. 

Detroit  Institute  of  Arts  is  the 
fifth-largest  fine  arts  museum 
in  the  U.S. 

Henry  Ford  Museum  & 
Greenfield  Village  is  the 
second-most-popular  attraction 


in  the  state  of  Michigan. 

•  Eastern  Market  is  the  oldest 
outdoor  and  flower-bedding 
market  in  the  U.S. 

•  The  oldest  freeway  in  the 
U.S.  is  the  Davison  Freeway, 
connecting  Detroit  and 
Highland  Park. 

•  The  world's  largest  indoor 
waterfall  is  at  Detroit's 
International  Center,  located  in 
Greektown. 

•  The  Detroit  Marriott     ' 
Renaissance  Center  Hotel, 
located  in  Downtown  Detroit, 
is  the  tallest  hotel  in  the  U.S. 


Source:  Detroit  Regional  Chamber  Researcli 
&  Information  Center 


Brenda  L.  Schneider 

First  Vice  President/ 

Director  of  Business  and 

Development  Services 

COMERICA  BANK 

Detroit  is  home  to  Michigan's 
largest  bank,  Comerica. 

"We're  proud  of  our  status  as  the 
hometown  bank  and  our  critical 
financial  role  in  Detroit's  economic 
redevelopment,"  says  Brenda  L. 
Schneider,  first  vice  president  and 
director  of  Business  and  Develop- 
ment Services  for  Comerica  Bank. 

Schneider's  department  at  Com- 
erica uniquely  offers  specialized 
technical  assistance  and  profession- 
al support  to  promote  customers' 
strategic  business  development 
goals,  joint  ventures  and  minority 
business  development  initiatives.  It 
also  tracks  the  pace  of  Detroit  devel- 
opment initiatives.  From  1998  to 
2002,  the  number  of  major  econom- 
ic development  projects  increased 
from  251  to  558.  At  the  same  time, 
their  investment  value  has  jumped 
nearly  7%,  from  $20.2  billion  to  more 
than  $21.7  billion. 

"Some  of  these  projects  can  be 
attributed  to  the  city's  strategic  plan 
for  redevelopment,  for  which  it  won 
a  Federal  Empowerment  Zone  des- 
ignation in  1995,"  Schneider  says. 
"The  Michigan  Renaissance  Zones 
also  continue  to  offer  substantial  tax 
incentives  to  businesses  seeking  to 
locate  within  these  targeted  areas.  It 
is  clear  that  the  city's  redevelopment 
is  spreading  out  to  many  corridors 
and  neighborhoods." 


OomenQ\ 
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furniture,  plastics,  primary  metal,  fab- 
ricated metal  products,  instruments, 
optics,  glass  and  glassware. 

International  commerce  plays  a  vital 
part  in  the  Detroit  region's  economy 
with  over  800  foreign-owned  firms,  48 
freight  forwarding  companies,  44  con- 
sulates, five  border  crossings  and 
more  than  1,100  export  companies. 
The  area  is  ranked  as  the  third-largest 


metro  area  with  $28  billion  in  exports. 
This  is  also  one  of  the  largest  foreign 
trade  zones  in  the  United  States. 

DETROIT  PROVIDES  ACCESS  TO  THE 
NAFTA  MARKET 

NAFTA,  which  has  been  in  force  since 
January  1,  1994,  has  significantly  low- 
ered trade  barriers  between  the  United 
States,  Canada  and  Mexico.  Essential- 


ly, NAFTA  has  created  a  single  marl-i'' 
of  400  million  consumers  in  the  thr*' 
countries.  The  phaseout  of  nearly  f 
tariffs  will  be  completed  by  2004. 


CLOSER  TO  MEXICO 
THAN  YOU'D  EXPECT 


ili 


Michigan  has  the  third-largest  volu(.i 
of  exports  to  Mexico  of  all  states  in  11 ' 
U.S.  A  Mexican  trade  commissioner' 


M 


nternational  commerce  plays  a  vital  part  in  the  Detroit  region's  economy.  This  is 
also  one  of  the  largest  foreign  trade  zones  In  the  United  States. 
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ted  in  Detroit  to  assist  businesses, 
veil  as  a  Mexican  consulate  office, 
wise,  there  is  a  state  of  Michigan 
:e  in  Mexico  City  to  help  compa- 
;  with  their  operations. 
le  Detroit  Regional  Channber  also  is 
labie.  It  has  the  market  infornnation 
inesses  need  to  locate  here  and 
ift/.  The  channber  can  guide  busi- 
ses  to  site  locations  and  connect 
71  with  the  people  responsible  for 
ncing,  permits,  regulation  assis- 


tance, tax  abatements  and  anything 
else  they  may  need  —  including  the 
right  joint  venture  or  strategic  alliance. 

ETHNIC  DETROIT:  THE  WORLD  FEELS 
AT  HOME  HERE 

There  may  be  no  other  community  in 
the  United  States  that  celebrates  such 
a  large  mix  of  cultures  as  Detroit. 
Certainly,  Native  Americans  were  here 
first  and  they  still  are.  Southeast  Michi- 
gan is  home  to  Oneida,  Potawatomi 
Miami,  Ojibawa  and  Mohawk.  French, 
English,  Germans,  Polish,  Jewish, 
Belgians,  Italians,  Greeks  and  Irish 
settled  into  neighborhoods.  Chinese, 
Japanese,  Koreans,  Hmong,  Asian- 


Above:  General  Motors  Corporation  is 
putting  $500  million  into  improvements 
to  its  new  global  headquarters  on 
the  riverfront. 


Left: The  Detroit  Regional  Chamber  has 
the  market  information  businesses  need 
to  locate  and  grow  here. 


James  C.  Schroer 

Executive  Vice  President, 

Global  Sales  and  Marketing 


DAIMLERCHRYSLER 
CORPORATION 

A  century  ago,  a  remarkable  assort- 
ment of  tinkerers  and  entrepreneurs 
was  determined  to  make  the  con- 
cept of  a  self-propelled  buggy  a  suc- 
cess. The  automobile  industry  traced 
its  origins  to  many  individuals  and 
locales,  but  only  one  city  —  Detroit 
—  offered  business-building  attri- 
butes that  would  create  for  it  the 
unique  role  of  America's  Motor  City. 

Today,  DaimlerChrysler,  the 
world's  first  global  alliance  of 
automakers,  continues  to  call 
Detroit  its  North  American  home 
(in  fact,  our  company  is  Detroit's 
largest  employer).  We  remain  com- 
mitted to  Detroit  not  simply 
because  we  have  been  doing  busi- 
ness here  for  many  years,  but  also 
because  we  are  convinced  it  will 
continue  in  the  future  to  be  the 
best  place  to  develop  our  three 
great  American  brands  —  Chrysler, 
Jeep®  and  Dodge. 

Like  the  automobile  industry's 
pioneers,  today's  businesspeople 
invest  in  Detroit  because  it  offers 
distinctive  opportunities  to 
create,  grow  and  prosper.  Visit 
Detroit  —  and  see  opportunity 
unfold  before  you! 


DaimlerChrysler 


Jeep  is  a  registered  tradennark  of  DaimlerChrysler  Corporation. 
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Indians,  Filipinos,  Vietnannese  and 
Laotians  are  here. 

The  area  has  the  largest  number  of 
Arab-Americans  in  North  America. 
Iraqi-Chaldeans,  Iraqi-Muslims,  Leban- 
ese, Palestinians,  Syrians  and  Yemeni 
are  here  in  significant  numbers.  Rus- 
sians, Latvians,  Lithuanians,  Scandina- 
vians, West  Indians,  Hispanics, 
Africans  and  many  other  nationalities 
have  settled  here. 

Every  culture  is  kept  alive  through 
shops,  restaurants,  churches,  mosques, 
temples,  fraternal  organizations,  clubs 
and  sports  organizations.  Cultures  and 
customs  are  shared  with  the  commu- 
nity in  the  many  festivals  and  events 
throughout  the  year.  It  is  a  delight  for 
visitors  or  residents  to  visit  ethnic  neigh- 
borhood restaurants  and  shops  for  a 
taste  of  authentic  and  special  fare. 


MINORITY-OWNED  BUSINESS 
IS  BIG  BUSINESS 

As  suppliers  to  the  Big  Three,  busi- 
nesses in  the  service  sector,  health 
care,  construction,  education  and  the 
casinos,  minority-owned  businesses 
are  visible  players  in  greater  Detroit's 
economy.  All  the  new  construction  in 


the  city  has  included  minority  contra|(l 
tors.  The  car  companies  and  unioi  t 
include  minority  vendors  and  meift' 
bers.  Virtually  all  businesses  in  the  ahlte 
strive  to  include  minority  company  pjjs 
ticipation.  As  a  result,  minority  compe 
nies  are  an  integral  part  of  every  buijl 
ness  sector  in  the  region  today. 


Tidbits  About  Detroit  You  Can  Pass  Along 
at  a  Cocktail  Party: 

Detroit  is  the  potato  chip  capital  of  the  world. 

Detroit  has  the  largest  indoor  waterfall. 

Belle  Isle  is  the  largest  island  park  within  a  city  in  the  U.S. 

•  Famous  Detroiters  include  Rosa  Parks;  entertainers  James  Earl  Jones, 
Tim  Allen,  Aretha  Franklin,  Gilda  Radner,  Clayton  Moore  (a.k.a.  the 
Lone  Ranger),  LilyTomlin,  Robin  Williams,  Madonna,  Eminem,  Kid 
Rock,  Soupy  Sales;  architects  Albert  Kahn,  Minoru  Yamasaki,  Eliel 
Saarinen;  writers  Joyce  Carol  Oates,  Loren  Estieman,  Elmore 
Leonard,  Edgar  Guest  and  Theodore  Roethke. 

Mitch  Albom,  author  of  Tuesdays  with  Morrie  and  sportswriter  for 
the  Detroit  Free  Press,  hosts  a  daily  radio  show  on  WJR  in  Detroit's 
Fisher  Building. 


The  Detroit  Symphony  Orchestra  has  the  first 
woman  concertmaster  —  and  the  youngest  ■ 
a  major  U.S.  orchestra  —  Emmanuelle  Boisert. 

One  estimate  suggests  Detroit  had  25,000  illegal 
drinking  joints  during  Prohibition. 

For  the  Detroit  Institute  of  Arts  mural,  "Detroit 
Industry"  (left),  artist  Diego  Rivera  was  paid 
$20,899  by  Arts  Commission  President  Edsel  Ford. 

Mike  Wallace  of  60  Minutes  was  the  announcer  for 
the  early  radio  show  The  Hornet. 


Source:  Detroit  Regional  Chamber  Research  &  Information  Center 

Ihforrtiation  for  this  section  was  gathered  from  Detroit  IVIetro  Convention  &  Visitors  Bureau 
Detroit  Regional  Chamber,  Detroit  Free  Press,  Detroit  News,  Global  Journeys:  A  Multicultura 
Guide  to  the  Motor  City  and  The  Detroit  Almanac,  published  by  the  Detroit  Free  Press.  j 
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CING  HISTORY 

there's  a  bit  of  a  recession  going 
"he  market's  been  down  too  long. 
:ember  11  scared  us  all.  Chief  exec- 
!S  are  going  to  jail.  Then  why  does  a 
5  through  Detroit  look  like  the 
Jle  of  boom  times?  How  can  there 
0  much  new  construction  going  on? 
rtainly  doesn't  look  the  way  most 
)le  would  picture  Detroit.  Things  are 
iging,  going  up,  cleaning  up  and 
ing  good.  Maybe  it's  the  collective 
)ry  with  tinkerers  and  inventors  and 
oiters'  love  of  newfangled  gadgets, 
'be  it's  the  immigrants'  optimism 
this  is  the  land  of  opportunity. 


ITY  OF  DETROIT  DIRECTORY 


Maybe  it's  the  water.  Maybe  it's  the 
midwestern  values  and  work  ethic.  It's 
probably  all  of  these. 

Detroit  has  always  been  a  place 
where  things  happen,  where  things 
are  invented,  where  people  just  roll  up 
their  sleeves  and  do  it.  There's  an 
attractive  energy  here.  People  are  ener- 
gized and  charged  up  about  the  new 
mayor,  new  buildings  and  new  busi- 
ness opportunities.  And  Detroit  is  inclu- 
sive: You're  welcome  here.  There's 
room  for  you.  Your  business  would  do 
good  business  here.  There's  a  great 
network  to  help  you  make  it  happen  in 
Detroit.  All  you  have  to  do  is  call.       ■ 


layor:  Kwame  Kilpatrick      313-224-3400 
hief  Development  Officer:  Walter  Watklns 
hief  Administrative  Officer:  Derrick  Miller 
hief  of  Staff:  Christine  Beatty 

ECHNICAL  RESOURCES  &  ASSISTANCE 

ETROIT  REGIONAL  CHAMBER: 

n  organization  of  nearly  18,000  members  committed  to  powering  the 

conomy  for  Southeast  Michigan.  The  largest  chamber  in  the  U.S. 

ichard  Blouse,  Jr.,  CCE,  President  &  CEO      313-964-4000 

ill  Bassitt,  Executive  Director,  Economic  Partnership      313-596-0341 

-mail:  drep@detroitchamber.com     Web:  wvvw.detroitchamber.com 


ECTION  SPONSOR  WEB  DIRECTORY 

hevrolet  Tahoe 

www.chevrolet.com/tahoe 

omerica  Bank 

www.comerica.com 

•aimlerChrysler 

www.daimlerchrysler.com 

•etroit  Medical  Center 

www.dmc.org 
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www.gmacfs.com 
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lenry  Ford  Health  System 

www.henryfordhealth.org 
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www.nwa.com 

he  Ritz-Carlton 

www.ritzcarlton.com 

Gail  L.  Warden 
President  and  CEO 


HENRY  FORD 
HEALTH  SYSTEM 

Henry  Ford  Health  System  has  been 
serving  Detroit's  health  care  needs 
since  1915.  Today,  nearly  1  million 
residents  use  our  health  care 
system  with  its  wide  array  of  hospi- 
tals, medical  centers  and  services. 
Henry  Ford  Hospital,  considered  the 
area's  premier  hospital,  once  again 
was  ranked  by  U.S.  News  &  World 
Report  ior  its  excellence  in  more 
medical  specialties  than  any  other 
hospital  in  metro  Detroit. 

Its  heart/heart  surgery  and  neu- 
rology/neurosurgery  specialties 
were  rated  best  in  Michigan  and  in 
the  top  15  nationally.  The  hospital 
also  recently  was  named  as  one  of 
the  nation's  top  hospitals  by  the 
American  Association  of  Retired 
Persons.  In  addition,  Henry  Ford 
continues  to  have  more  of  its  physi- 
cians selected  as  "Top  Doctors"  by 
various  organizations  than  any 
other  local  hospital. 

These  top  rankings  are  backed  by 
our  commitment  to  education  and 
research.  More  than  $50  million  in 
annual  funding  is  received,  ranking 
Henry  Ford  in  the  top  6%  of  all  insti- 
tutions funded  by  the  National  Insti- 
tutes of  Health  and  the  U.S.  Public 
Health  Service. 
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RUNNING   LOOSE   THROUGH    SUBDIVISIONS 
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You  Play, 
They  Win 

Marketers  eager  to  penetrate  a 

deluge  of  advertising  clutter  have  a 

new  way  to  woo  wary  consumers: 

Let  them  play  videogames. 

BY  DOROTHY  POMERANTZ 


A  VIDEOGAME  SEEMS  AN  INAPT  WAY  TO 
entice  middle-aged  women,  but  it 
works  quite  well  for  DaimlerChrysler. 
Its  new  Get  up  &  Go  Game  comes  off 
like  a  girly  quiz  in  Cosmopolitan  mag- 
azine, asking  21  probing  questions  about  road-trip 
behavior.  Sample:  "Are  you  a  backseat  driver?"  "Are 
you  embarrassed  asking  for  directions?"  Given  the 
answers,  the  online  game  produces  a  travel  profile: 
A  "master  planner"  is  a  take-charge  type,  a  "beach 
bum"  is  more  laid-back.  Players  are  encouraged  to 
forward  the  game  to  friends  to  look  for  compatible 
travel  pals. 

Trifling  as  it  sounds,  the  game,  created  by  a  Los 
Angeles  shop  called  YaYa,  attracted  40,000  players 
in  the  first  week  it  appeared  on  Chrysler's  Web 


tame  boy:  YaYa 
Met  Executive 
teith  Ferrazzi. 
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site.  An  estimated  one-third  of  players 
passed  it  on,  to  an  average  of  three  friends. 
Almost  70%  requested  information  on 
Chrysler  cars  while  at  the  site. 

That  is  a  startlLngly  high  response  rate 
for  most  any  kind  of  marketing  pitch,  es- 
pecially in  this  era  of  advertising  clutter. 
YaYa  Chief  Keith  Ferrazzi,  36,  a  consum- 
mate networker  and  former  chief  mar- 
keter for  Deloitte  Consulting  and,  later, 
Starwood  Hotels,  aims  to  make  this  ap- 
proach ubiquitous  among  marketers.  He 
calls  it  "advergaming."  "We  believe  this  is 
the  killer  app  that's  going  to  get  you 
deeply  involved  with  a  brand.  It's  a  big 
freaking  idea,"  he  says. 

Disguising  a  come-on  as  a  videogame 


based  on  how  each  person  plays  the  game. 
Players'  responses  about  what  kind  of  va- 
cation spots  they  prefer  are  shared  with 
Wyndham  Hotels,  a  Chrysler  marketing 
partner.  If  a  Web  visitor  clicks  on  a  link  in 
the  game  to  a  Wyndham  sweepstakes,  the . 
image  and  the  copy  are  tailored  to  the 
player's  personality  profile.  Chrysler  also 
can  use  the  information  to  target  specific 
groups,  such  as  "master  planners"  who  live 
in  California.  "This  is  very  promising,"  says 
Jeffrey  Bell,  a  Chrysler  vice  president. 

YaYa's  software  can  run  under  any 
game,  not  just  those  it  designs,  to  create  a 
complex  profile  of  each  player.  That  means 
Jeep  executives  can  go  to  a  secure  Web  site 
and  pull  up  information  about  people 
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Not  just  fun  and  games:  Chrysler's  quiz  attracts  lots  of  players  and  profiles  their  interests. 


lets  sponsors  interact  with  a  target  audi- 
ence and  reach  clutter  cutters — con- 
sumers who  zap  pop-up  ads  on  the  Inter- 
net and  use  TiVo  to  skip  TV  spots.  And 
while  those  ads  are  fleeting,  customers 
will  spend  up  to  25  minutes  playing  a 
brand-saturated  game. 

Chrysler  doesn't  yet  know  how 
many — if  any — of  the  people  who  play  Get 
up  &  Go  will  buy  a  new  set  of  wheels.  But 
the  carmaker  knows  a  lot  more  than  any 
TV  ad  can  provide:  their  e-mail  addresses 
and  zip  codes,  for  starters,  which  Chrysler 
forwards  to  local  dealers.  It  also  is  creating 
a  psychological  profile  of  each  player  for 
better  targeting  of  direct-mail  blitzes. 

Get  up  &  Go  uses  YaYa  software  called 
Consumer  Dialogue  Technology,  designed 
by  Ferrazzi  with  his  former  colleagues  at 
Deloitte  ConsiJting,  to  monitor  players  and 
interpret  things  about  their  personalities 


playing  its  Disc  Dogger  game,  designed  by 
YaYa,  as  well  as  games  designed  by  other 
companies.  The  page  shows  each  player's 
demographics:  how  long  he  or  she  has 
played  each  game;  even  whether  the  user 
has  forwarded  it  to  other  people.  Eventu- 
ally, players  will  be  able  to  save  games  to 
play  later  from  another  location,  and  mar- 
keters will  be  able  to  offer  coupons  and 
track  whether  they're  used. 

Online  games  were  once  the  province 
of  14-year-old  boys,  but  this  year,  58  mil- 
lion people  are  expected  to  play,  up  41% 
in  two  years,  says  IDC.  Average  age:  28.  Half 
are  women. 

YaYa's  Ferrazzi  says  women  prefer  puz- 
zles and  collaborative  games,  like  Chrys- 
ler's. Ckiys  like  competitive  or  simulation 
games,  such  as  Siemens'  urban-planning 
game,  Spinopolis,  which  appeals  to  baby 
boomers.  Teens  and  young  men  choose 
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such  games  as  a  Pepsi  racing  challenge  th( 
features  a  Britney  Spears  lookalike.  Thi 
marketer  can  insert  its  product  or  logo 
throughout  any  game;  a  YaYa  game  for 
Honda  lets  players  choose  a  Honda  and 
then  race  around  city  streets  that  are  plas- 
tered with  Honda  logos. 

The  Honda  game  went  live  on  the  car-i 
maker's  Web  site  in  December,  and  in  the 
first  three  months,  78,000  people  played  it 
The  average  player  came  back  twice  to  play, 
for  a  total  of  eight  minutes.  The  price  was 
right.  YaYa  typically  charges  just  $500,000 
per  client  for  some  mix  of  game  develop- 
ment, data-collection  software  and  a  strat- 
egy plan.  Most  advertising  is  valued  on  the 
basis  of  CPM,  or  cost  per  thousand  con- 
sumers reached,  but  Ferrazzi  favors  a  dif- 
ferent metric:  cost  per  thousand  minutes 
of  engaged  time  with  a  brand.  By  that  mea- 
sure his  cost  is  $7;  a  commercial  on  prime-* 
time  TV  goes  for  a  CPM  of  $1 1.65. 

This  year,  YaYa  expects  revenue  of  $8 
million — not  bad  for  an  outfit  that  startec 
two  years  ago  on  a  mere  $4.2  million  from 
Michael  Milken's  Knowledge  Universe  anc 
Sandy  Climan's  Entertainment  Media  Ven-i 
ture.  Those  two  investors  own  a  combinec 
50%  of  the  privately  held  firm.  YaYa  expect 
to  hit  break-even  this  year,  but  Ferrazzi  nov 
needs  to  attract  more  money  or  a  bigge.' 
partner  to  expand  and  take  on  larger  onlin* 
rivals  such  as  WUdTangent,  a  Redmond 
Wash,  shop  that  runs  28  online  games  fo 
Nike,  Disney  and  others.  Vivendi  backec 
out  of  a  plan  to  buy  YaYa  in  Decembei 
YaYa  might  make  a  nice  little  trinket  foi 
say,  videogame  maker  Electronic  Arts  or  aj 
ordiner  such  as  Yahoo. 

For  now,  YaYa's  advantage  lies  in  th 
consumer  database  it  is  compiling  base 
on  its  Consumer  Dialogue  Technolog 
platform.  To  help  YaYa  stay  competitiv* 
Ferrazzi  is  exploring  other  ways  compani( 
can  use  online  gaming  to  interact  wit 
adults,  such  as  in  education  and  corporal 
training.  He  recendy  designed  a  prograi 
for  Chrysler  to  teach  new  salesmen  aboi 
the  complexities  of  four-wheel-drive  Jeep 
and  he  is  talking  with  Hampshire  Collej 
in  Amherst,  Mass.  about  a  game  that  wi 
help  students  design  their  own  majors. 

"I  want  to  prove  that  I  can  produce 
game  about  anything,"  he  says.  And  sho 
that  ads  as  games  are  hardly  child's  play.  I 
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PEDAL    jSHERS 

Pacific  Cycles  built  up  a  smooth  operation— until  it  bought  one  of  America's  best-known  brands 
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CHRISTOPHER  HORNUNG  HAD 
just  nosed  out  a  rival  for  the  deal 
of  his  life.  The  founder  of  Pacific 
Cycles  put  in  an  S86  million  bid 
for  the  venerable — but  twice- 
nkrupted — Sch\vinn/GT  Bicycle  Co.  The 
"er  was  S3  million  higher  than  the  previ- 
s  day's  bid  and  S22  million  more  than 
I  starting  price.  But  Hornung  needed  to 
ock  out  his  competition,  Dayton,  Ohio- 
>ed  Huffy,  and  do  it  quickly.  Seven  min- 
?s  after  the  judge  approved  his  price,  the 
nkruptcy  court  was  evacuated;  it  was  the 
jrning  of  Sept.  1 1 . 
Schwinn  gave  Hornung  control  of  a 
;mium  brand  and  boosted  his  share  of 
;  bicycle  market  to  a  dominant  30%. 
ith  the  acquisition,  Pacific  Cycles  would 
:k  up  $280  million  in  revenues  for  2001 , 
fi-om  just  $  1 40  million  the  year  before, 
ilso  gave  him  the  additional  heft  to  start 
squeezing  suppliers  and 
getting  better  deals  ft^om 
retailers. 

Just  one  problem. 
Schwinn,  though  down  on 
its  luck,  maintained  its 
marquee  image  through 
'00  finicky  dealers,  many  of  whom  pro- 
led  personal  service.  Pacific  Cycles,  by 
ntrast,  sold  mid-tier  bikes  through  the 
gest  retail  chains — Toys  "R"  Us,  Target, 
il-Mart.  How  to  meld  two  very  distinct 
sinesses — and  keep  the  Schwinn  name 
im  getting  splattered  by  the  mass  market? 
Hornung  had  spent  25  years  building  a 
in  operation  that  imported  bikes  from 
lina  and  shipped  them  directly  to  the 
ains,  which  account  for  80%  of  the  bikes 
Id  in  America.  The  business  grew  out  of 
promotional  scheme  by  an  electronics 
)re  in  sleepy  Madison,  Wis. — free  bikes 
buyers  of  high-end  TVs  and  stereos; 
5mung,  the  bike  store's  manager  at  the 
ne,  sourced  the  wheels  in  Asia.  Deciding 
go  off  on  his  own  in  1979,  Hornung 
gan  importing  low-end  bikes  from 
lina,  up  to  150,000  a  year,  to  60  markets 
ross  the  U.S.  "We  were  a  manufacturer's 
earn,"  he  laughs.  "We  just  wanted  one 
e  and  one  color." 

He  played  the  trends  well,  switching 
)m  ten-speeds  in  the  1980s  to  mountain 
ises  by  1990.  Hornung  also  caught  onto 
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mass  merchants  early,  hooking  up  with 
Toys  "R"  Us  during  an  Asian  trip  and  be- 
coming its  top  supplier.  To  keep  his  busi- 
ness humming,  he  sold  55%  to  Wind  Point 
Partners,  a  Chicago  private  equity  firm,  for 
$12.5  million  in  1995;  a  year  later,  sales  hit 
$52  million.  When  Brunswick  Bicycles 
came  up  for  sale  in  2000,  Wind  Point  pro- 
vided $3  million  for  the  $60  million  pur- 
chase. With  the  acquisition,  Hornung  got 
two  proven  mid-tier  brands  (Roadmaster 
and  Mongoose)  and  access  to  Wal-Mart 
and  Byron  Smith,  who  reorganized 
Brunswick  and  later  joined  Pacific  Cycles 
as  president. 

Schwinn,  meantime,  had  been  skid- 
ding since  the  late  1980s.  It  missed  the 
mountain-bike  trend,  dismissing  it  as  a 
fad,  and  filed  for  Chapter  1 1  in  1993.  Re- 
covering four  years  later,  the  company 
spent  $170  million  for  the  flashy  high-end 
bikemaker  GT.  Plagued  by  at  least  $7  mil- 
lion in  losses,  as  well  as  flat  companywide 
sales  and  production  problems,  Schwinn, 
founded  in  1895,  was  forced  into  bank- 
ruptcy again  last  year. 

But  by  picking  up  the  Boulder,  Colo.- 
based  bicycle  maker.  Smith  and  Hornung 
saw  a  chance  to  improve  both  their  volume 
and  sales.  At  the  same  time  that  ridership 
was  dropping  off,  the  number  of  serious 
bikers — those  who  owned  two  or  more  sets 
of  wheels — was  on  the  rise,  growing  fi-om 
870,000  in  1991  to  3.7  million  a  decade 
later.  And  they  were  willing  to  spend 
money,  shelling  out  an  average  $389  to  ser- 
vice-oriented dealers,  compared  with  $77 
for  a  chain-store  bike. 

Once  the  deal  closed  Sept.  1 1,  Hornung 
set  about  cleaning  house.  Aside  from  low 
inventory  and  some  quality  problems, 
Schwinn  seemed  okay.  But  GT,  which  ac- 
counted for  more  than  one-third  of 
Schwinn's  sales,  was  a  mess.  It  had  a  sepa- 
rate management  and  headquarters  in 
Foothills  Ranch,  Calif  Accounts  receivable 
were  in  disarray;  it  was  virtually  impossible 
to  tell  which  dealers  had  paid  in  full  and 
who  qualified  for  credits  on  returns  or  for 
conducting  marketing  programs.  Hun- 
dreds of  accounts  had  to  be  reconstructed. 

Pacific  began  a  rapid  cost-cutting  pro- 
gram, closing  headquarters  buildings  and 
seven  warehouses.  That  saved  $4  million  on 
rent.  Smith  caimed  more  than  300  people. 


most  of  them  in  administrative  jobs,  and 
scaled  back  Schwinn's  $12  million  market- 
ing budget.  He  and  Hornung  renegotiated 
prices  with  Schwinn's  domestic  manufac- 
turers, shaving  8%  from  their  costs.  By 
year-end,  Schwinn's  operating  costs  were 
trimmed  to  $5  million  from  $59  million. 

Tougher  yet  was  solving  the  problem 
of  Schwinn's  unwieldy  dealer  network.  A 
month  after  the  buyout,  Hornung  and 
Smith  headed  to  Las  Vegas  for  the  Inter- 
bike  show,  hoping  to  persuade  dealers  that 
while  Schwinn  would  be  sold  in  chain 
stores,  dealers  would  have  exclusive  rights 
to  particular  upscale  models.  Among  them: 
the  Moab  and  Delta  88  lines,  which  have 
dual  suspension  systems  that  allow  riders  to 
shift  between  off-  and  on-road  conditions 
(price:  $500  to  $1,600),  and  the  Voyager 
GSX  line  with  dual-drive  hubs  that  decrease 
pesky  shifting  problems  ($550).  Less  pricey 
models  would  go  to  mass  retailers. 

The  pitch  was  a  near  wipeout.  Who 
wanted  to  carry  a  brand  cheapened  by  an 
association  with  big  chains?  "Wal-Mart 
has  a  way  of  making  a  brand  a  commod- 
ity," says  Jay  C.  Townley,  an  industry  con- 
sultant and  former  Schwinn  executive.  In- 
deed, within  a  year  1,700  dealers  had 
pedaled  away. 

But  the  1,000  remaining  were  the 
ones  Smith  wanted  to  keep,  he  claims, 
since  they  accounted  for  80%  of 
Schwinn's  sales.  These  dealers  stayed  in 
part  because  Smith  reduced  their  costs 
10%  by  discounting  wholesale  prices.  He 
also  cut  dealer  inventory  carrying  costs 
by  moving  to  a  90-day  buOd-to-order  sys- 
tem rather  than  requiring  dealers  to  buy 
bulk  orders  during  the  year. 

While  the  dealer  defections  could  cost 
Pacific  as  much  as  $40  million  in  sales  this 
year,  Hornung  claims  that  wall  more  than 
be  made  up  by  a  pickup  in  sales  from  the 
big  retail  chains.  Maybe.  The  company 
won't  say  how  well  Schwinn  is  doing  since 
3,500  Wal-Mart  stores  started  carrying  the 
brand  in  August.  But  even  Townley  thinks  it 
has  a  chance.  The  other  day  he  walked  into 
his  hometown  Wal-Mart  and  was  greeted 
by  an  employee  wearing  a  Schwinn  button. 
He  was  giving  out  directions  to  the  bikes. 
Inside,  TV  monitors  were  showing  continu- 
ous runs  of  Schwinn  ads.  And  the  aisles 
were  filled  with  shiny  new  bicycles.         F 
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CARPET  DIEM 

Briton  JAMES  DYSON  is  ready  to  sweep  America  off  its  feet. 
Are  there  enough  takers  for  these  expensive  vacs? 


BY  JOSHUA  lEViNE 

JAMES  DYSON  HAS  AN  IMPORTANT 
Story  to  tell  in  the  U.S.,  but  it's  a  lit- 
tle bit  complicated  to  get  across. 
"We're  not  the  bagless  vacuum  cleaner," 
he  says,  templing  his  fingers  thought- 
fully. "We're  the  vacuum  cleaner  with 
less  suction  loss." 


Here  Dyson,  55,  smiles  one  of  his  dis- 
armingly  boyish  smiles.  Call  them  what  you 
like,  the  neon-colored,  nuclear-warhead- 
shaped  vacuum  cleaners  coming  to  the  U.S. 
this  fall  have  already  made  Dyson  an  entre- 
preneurial legend  in  England.  "He's  a  bit  of 
a  British  folk  hero,"  says  Rita  Clifton,  chair- 
man of  the  London  branch  of  Interbrand, 


a  New  York-based  brand  consulting  firm 
"I'm  a  huge  fan,"  she  adds.  "He  really  dod 
roll  up  his  sleeves  and  do  it!" 
"  No  one  else  has  rolled  up  his  sleeves 
as  often.  It  famously  took  Dyson  15  year; 
of  pottering  about,  5  in  an  actual  wood 
shed,  and  5,127  failed  prototypes  befon 
the  first  Dyson  Dual  Cyclone  DC-Ol  vac 
uum  cleaner  came  off  the  assembly  lin< 
in  Malmesbury,  95  miles  due  west  o 
London,  in  May  of  1993.  According  t( 
Dyson,  the  machine  works  by  spinninj 
air  in  a  plastic  cone  that  creates  centrifu 
gal  force  of  100,000  Gs.  Hmm — that  im 
plies  air  traveling  at  more  than  tornado 
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force  speed — at  least  it  picks  up  hair  balls 
and  deposits  them  against  the  walls  of  a 
plastic  dust  chamber  while  the  air  escapes 
out  the  chamber's  top.  No  bag  and,  more 
important,  no  loss  of  suction  over  time.  A 
year  after  it  came  out,  the  Dual  Cyclone 
was  the  bestselling  upright  in  the  U.K.  by 
revenue,  and  a  year  after  that  the  DC-01 
became  the  leader  in  units  sold. 

Today  Dyson  thoroughly  dominates 
Europe's  high-suck  business.  There  are  20 
Dyson  models,  which  cost  between  $300 
and  $400 — about  twice  the  price  of  most 
other  brands.  Together,  they  hold  close  to 
47%  of  the  U.K.  market  in  pounds  and 
about  23%  of  the  $2  billion  western 
Europe  market. 

That  dominance  has  made  him 
wealthy — worth  a  reported  $1  billion. 
That's  impossible  to  verify.  In  2000,  the 
last  year  for  which  it  reported  financial  re- 
sults, Dyson  Ltd.  netted  $52.5  million,  up 
40%  ft-om  1999,  on  revenues  of  $345  mil- 
lion, up  14%  from  the  year  before.  James 
Dyson  is  the  sole  shareholder.  Whatever 
his  net  worth,  it  is  considerable — and  re- 
markable in  a  nation  where  "inventor" 
and  "fortune"  are  rarely  uttered  in  the 
same  sentence. 

Now  Dyson  figures  it's  time  to  tackle 
the  U.S.  market,  home  to  67%  of  the 
world's  "pushers" — people  who  prefer  to 
push  around  an  upright  vac.  He  has  cov- 
eted this  market  for  years.  Americans  buy 
some  18  million  canister  and  upright 
vacuum  cleaners  a  year,  a  market  worth 
roughly  $2.5  billion.  For  starters,  he  plans 
to  shell  out  $30  million  in  advertising 
and  marketing.  While  the  vacs  are 
already  available  in  Conran's,  they  will  go 
into  national  distribution  through  retail 
chains  and  on  the  Internet  starting  in 
mid-October. 

But  it's  not  as  if  America  is  waiting  to 
roll  out  the  dirty  red  carpet  for  Dyson. 
The  U.S.  has  a  powerful  suction  myth  of 
its  own.  In  1907  an  Ohio  janitor  named 
James  \1urray  Spangler  concocted  some- 
thing he  called  a  "suction  sweeper"  out  of 
a  pillowcase,  a  fan  and  a  bi  oomstick.  He 
didn't  have  the  money  to  go  much  fur- 
ther with  it,  so  ho  showed  it  to  a  family 
friend,  Susan  Hoover,  who  showed  it  to 
her  husband,  William  H.  (Boss)  Hoover 
It's  still  the  brand  to  beat  here,  with  28<'/b 
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>  By  the  Numbers 

Sucking  Up 

While  prices  of  upright  vacuums  are 
dropping,  high-end  Dyson  still  enjoys 
fanatically  loyal  customers. 

$2  billion  U.S.  sales  of  upright 
vacuums  in  2001. 

l^.^  /o  The  drop  in  average  price 
for  an  upright  vacuum  from  2000 
to  2002. 

1  In  f  The  number  of  people  world- 
wide who  bought  a  vacuum  last  year. 

9U  /o  The  share  of  Dyson  owners  who 
vacuum  at  least  once  a  day. 

Sources:  NPD  Housewoild:  GFK  Marketing 
Services:  Dyson. 


of  the  $2  billion  upright  market. 

"Dyson?  Who's  he?"  asks  David  Ris 
tenbatt,  who  sells  several  thousand  vaC' 
uum  cleaners  a  year  through  his  Risten 
batt  Vacuum  Cleaner  Service  in  Lancaster, 
Pa.  By  now,  there  are  plenty  of  other  bag 
less  vacuum  cleaners  on  the  market,  and 
most  of  them  are  half  the  price  of  Dyson 
$400  machine,  even  though  none  of  them 
use  Dyson's  cyclone  technology.  "If  I  wercj 
Hoover,  I  wouldn't  be  quaking  in  my 
boots,"  says  Ristenbatt. 

Such  dismissive  talk  is  a  suction  sym 
phony  to  Dyson's  ears.  He  made  his  for 
tune  playing  David  to  Hoover's  obHgingi 
Goliath  in  the  U.K.  In  a  tale  already  gilded 
by  legend,  Dyson  was  pushing  around 
reconditioned  Hoover  upright  in  1978 
when  he  finally  decided  to  look  under  the 
hood  to  figure  out  why  it  refused  to  pick 
anything  up.  Like  everyone  else,  he  as 
sumed  that  vacuum  cleaners  lost  suction 
as  their  bags  filled,  but  the  Hoover's  bag 
wasn't  all  that  fuU.  He  determined  that 
dust  coated  the  bag's  pores  quickly,  re 
ducing  the  vacuum's  suction  almost  as 
soon  as  a  new  bag  went  in. 

"I  felt  angry.  I  felt  cheated.  There  are 
very  few  products  that  give  you  only  hal: 
the  performance  after  a  few  minutes  o 
use,"  says  Dyson,  still  mustering  up  his  ok 
indignation.  "People  are  generally  disap 
pointed  with  their  vacuimi  cleaners,  bu 
they  can't  say  why." 

Dyson  was  already  a  full-fledged  inven 
tor.  He  had  made  a  small  stir  in  1977  witl 
something  called  a  Ballbarrow — a  wheel 
barrow  moimted  on  a  sphere,  instead  of 
wheel,  for  greater  stability.  The  son  of  ai 
English  classics  master  at  Gresham's  Schoo' 
Dyson  grew  up  playing  the  bassoon,  di< 
some  long-distance  rimning  and  went  ol 
to  art  school.  He  emerged  with  a  passioi 
for  design  and  a  hero  to  worship — the  gre? 
Victorian  bridge-builder  Isambard  King 
dom  Brunei,  who  also  constructed  th 
world's  first  oceangoing,  iron-hulled,  pro 
peller-driven  steamship. 

But  Dyson's  ambitions  were  a  littl 
more  mundane — and  curious.  Wh 
stake  a  career  on  a  100-year-old  houst 
hold  appliance  that  no  one  complaine 
about  anyway?  "I  tend  to  be  slightl 
perverse  that  way,"  Dyson  says  cheei 
fully.  "I'm  attracted  to  dull,  utilitaria 
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things  that  nobody  Hkes." 

Then  came  the  woodshed  years  of 
dogged  trial  and  error  and  a  very  British 
never-give-upness  that  has  only  bur- 
nished Dyson's  myth.  When  just  about 
every  manufacturer  rebuffed  his  at- 
tempts to  license  his  new  bagless  tech- 
nology in  the  late  1980s,  the  stage  was  set 
for  triumph. 

Hoover  helped  by  making  a  classic 
marketing  blunder  after  the  Dyson  first 
hit  the  market.  It  panicked,  offering  free 
air  flights  with  the  purchase  of  a  vacuum, 
then  backed  off  when  the  response 
proved  overwhelming.  Jt  was  a  p.r.  disas- 
ter. "We  had  nothing  to  do  with  that," 
snaps  a  U.S.  spokeswoman  for  Hoover, 
which  declined  to  be  interviewed.  Shordy 
afterward,  in  1995,  Maytag  Corp.  sold  the 
Hoover  brand  in  the  U.K.  to  Italy's  Candy 
SpA.  Eventually,  Hoover  came  out  with 


though  it's  unclear  what  that  has  to  do| 
with  floor  care. 

On  the  day  a  reporter  visited,  a  table 
littered  with  funny  little  models  of  a  ne 
vacuum-cleaning  head,  which  is  th 
Dyson  way  of  developing  a  product.  "Wei 
don't  use  CAD/CAM  very  much — we  go| 
immediately  to  the  tinkering  stage,"  saysj 
Bruce  Brenner,  senior  design  engineer, 
"Cardboard  is  an  absolutely  fantastic! 
medium!"  Dyson  is  always  around,  ol| 
course.  "I'm  basically  doing  exactly  what 
was  doing  in  the  woodshed,  except  I  don'i 
make  the  prototypes  anymore,"  he  says  i 
tad  wistfiilly. 

Malmesbury  doesn't  assemble  the  vac 
uums  anymore,  either.  After  championing 
the  all-but-extinct  virtues  of  English  man 
ufacturing,  Dyson  moved  the  operation  tc 
Malaysia  earHer  this  year,  causing  590  job: 
to  disappear  in  a  town  of  several  thousanc 


Hoover  panicked,  OFFERING  FREE  AIR 
FLIGHTS  WITH  VACUUMS,  but  backed  off 
when  the  response  was  overwhelming. 


its  own  version  of  a  Dyson.  Dyson  sued 
for  patent  infringement,  won  and  is  wait- 
ing to  hear  the  extent  of  its  damages 
award  in  October. 

Today  the  sandy-haired  gent  who 
props  his  long  legs  on  a  desk  in  his  glass- 
walled  office  has  seen  his  Victorian  prin- 
ciples prevail.  He  has  enshrined  them  all 
at  the  Malmesbury  factory.  Every  em- 
ployee, no  matter  what  his  or  her  func- 
tion, must  learn  how  to  field-strip  a 
Dyson  vacuum  the  first  week  on  the  job. 
No  one  wears  a  tie,  including  the  boss, 
who  was  sporting  an  open  white  shirt 
and  jeans  when  a  reporter  recently  vis- 
ited. Dyson  believes  in  youth.  The  open- 
plan  factory  in  the  verdant  fields  of 
Wiltshire  County  is  filled  with  fresh- 
faced  boys  and  girls  hired  straight  from 
university. 

Of  the  1 ,200  or  so  employees,  about  a 
quarter  are  engineers  and  scientists.  Dyson 
plows  17%  of  its  profits  back  into  R&D. 
The  latest  models  now  have  12  whirling 
cyclones  that  subject  a  particle  of  dust  to 
more  than  67,000  times  the  G  force  expe- 
rienced by  a  Formula  One  race  car  driver, 
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people.  Dyson  first  expanded  productioi 
to  Malaysia  two  years  ago,  after  th( 
Malmesbury  town  coimcU  nixed  the  ide; 
of  a  second  factory.  Dyson  anticipates  th< 
move  to  Southeast  Asia  will  cut  manufac 
turing  costs  an  eventual  30%. 

Dyson's  latest  foray:  an  $1,800  front 
loading  washing  machine,  introduced  tw( 
years  ago  after  a  mere  four  years  in  thi 
woodshed.  The  washer  uses  two  drum 
that  rotate  in  opposite  directions,  not  un 
like  the  motion  hands  make  when  peopl 
do  their  wash  in  a  stream.  This  is  no  coin  | 
cidence.  Dyson  claims  the  Contrarotatoj 
does  bigger  loads  faster  and  gets  then 
cleaner.  But  Which  magazine,  the  U.K.' 
version  of  Consumer  Reports,  came  awa 
unconvinced. 

With  the  Contrarotator,  Dyson  claim 
he  has  already  snared  the  lion's  share  c 
the  European  market  for  washing  ma 
chines  that  cost  $600  and  up.  But  for  nov 
there  are  no  plans  to  bring  the  washer  t 
the  U.S.  Gazing  out  over  the  hedgerow; 
he  says,  "I'm  happy  enough  and  wealth 
enough  not  to  be  desperate  about  bein 
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ol  the  winner  The  prize  cannot  be  e«thanged  tor  cash,  unnot  be  used  in  conjunction  with  any  other  promotion,  fJo  substitution  or  transfer  of  prize  permitted  except  thai  SportsLine.com.  Inc  reserves  the  rit 

It  the  ofteied  pnze  is  unavailable  Prizewinner  must  be  able  to  travel  on  dales  provided  by  Sponsor-  Actual  dates  lo  he  determined  6  General  Grand  Prize  Winner  is  required  10  execute  an  Affidavit  of  Eligibility  a  Liability  Release  and  where  legally 

.  4  Ptlb•lCl^/  Release  (  Atfidavit/Release^i  Tra-/el  companion  (or  parent  or  legal  guardian  if  travel  companion  is  a  minorj  must  execute  a  Liability  and  Publicity  form  Aflidavif Release  must  be  signed  and  returned  within  2  itwo)  business  days  o(  v/inners  receipt  ol  Ihe 

tfta  certihed  mail.  Failure  by  winner  to  execute  documents  or  it  winner  is  found  to  be  ineligible,  or  does  not  comply  with  the  Official  Rules,  he/she  will  be  disqualified  and  an  alternate  winner  will  be  selected  This  Sweepstakes  is  subject  lo  all  applicable  federal,  stale  and 

H  AIMavit Release  is  returned  as  undetr/erable  prize  may  be  forfeited  and  an  alternate  winner  v/ill  be  selected.  Aii  federal  stale  or  other  tax  liabilities  arising  from  this  Sweepstakes  will  he  the  sole  responsibility  ol  the  Pnze  Winners  Except  where  prohibited  b^/  law.  the 

ol  me  prize  constiluies  permission  lor  ihe  Sweepstakes  Entities  to  use  winners  name,  photograph  likeness,  statements  biographical  information,  voice,  and  address  (cily  and  state)  worldwide  and  in  all  forrris  of  media,  m  perpetuity,  without  further 

alion  7  Sweepstakes  Conditions  This  Sweepsttkes  is  subject  to  these  Oflicial  Rules,  By  participating  enlranis  agree  lo  be  bound  by  these  Ofticial  Rules  and  the  decisions  of  Administrator  as  judge,  and  waive  any  right  lo  claim  ambiguity  in  the  Sweepstakes  or  these  Official 

mnei  and  entrants  agree  that  the  Sweepstakes  Entities  shall  not  be  responsible  or  liable  for  losses  or  mjurtes  ot  any  kmd  resulting  from  participating  m  this  Sweepstakes  including  but  not  limited  to.  the  acceptance 'possession  and/or  usc/misuse  of  any  prize  and/or  any  injury 

It  to  entraM's  ot  third  persons  propert-/  related  to  or  resulting  trom  any  prize  or  any  part  ol  this  Sweepslakes  Any  person  attempting  lo  defraud  or  m  any  v/ay  tamper  with  the  Sweepstakes  will  be  ineligible  for  prizes  and  may  be  prosecuted  to  the  full  extent  of  the  law.  8. 

s  are  not  responsible  lor  late  lost  damaged  misdirected  incorrectly  addressed  incomplete  illegible  undeliverable  or  destroyed  on-tme  Entries  resulting  from  any  hardware  or  sofiv/are  lailures  of  any  kind  lost  or  unavailable  network 

r  garbled  computer  or  telephone  transmissions  lypograptncal  or  system  errors  and  failures  or  faulty  liansmissions  or  tor  any  problems  or  technical  malfunction  ol  any  telephone  network  or  lines  computer  online  systems  servers  or  pro-/iders, 

equpmem.  or  eiVry  not  recei'/ed  bv  Admmrstraior  on  accouni  of  technical  problems  or  traffic  congestion  on  the  Internet  or  at  a  Websiie,  oi  an/  conibinalion  theieof  including  any  injury  or  damage  lo  entrants  or  any  other  person s  computer  related  to  or  resulting  troi 

Ihe  Sweeprtarti  or  downloading  arry  material  for  the  SweepsUkes  or  olfier  leiecommumcaiions  mallunctions  which  may  limit  an  entrant  s  ability  to  participate  Administrator  may  prohibit  an  enttani  from  participating  m  the  Sweepstakes  or  winning  a  pnze  it  m 

»  A  determnes  (hai  saw)  entrant  is  jtlemptmg  to  underminf  itie  legitimate  opeotion  of  the  Sweepstakes  by  cheating  hacking,  deception  or  othei  unfair  playing  practices  or  intending  to  annoy  abuse  threaten  or  harass  any  olher  entrants  or  Administrator  represer 

BBoa  VMS  Sweepstakes  •*.  not  cjpotjie  ol  running  as  plai-ned  including  bui  nrjt  limited  lo  mtection  by  computer  yirus,  bugs  tampering  unauthorized  interveniion.  Iraud  or  any  other  causes  beyond  the  reasonable  control  ot  Administrator  whicn  corrupt  or  affeci  the 

,  tanness  iniMnry  or  proper  conduct  of  the  promotion  then  Administrator  reserves  the  right  at  its  sole  discretion  to  canrcl  terminate,  modify  or  suspend  the  Sweepstakes  CAUTION  ANV  ATTEMPT  BY  AN  ENTRANT  OR  Mif  PERSON  TO  DELIBERATELY 

il  THE  LEGITIMATE  OPERATION  OF  THE  SWEEPSTAKES  MAY  Bi  IN  VIOLATION  OF  CRlMlfJAL  AND  CIVIL  LAWS  AND  SHOULD  SUCH  Af-J  AHEMPT  BE  fUlADE  ADMINISTRATOR  RESERVES  THE  RIGHT  TO  SEEK  REMEDIES  AND  DAMAGES 
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ENTREPRENEURS 


CORPORATE  AMERICA  HAS  A  PROB- 
lem — a  really  dumb  problem.  Of  the 
thousands  of  cellular  phones  a  typical 
large  company  provides  to  its  employees, 
7%  to  10%  aren't  even  being  used.  They 
might  be  lost  or  stuck  in  a  drawer  or  as- 
signed to  an  employee  who  no  longer 
works  there.  Nobody  seems  to  be  keeping 
track — or  paying  attention  to  phones 
hooked  up  to  the  wrong  rate  plan,  leading 
to  punitive  charges  for  extra  minutes. 

No  wireless  carrier 
wants  to  cure  this.  They 
love  customers  who  don't 
use  their  phones,  and  thus 
fill  their  coffers  with  cost- 
free  revenue. 

But  James  Ofiferdahl  is 
keeping  tabs.  "Carriers 
have  a  very  narrow  band 
around  the  rate  plan,  and 
once  you  get  outside  that 
band  they  make  a  lot  of 
money,"  says  the  chief  ex- 
ecutive of  Traq-wireless, 
an  Austin,  Tex.  firm  that 
analyzes  corporate  cell 
phone  bills  for  a  fee. 
Founded  in  late  1999, 
Traq-wireless  has  signed 
up  more  than  50  cus- 
tomers with  an  average 
of  1,200  users  apiece, 
including  Burlington 
Northern  Santa  Fe  Rail- 
way, FedEx  Freight  and 
Convergis.  Offerdahl  ex- 
pects about  $3  million  in 
revenue  this  year  but, 
because  he's  burning 
through  $500,000  a 
month,  the  company 
won't  be  profitable.  He 
hopes  to  break  even  next 
year  by  doubling  or 
tripling  sales,  helped  by  new  products  that 
monitor  wireless  data  devices. 

Hardly  a  typical  outlook  for  someone 
in  the  devastated  telecommunications  sec- 
tor. But  Offerdahl,  46,  has  specialized  in  run- 
ning small,  fast-growing  tech  firms.  He  was 
the  chief  financial  officer  of  Austin-based 
Tivoli  Systems,  which  was  sold  to  IliM  in 
1996  for  $743  million,  then  was  chief  oper- 
ating officer  of  Pervasive  Software  through 


a  bang-up  public  offering  in  1997. 

Customers  pay  Traq-wireless  to  com- 
pile cellular  bills  into  a  spreadsheet-like  re- 
port. Offerdahl  is  coy  about  prices,  but 
Meta  Group  analyst  Peter  Firstbrook  fig- 
ures it's  $5  to  $6  a  line,  per  month.  The  re- 
port can  be  accessed  over  the  Internet,  let- 
ting company  bean  counters  identify  users 
by  name  and  track  their  calling  patterns. 

The  guts  of  the  program  is  so-called 
optimization  software  that  compares  the 


H 


Public  enemy  number  one— for  wireless  carriers:  Iraq  Chief  James  Offerdahl, 

bills  on  a  monthly  basis  with  some  13,000 
cellular  rate-plan  combinations  available 
across  the  U.S.,  to  make  sure  the  client  is 
paying  the  lowest  amount  possible.  Four 
researchers  constandy  "scrape"  Web  sites 
and  read  newspaper  ads  to  make  sure  they 
don't  miss  any  plan  changes.  The  system 
highlights  easily  fixed  mistakes  lurking  in  a 
multimillion-dollar  cellular  bill.  Is  Fred  in 
sales  spending  more  time  in  the  Dallas  of- 


fice? Upgrade  him  to  a  plan  v«th  no  roam- 
ing charges.  What  about  Mary  in  finance, 
who  often  travels  to  France  to  imravel  the, 
Paris  division's  problems?  She  needs  inter- 
national long  distance.  Monthly  cell  phone 
bills  frequently  top  $500;  Traq-wireless 
once  came  across  a  $7,000  bill  for  an  exec- 
utive who  spent  a  lot  of  time  overseas. 

The  software  can  also  identify  unused 
phones,  which  amounted  to  814  out  of 
2,100  cell  phones  at  one  cUent  with  a  lot  of 
turnover.  Another  unnec- 
essary cost:  employees 
who  call  a  company-paid 
800  number  to  retrieve 
voice  mail  from  their 
desktop  phone  instead  of 
using  free  long  distance  on  i 
a  cell  phone.  One  client 
was  wasting  $40,000  a 
month  that  way. 

Traq  claims  it  can  save 
large  customers  up  to  35% 
on  their  bills,  which  aver- 
age $100  per  user  per 
month.  Burlington  North- 
ern, with  3,400  company- 1 
paid  cell  phones,  trimmedi 
its  bill  by  30%.  Offerdahlj 
sees  even  bigger  opportu- 
nities ahead  as  companies 
start  handing  out  wireless 
palmtops  and  other  data 
devices,  each  with  its  own 
complicated  billing  plan 

Now  comes  the  com- 
petition— like    Denver 
based  Digital  Reliance.  The 
rivalry  may  not  hurt  Of- 
ferdahl, brought  into  Traq  Tl 
as  a  hired  gun  last  year.  For  1 
one  thing,  the  two  outfits]  1 
together  have  a  small  frac-  m  I 
tion  of  the  50  million  busi 
ness  cell  users  in  the  U.S.,|0 
and  there  are  plenty  more  devices  on  the 
way.  For  another,  having  a  rival  helps  raise 
Traq's  profile — perhaps  attracting  a  buyer 
in  the  form  of  a  larger,  established  firm  that 
specializes  in  auditing  conventional  tele- 
com expenses,  such  as  ProfitLine  or  Teldata 
Control.  Traq  has  given  up  more  than  hali 
its  equity  for  $16  million  in  venture  fi- 
nancing. That  remaining  share  could  one 
day  be  worth  a  lot  more.  W 
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Every  customer  is  an  investment.  But  are  you  investing  wisely? 
mySAP™  CRM,  the  only  open  and  integrated  CRM  solution,  makes 
valuable  customer  data  available  to  your  entire  organization.  In  real  time. 
So  the  back  office  knows  what  the  front  office  knows,  which  makes 
it  easier  to  give  customers  what  they  need.  A  lot  more  efficiently.  And 
for  a  lot  less  money.  Visit  sap.com  or  call  800  880  1727  to  find  out  more 
about  mySAP  CRM. 

THE  BEST-RUM  E-BUSINESSES  RUN  SAP 


MONEY  &  INVESTING 

Lynch  Redux 

Go-go  AIM  Constellation's  Ken  Zschappel  now  eyes  growth  stocks  like  P&G.  Did  he  say  P&G? 

BY  DANIEL  FISHER 


KENNETH  ZSCHAPPEL  IS  ONLY  35,  SO  WHEN  HE  TALKS 
about  the  hot  growth  stocks  of  the  1960s,  1970s  and 
1980s,  you  understand  he  isn't  speaking  from  per- 
sonal experience.  But  that's  exactly  where  the  man- 
ager of  the  $8  billion  AIM  Constellation  Fund,  a  one- 
time devoted  worshipper  of  tech  names,  is  looking  for  growth 
these  days. 

Zschappel  sounds  a  lot  like  Peter  Lynch  back  in  his  glory 
days  heading  Fidelity  Magellan  (1977-90).  Lynch's  mantra, 
which  propelled  Magellan  to  an  annualized  29%  return  (versus 
the  S&P  500's  15%),  was  to  buy  things  people  are  famihar  with. 
That  means  Lynch  liked  consumer  brand  names.  So  today 
Zschappel  finds  himself  buying  Lynchian  stocks  like  Coca-Cola 
and  Procter  &  Gamble,  which  he  had  httle  use  for  not  long  ago. 
"Lynch  has  that  style  of  being  aware  of  his  surroundings,  of 
everyday  life,"  says  admirer  Zschappel  (pronounced:  CHA-pel). 
"A  lot  of  my  ideas  come  from  that."  While  confessing  that  he  is 
not  terribly  excited  by  this  stuff,  he  feels  they're  Constellation's 
salvation. 

Houston-based  AIM,  the  country's  20th-largest  fund  family, 
is  part  of  British  financial  giant  Amvescap.  As  growth  shops 
come  upon  hard  times  in  this  bear  market,  it  is  in  distinguished 
company:  Janus  and  American  Century  {see  FORBES,  July  22). 
The  flagship  AIM  Constellation  Fund,  which  Zschappel  has 
steered  since  1996,  turned  in  a  dazzling  44%  total  return  in 
1999.  Then  the  hind  turned  into  a  disaster  site.  Someone  putting 
in  money  at  the  beginning  of  2000  would  have  lost  just  about 
half  of  it  by  now. 

How  does  a  discredited  go-go  fund  lift  itself  out  of  such  a 
pit?  At  Constellation  the  first  step  has  been  to  Hghten  up  on 
tech,  which  Zschappel  admits  took  him  a  while  to  do.  At  the 
end  of  2000  the  tech  stake  was  still  50%;  it's  down  to  23% 
today.  He  says  he  held  a  big  Cisco  position  too  long  and  still 
owns  some  of  it.  He  unloaded  Lucent  and  Nortel  in  their 
entirety. 

"I'm  not  saying  technology  is  junk  food,  but  you  learn  to  live 
without  certain  things  in  life,"  says  Zschappel,  who  trimmed  20 
pounds  this  year  by  swearing  off  snacks  and  soft  drinks. 

Half  of  his  current  tech  holdings  are  invested  in  semicon- 
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ductor  and  semiconductor-equipment  stocks,  a  bet  on  a  cyclical 
turn  in  that  portion  of  the  industry.  He  stuck  with  Microsoft,! 
Constellation's  largest  holding,  at  3%  of  the  fund.  That's  hardly 
a  contrarian  bet  on  technology — Microsoft  makes  up  the  same 
percentage  of  the  S&P  500  index. 

Historically  AIM  has  favored  momentum  investing,  riding  a 
hot  stock  as  high  as  it  can  go  and  then  dumping  it.  Constellation 
has  been  judicious  in  this  activity,  however,  turning  over  its 
portfolio  only  about  60%  annually  for  years  in  good  times  and 
bad.  That's  not  too  rapid;  the  norm  among  big-company  fund^ 
is  twice  the  turnover.  Still,  to  avoid  capital  gain  distributions  you 
would  do  best  to  hold  Constellation  in  a  tax-sheltered  account 
Also,  owning  ConsteUation  via  a  40l(k)  lets  you  dodge  its  stiil 
5.5%  upfront  sales  load. 

Constellation  long  has  maintained  what  it  calls  "core  hold 
ings,"  stocks  it  keeps  because  of  their  steadiness.  Tech  names  like 
Cisco  and  EMC  used  to  inhabit  that  box.  Now  Zschappel  has  loaded 
up  on  such  things  as  Fiserv,  technical-services  provider  to  bank^ 
and  insurers.  And  he  opts  for  health  stocks  catering  to  agini; 
boomers,  like  HMO  operator  Wellpoint  and  drug  distributor  Car 
dinal  Health.  "How  boring  is  running  an  HMO  or  distributing! 

The  New  Face  of  Growth 


Constellation's  new  stars  are  classified  either  as  long-term 
core  holdings  or  as  momentum  plays  to  be  sold  as  they  soar. 


Company 


CORE  HOLDINGS 


Bed  Bath  &  Beyond 


PRICE 


recent 


52-weelc 


Cardinal  Health 


Fiserv 


Microsoft 


EARNINGS  MOMENTUM 


Microchip  Technology 


$34.78        $37.90 


66.60 


76.60 


33.30 


4724 


4778 


70.62 


Northrop  Grumman 


Procter  &  Gamble 


Yum  Brands 


15.36 


33.99 


128.00   135.00 


93.00 


94.75 


29.35 


33.17 


P/E 


46 


27 


27 


33 


32 


26 


29 


16 


Prices  as  of  Sept.  16.  Source:  Market  Guide  via  FaclSet  Research  Systems. 


Zschappel's  hew  holdings  don't  jazz  him,  but  he  says  they  make  sense. 
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Island  Data's  real-tM,.,  ai,a.yt 
product,  Insight  RT/''"  tu 
customer  feedback  into  incre 
sales,  improved  customer  sa 
faction  and  reduced  attritionr 
What's  more,  Insight  RT  can  be 
plemented  within  two  weeks. 

it  comes  with  a  gu? 

■      onth  ROI.  Fr 


1-877-930  9980. 


pharmaceuticals?"  asks  Zschappel. 

Then  there  are  the  new  momentum 
stocks  {see  table,  p.  -214).  Since  the  tech 
boom's  end,  Zschappel  has  doubled  Con- 
stellation's investment  in  so-called  con- 
sumer discretionary  stocks  such  as  restau- 
rant chains  and  retailers,  to  23%  of  the- 
portfolio.  "These  are  companies  we  would- 
n't have  touched  two  or  three  years  ago 
that  are  showing  good  relative  earnings 
growth,  even  acceleration,"  he  says. 

Look  at  Yum  Brands,  formerly  Tricon 
Global,  and  owner  of  KFC,  Pizza  Hut  and 
Taco  Bell.  It  is  expanding  rapidly,  acquir- 


ing  Long  John  Silver's  and  A&W  in  May, 
and  is  pushing  overseas.  Earnings  growth 
should  top  1 7%  this  year,  estimates  Value 
Line.  The  growth  story  is  similar  at  P&G, 
where  earnings  soared  49%  in  the  fiscal 
year  ended  in  June.  Procter's  new  chief 
executive,  A.G.  Latley,  is  rejuvenating  the 
place  with  fresh  emphasis  on  classic 
brands  like  Tide  and  Charmin. 

"The  top-line  growth  at  P&G  is  noth- 
ing to  talk  about,  but  neither  is  Coke's," 
Zschappel  says.  "If  you  look  back  to  the 
1980s,  they  didn't  have  top-line  growth 
then  either,  but  were  growth  stocks."     F 


Crystal  Ball  Gazer 

Harry  S.  Dent  Jr.  made  a  name 
for  himself  with  his  1993  book 
The  Great  Boom  Ahead,  which 
predicted  with  spooky  accuracy  every- 
thing from  the  rise  of  designer  pizza 
chains  to  the  decline  in  mortgage  rates. 
Dent  even  urged  his  readers  to  lighten 
up  on  stocks  in  2000  and  jump  back 
into  the  market  toward  the  end  of  2002. 
That  was  good  advice  for  anybody  who 
remembered  it  seven  years  later. 

Dent  seems  to  be  among  those  who 
forgot  that  last  one.  How  else  to  explain 

how  he  could  slap  his  name  on  the  technology-heavy  AIM  Dent  Demographic 
Trends  fund  in  June  1999,  just  in  time  to  get  clobbered  by  the  tech  collapse? 

Since  its  launch  the  fund  has  fallen  dizzyingly-17%  in  2000,  32%  in  2001 
and  33%  this  year— along  with  Dent-inspired  picks  such  as  Cisco  Systems  and 
AOL  Time  Warner.  But  the  bestselling  author  and  popular  speaker  is  anything  but 
discouraged.  He's  sticking  to  his  prediction  that  the  Dow  Jones  industrial  aver- 
age will  hit  30,000  by  2009  (nearly  quadruple  its  current  level)  and  that  the 
technology-rich  Nasdaq  index  will  rebound  sooner  than  that. 

Dent's  confidence,  as  always,  is  based  upon  a  simple  demographic  fact:  The 
baby  boomers  born  between  1946  and  1961  are  hitting  their  peak  spending  years 
in  a  rolling  wave  ending  around  2010.  As  those  boomer  households  approach  the 
magical  age  of  49,  free  of  child  care  expenses  and  tuition  bills,  they  splurge  on 
everything  from  second  homes  to  high-tech  gadgets.  That  spending,  combined 
with  innovations  like  the  Internet  that  they  dreamed  up  eadier  in  their  working 
lives,  will  drive  the  U.S.  economy  to  new  heights.  Dent  says. 

The  technology  collapse  in  2000  and  2001  is  just  part  of  the  process  as  the 
market  sorts  out  winners  from  losers,  Dent  says.  The  auto  industry,  he  argues, 
went  tti.-ough  an  identical  phase  in  the  early  1920s  before  Ford,  General  Motors 
and  Chrs>  ler  emerged  as  the  winners. 

Dent  i(  . '  n  1  pick  individual  stocks  for  his  eponymous  fund;  veteran  AIM 
manager  La  riy  H.  Sachnowitz  does,  based  on  his  own  15  years  of  experience 
and  monthly  c.:^!If-  with  Dent.  So  Dent  may  say  "health  care,"  but  it's  up  to  Sach- 
nowitz to  deci;*n  ir  favor  of  Idee  Pharmaceuticals  and  against  Abbott  Labs.  —D.F. 
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ConocoPhillips 


A  company  committed  to 


using  our  pioneering  spirit 


to  responsibly  deliver 


energy  to  the  world. 


With  a  passion  for  innovation  and  a  commitment  to  performance,  we've  created 
a  new  energy  company.  An  energy  company  ready  to  meet  tiie  challenges  of 
the  future.  A  company  with  the  ability  to  not  only  come  up  with  big  ideas,  but 
the  ability  to  make  them  work.  To  find  out  more,  log  on  to  conocophillips.com, 
or    look    for    our    new    symbol    COP    on    the    New   York    Stock    Exchange. 

conocophillips.com 


002.  ConocoPhillips.  All  rights  reserved. 
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Smart 
Capital 

Chris  Faber's  unusual  take  on  cash 
flow  statements  is  aimed  at  finding 
companies  using  capital  efficiently. 
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BY  BRETT  NELSON 

CHRISTOPHER  FABER  HAD  HEARD  IT  FROM  CLIENTS  A 
thousand  times  before:  "If  your  model  is  so  good,  then 
why  not  run  your  own  fund?"  After  spending  1 2  years 
peddling  stock-picking  software  for  Chicago-based 
HOLT  Value  Associates,  L.P.  (now  CSFB  HOLT,  after 
Credit  Suisse  First  Boston  bought  it  in  January),  Faber  decided  to 
put  his  money  where  his  model  was.  Together  with  three  HOLT 
alums,  he  formed  IronBridge  Capital  Management  three  and  a 
half  years  ago  to  manage  a  ftind  for  high-income  folks;  his  new 
firm,  also  in  Chicago,  has  $55  million  in  assets.  Now  he  has  started 
a  mutual  ftmd  for  the  slightly  less  well  heeled. 

So  far  the  38-year-old  Faber  has  more  than  held  his  own. 
Since  inception  in  May  1999  his  first  fund,  which  has  enough 
small  companies  to  put  its  average  market  capitalization  at  $855 
million,  has  returned  an  annualized  9.2%  (net  of  fees)  through 
Aug.  3 1 .  That's  versus  a  -i  .7%  annual  return  for  the  Rus.scll  2000 
small-cap  index  and  the -9.5%  for  the  large-cap  S&P  300. 

The  HOLT  model  is  a  complex  creature  that  addresses  an  eas- 
ily graspablc  problem:  How  well  does  a  ccnnpany  deploy  the 
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capital  tied  up  in  its  business?  Here,  the  capital  in  question  is  not  % 
only  the  equity  and  debt  capital  normally  considered  but  alsc  to 
the  capital  consumed  in  property  rented  by  the  company.  Th( 
return  that  Faber  looks  at  is  also  a  bit  unusual,  ft's  akin  to  "casl  'h 
flow,"  as  accountants  would  define  that  term,  but  it  has  researcl  ■  im 
oudays  added  back  Ln.  I  agl 

If  you  want  to  measure  return  on  capital,  says  Faber,  don'  |  ip 
put  much  stock  in  return  on  equity,  which  can  be  inflated  b;i  Sib 
leverage.  In  that  respect,  his  analysis  is  pretty  standard,  lookinj  I  as; 
at  return  on  total  capital,  debt  plus  equity  combined.  Value  Lin '  ,\ 
(as  well  as  this  magazine)  are  among  the  financial  publisher 
that  have  for  decades  looked  at  return  on  total  capital.  The  HOL 
novelty  is  to  look  also  at  the  capital  tied  up  in  operating  leases. 

For  a  profit  measure,  Faber  starts  with  the  cash  flow  fron 
operations  that  shows  up  right  after  the  profit-and-loss  state 
ment  in  a  company's  financials.  This  is  aftertax  net  with  depre 
ciation  and  some  working-capital  adjustments  (increases  i; 
payables,  or  reductions  in  inventory  or  receivables)  added  back  ii 
Faber  also  adds  in  interest,  rent  and  R&D.  Interest,  because  deb 
is  included  in  the  capital  bases.  Rent,  for  a  similar  reason — th 
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'alue'of  rented  property  is  in  the  capital  base.  R&D, 
»ecause  it  is  more  like  a  capital  expenditure  (such 
s  a  new  factory)  than  it  is  like  an  operating  cost 
such  as  the  light  bill).  In  calculating  the  capital  tied 
ip  in  a  business,  Faber  adjusts  plant  and  equipment 
or  inflation  and  counts  past  R&D  as  capital.  The 
lOLT  shorthand  for  the  resulting  ratio — cash  profit 
0  total  capital — is  "cash  flow  return." 

Next  Faber  assumes  that  most  excess  returns 
ade  over  time  as  a  result  of  competition  from 
ivals.  But  the  fade  factor  varies  from  company  to 
omipany  and  business  to  business.  Much  of  the 
kill  in  adopting  this  financial  model  has  to  do  with 
;uessing  where  the  fade  factors  will  be  higher  or 
3wer  than  normal. 

The  last  step  in  the  analysis — valuing  a  stock — 
avolves  discounting  a  company's  future  cash  flows 
o  the  present,  using  discount  factors  that  vary 
rom  company  to  company  and  are  derived  from 
last  stock  market  performance.  Faber  buys  the 
tocks  trading  at  less  than  their  discounted  present  value.  Faber 
ises  the  old  HOLT  playbook,  as  was  detailed  in  a  FORBES  story 
ix  years  ago  (Sept.  9,  1996),  to  winnow  a  universe  of  3,000 
tocks  to  those  he  might  want  to  buy.  While  HOLT  made  its 
lame  selling  software  costing  up  to  $350,000  to  investors, 
■aber  actually  runs  people's  money. 

An  example  of  how  the  CSFB  HOLT  system  works:  In  1995 
Irugmaker  Abbott  Laboratories  posted  a  strong  cash  flow 
eturn  of  14.5%.  Yet  sales  growth  had  slowed  while  it  spent 
nore  on  research,  cutting  into  net  income.  With  Abbott's  stock 
t  S21  in  early  1996,  the  market  was  expecting  its  returns  to  fade 
0  the  overall  corporate  average,  6%,  over  the  next  five  years. 
lOLT's  model  doesn't  consider  R&D  an  expense,  so  Abbott  still 
ooked  like  a  buy.  Abbott's  research  eventually  paid  off,  and  in 
:001  its  cash  flow  return  had  faded,  but  only  to  1 1%. -Recent 
>rice:  $42.  Abbott's  stock  performance  has  since  beaten  the 
)harma  industry's  median  increase  by  10  percentage  points. 

The  reverse:  In  1998  clothing  retailer  Gap  clocked  a  strong 
2%  cash  flow  return.  Its  $37  share  price  implied  a  14%  re- 
urn  five  years  later;  Faber  thought  it  would  fade  to  7%,  valu- 
ng  Gap  at  $26.  Why?  Despite  a  strong  53%  return  on  equity, 
ap's  performance  wasn't  that  stellar  after  factoring  in  nearly 
13  billion  in  off-balance-sheet  debt  (much  of  it  in  operating 
eases).  Four  years  later  Gap's  returns  have  already  faded  to 
r%;  shares  are  now  $12. 

Faber  didn't  own  Cisco  Systems  in  1999  even  though  its 
eturn  on  capital  (as  conventionaUy  measured)  looked  terrific. 
Zisco  had  gone  on  an  acquisition  binge  from  1996  to  1999,  dou- 
)ling  earnings  to  $2  billion  but  deploying  a  mountain  of  capital 
including  its  bubble-era  shares).  During  this  growth  phase 
Cisco's  cash  flow  return  tumbled  from  33%  to  20%.  Cisco  is 
low  very  beaten  up  at  $12,  but  Faber  says  it's  worth  only  $8. 

In  predicting  fade,  Faber  looks  at  15  different  metrics, 
veighted  by  virtue  of  where  companies  are  in  their  life  cycles. 
•or  fast-growing  outfits  he  calls  "rockets,"  quarterly  sales 


Not  Fade  Away 
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Faber  says  these  returns— grouped 
top,  to  "turnarounds"  on  the  bottom 

Recent 
Company                                  price 

by  maturity,  in  pairs  from  "rocl<ets"  on 
—won't  fade  as  the  marlcet  thinks. 

CASH  FLOW  RETURN' 

IronBridge  IronBridge    Market 
2002         5-year       5-year 
forecast      forecast    forecast 

Net  present 

value 

of  stock 

Caliper  Technologies 

$4 

0%            6%          1% 

$15 

Trimble  Navigation 

11 

14              11             6 

23 

Herley  Industries 

19 

15              12           10 

27 

Interpore  Intl. 

7 

16              13             3 

16 

Lightbridge 

7 

7                6             2 

14 

Oxford  Industries 

20 

6                6             1 

40 

Energen  Corp. 

24 

10                8             6 

37 

Overland  Storage 

11 

12               9             3 

19 

Applied  Signal  Technology 

10 

16             1 

20 

Cray  Inc. 

4 

10                8             1 

10 

'Cash  flow  return  on  investment  (defined  in  the  story). 

growth  is  more  important  than  earnings  growth  because  profits 
are  irrelevant  when  every  nickel  must  be  plowed  into  increasing 
market  share.  In  contrast,  the  important  thing  for  a  fallen  angel 
now  valued  as  a  turnaround  prospect  is  whether  the  company 
avoids  reinvesting  in  hard  assets  like  plants  that  can't  squeeze 
out  a  return. 

Until  now  you  needed  to  plunk  down  $500,000  (and  be 
worth  at  least  $1  million)  to  invest  with  Faber.  His  newly 
launched  mutual  fund  version  is  the  no-load  Frontegra  Hori- 
zon Fund,  with  a  $100,000  minimum  and  a  1.1%  annual 
expense  ratio.  Those  not  ready  to  plunge  in  can  crib  from  a  ros- 
ter of  stocks  that  Faber  likes  now  {see  table,  above). 

One  of  those,  Caliper  Technologies,  is  in  the  rocket  phase.  It 
aims  to  speed  up  drug  development  by  making  computer  chips 
with  microscopic  channels  that  mix  chemicals.  Big  customers 
include  Amgen  and  Eli  Lilly.  Though  Caliper  is  still  in  the  red, 
Faber  likes  its  sales  growth,  strong  patents  and  $5.22  net  cash 
per  share — more  than  its  $4  share  price.  The  market  expects  a 
cash  flow  return  in  five  years  of  1%;  Faber  looks  for  6%. 

Interpore  International  develops  titanium  plates  to  repair 
spinal  injuries.  Faber  thinks  its  estimated  15%  sales  growth  and 
25%  operating  margin  (earnings  before  depreciation,  interest 
and  taxes,  divided  by  sales)  are  promising.  He  expects  the  stock 
to  dip  briefly  while  Interpore  ramps  up  promotion  of  a  new 
bone-grafting  method.  With  the  shares  at  $7,  the  market  is  say- 
ing the  cash  flow  return  wUl  fade  to  3%,  from  its  current  16%,  in 
five  years.  Faber  sees  a  fade,  too,  but  only  to  13%. 

Applied  Signal,  a  turnaround  company  that  makes  elec- 
tronic eavesdropping  gear,  lost  its  way  for  a  time.  It  backed  out 
of  a  botched  venture  making  equipment  to  detect  corporate 
Internet  piracy.  Wisely  the  company  shrank  total  assets,  to  $67 
million  in  2001  from  $85  mUlion  in  2000.  Now  bugs  and  taps 
are  hot.  At  $10  a  share  (Faber  bought  at  $6,  before  the  terrorist 
attacks),  the  market  is  saying  that  Applied's  cash  flow  return  will 
be  1%  in  five  years;  Faber  thinks  it'll  be  more  like  6%.  F 
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Fund  Manager 

Knows  Best 

As  other  corporations  come  clean,  mutual  funds  still  gloss 
over  costs,  hide  top-dog  pay  and  keep  secret  how  they  cope 
when  self-interest  conflicts  with  duty. 

BY  NEIL  WEINBERG 


You  THOUGHT  WORLDCOM  AND 
Tyco  were  masters  at  sweeping 
financial  facts  under  the  rug.  Take  a 
look  at  the  mutual  fund  indusiry,  which 
controls  $6.4  trillion  in  savings  and 
deducts  roughly  $100  billion  a  year  in 
expenses — all  without  presenting  a  single 
bill  to  any  of  its  93  million  customers. 

As  corporations  make  headlines  for 
hiding  expenses  and  furnishing  execs  with 
gilded  trash  cans,  mutual  funds  keep  even 
basic  investor  information  secret,  such  as 
how  much  fund  company  executives  earn 

220      FORBES"   October  14,  2002 


and  whether  fund  managers  personally 
invest  anything  in  the  funds  they  oversee. 
While  many  union  and  municipal  pen- 
sion funds  have  long  said  how  they  vote 
shares  in  company  proxies,  the  Securities 
&  Exchange  Commission  is  only  consid- 
ering if  mutual  fiinds  should,  too. 

The  attitude  of  the  SEC  and  the  indus- 
try is  that  more  extensive  disclosure 
would  only  confuse  people,"  says  Russel 
Kinnel,  director  of  hmd  analysis  at  fund 
u  jcker  Morningstar. 

As  it  is,  funds  can  quiedy  take  tens  of 


thousands  of  dollars  from  an  investor's 
account  yet  fulfill  disclosure  obligations 
by  printing  a  chart  in  a  prospectus  con-|| 
taining  hypothetical  returns.  So  you  don't 
see  how  much  in  fees  the  fund  is  costing 
you  personally.  The  General  Accounting 
Office  said  in  a  2000  report  that  the  result 
is  that  many  investors  don't  give  fees 
much  thought  and  overpay,  while  funds 
don't  compete  much  on  fees.  You  can  get 
soaked.  Put  $100,000  in  a  fund  with 
expenses  of  1.5%  (average  for  domestic 
equity);  the  bill  is  $1,500  a  year,  versus 
$300  for  a  fund  charging  0.3%. 

Sales  fees  are  also  buried.  Order  stocks 
from  your  Salomon  Smith  Barney  broker, 
and  the  trade  receipt  shows  the  commis 
sion.  Buy  a  mutual  fund  with  a  5.75% 
fi-ont-end  load — an  alias  for  a  commis- 
sion— from  the  same  broker,  and  the 
commission  won't  be  on  the  bill.  Nor  will 
any  regular  payments  the  broker  receives 
while  you  hold  the  fiand.  "There's  a  hug( 
gap  in  disclosure  the  SEC  has  recognized 
but  done  nothing  about,"  says  Mercer 
Bullard,  a  former  SEC  attorney  who  runs 
investor  advocate  Fund  Democracy  LLP 

Even  when  investors  do  shun  high 
fees,  funds  find  new  ways  to  obscure  themj 
The  industry  responded  to  investor  un-lrf 
ease  about  front-end  loads  by  almost  elim- 
inating them:  Sales  of  front-loaded  fundi;  — 
declined  from  90%  of  the  market  in  1961 
to  35%  in  1999.  But  many  of  the  funo 
sponsors  substituted  nearly  equivalen" 
1 2b- 1  fees  and  back-end  loads.  As  fundi 
have  cut  front-end  loads,  they  hiked  eX'^iii 
penses  that  were  deducted  invisibly  eacl 
day  by  29%  in  die  20  years  dirough  1999 
says  the  SEC.  These  ongoing  expenses  ari' 
generally  coupled  with  declining  back-en< 
loads  (exit  fees)  that  ensure  that  the  broke 
can  be  paid.  A  decade  ago  there  were  T 
funds  with  back-end  loads,  says  fun 
watcher  Lipper;  now  there  are  1,764.  Fi 
delity  had  no  back-end  loads  in  1992  bu 
37  funds  with  them  today. 

It's  disturbing  how  little  investor 
know  about  fees  or  their  effect  o: 
expected  returns.  Eighty-four  percent  c 
investors  believe  higher  operatin 
expenses  mean  better  performanc< 
despite  clear  evidence  to  the  contrar 
notes  a  200 1  study  by  three  managemei 
professors  called  "Out  of  Sight,  Out  ( 
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American  Traditions 


^me  things  are  best  when  they  have  a  numerous  market  rotations.  This  perspective  allows  them  to 

rprise  inside.   Not  your  investments.  keep  our  funds  on  course  for  the  long  term.  To  leam  more, 

^^^^^^^^^^^::^^^^^^^^^^^^^^^:^^^^^^^^  please  call  your  advisor  or  visit  us  at  americancentury.com. 


en  you  choose  a  value  fund,  you  expect  it  to  perforn\like 


ilue  fund.  Which  is  why  our  funds  are  managed  to  ensure 


le  consistency.  They  let  you  build  a  balanced  portfolio 


h  confidence.  Our  seasoned  managers  have  been  through 


You'll  find  the  way  we 


manage  our  value  funds 


says  a  lot  about  our 


values  as  a  company. 


Overall  Morningstar  Ratings'" 


Equity  Income 
Large  Company  Value 
Tax-Managed  Value 


•  •••* 

•  ••• 

•  •••• 


all  Moniirigstar  Ratings"'  as  of  7/32/02.  Large  Company  Value  and  Tax-Managed  Value  Funds  rated  for  the  overall  period  among  617  Large  Value  funds. 

fy  Income  Fund  rated  fir  the  overall  period  among  189  Mid-Cap  Value  fimds.  Past  performance  is  no  guarantee  off  dure  results.  Investment  returns  and 

ipal  valiu'S  may  fluctuate  and  redemption  value  may  be  more  or  less  than  original  cost. 

achfmd  with  at  least  a  3-year  history,  Morningstar  calculates  a  Morningstar  Rating' based  on  a  Morningstar  Risk-Adjusted  Return  measure  that 

mts  for  variations  in  a  fimds  monthly  performance  (including  the  effects  of  sales  charges,  loads  and  redemption  fees),  placing  more  emphasis  on 

vward  variations  and  reivarding  consistent  performance.  The  top  10%  of  fimds  in  each  categor}/  receive  5  stars,  the  next  22.5%  receive  4  stars,  the  next 

receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  10%  receive  1  star  (Each  share  class  is  counted  as  a  fraction  ofonefimd  within  this  scale 

ated  separately,  which  may  cause  slight  variations  in  the  distribution  percentages.)  The  Overall  Morningstar  Rating  for  afimd  is  derived  from  a  weighted 

\ge  oftlie  performance  figim'S  associated  with  its  3-,  5-  and  10-year  (if  applicable)  Morningstar  Rating  metrics.  The  fimds  had  the  folloiving  ratings  for 

;  5-  and  10-year  periods,  respectively.  Large  Company  Value  4,  NA,  NA;  Tax-Managed  Value  5,  NA,  NA  out  of  617  U.S.-domiciled  Large  Value  fimds; 

'ylncome4, 5,  NA  out  of  189  and  125  U.S.-domiciled  Mid-Cap  Value  funds. 

ingstar  Rating  is  for  the  investor  share  class  only;  other  classes  may  have  different  performance  characteristics. 

ie  call  1-877-44-AMCEN  for  a  prospectus  with  more  complete  information,  including  charges,  expenses  and  minimums.  Be  sure  to  read  it 

'idly  before  you  invest  or  send  money. 
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Mind:  The  Effects  of  Expenses  on  Mutual 
Fund  Flows." 

The  SEC  agrees  with  the  GAO  that 
investors  would  benefit  from  more  dol- 
lar-based expense  data,  but  hasn't  man- 
dated it.  "We're  considering  the  issue  but 
have  no  estimated  arrival  time,"  says 
spokesman  John  Heine. 

SEC  heel-dragging  comes  amid 
opposition  from  the  Investment 
Company  Institute,  the  mutual 
fund  trade  association.  ICI  argues 
the  cost  of  telling  each  investor  how 
much  he  paid  would  outweigh  the  bene- 
fits— and  mislead.  "Investors  would  be 
comparing  large  funds  with  small  ones 
and  money  markets  with  equity  funds," 
says  Craig  Tyle,  the  ICl's  general  counsel. 

Terrance  Odean,  a  professor  at  Berke- 
ley and  coauthor  of  the  "Out  of  Sight" 
study,  is  contemptuous  of  the  ICI  response. 
"Its  argument  is:  'We  know  enough  to  take 
out  the  [expense]  money,  but  we  can't  fig- 
ure out  how  much  we're  taking.' " 

General  Electric  ran  into  a  buzz  saw 
for  failing  to  publicize  retiree  Jack  Welch's 
perks.  How  curious  that  the  Vanguard 
Group,  the  nonprofit  fund  vendor  that 
holds  itself  out  as  a  champion  of 
investors,  won't  reveal  whether  chieftain 
John  Brennan  earns  $100,000  or  $100 
million.  The  Kremlinesque  secrecy  dates 
back  to  the  days  when  Vanguard  was 
being  run  by  founder  John  Bogle.  In  1997 


an  enterprising  newsletter  publisher, 
Daniel  Wiener,  of  the  Independent 
Adviser  for  Vanguard  Investors,  teased 
out  of  an  exhaustive  search  of  Vanguard 
SEC  filings  the  fact  that  Bogle  was  making 
$3.3  million  and  his  then-deputy  Bren-  _ 
nan  $1.9  million.  Vanguard  changed  its 


Frank  Savage  to  its  board  this  year,  the 
fund  group  appears  to  have  gone  along, 
the  AFL-CIO  says. 

Fidelity  won't  say  how  it  voted.  "To 
suggest  we  vote  on  behalf  of  anyone  but 
fund  investors  is  wrong  and  irresponsi- 
ble," says  David  Weinstein,  head  of 


The  SEC  finds  deficiencies  in  90%  of  its  fund 
audits,  butJ(EEEiTHtRESUlIS5ECREI 


filings  so  the  pay  is  entirely  secret  now. 

Mutual  funds  also  cop  a  "trust  us" 
attitude  with  the  company  proxies  they 
vote  on  for  fund  investors.  They  are 
legally  obliged  to  vote  in  investors'  inter- 
ests, but  unlike  a  lot  of  union  and  govern- 
ment pension  funds,  they  do  so  in  secret. 
That  has  prompted  the  AFL-CIO  to  ask  if 
giant  Fidelity  Investments  is  rubber- 
stamping  management  proposals  at  firms 
where  it  runs  401  (k)  programs. 

The  conflicts  of  interest  are  obvious. 
Fidelity  was  Tyco's  number  two  share- 
holder eariier  this  year  while  earning  mil- 
lions running  its  401  (k),  the  AFL-CIO 
found.  Given  the  failure  of  Enron's  for- 
mer board  as  a  watchdog,  the  AFL-CIO 
asks,  shouldn't  Fidelity  vote  against  for- 
mer Enron  directors  for  board  seats  at 
other  firms?  Yet  when  Lockheed  Martin, 
another  firm  whose  40l(k)  Fidelity  helps 
run,  renominated  Enron  ex-director 


administration.  Adds  John  Bogle:  "We  inii 
the  industry  aU  run  40l(k)s  for  compa- 
nies we  invest  in,  and  nobody  wants  to  get 
into  a  debate  with  fund  shareholders 
about  how  those  clients  are  managed." 
Debate?  Democracy?  Perish  the  thought. 

Belatedly,  the  SEC  said  last  month  it 
may  require  funds  to  disclose  proxy  votes. 
Elsewhere,  it  is  behind  the  times.  Its  own 
auditors  submit  "deficiency  letters"  afte: 
85%  to  90%  of  exams.  While  many| 
infractions  are  minor,  some  involve  issues 
like  fund  insiders'  failure  to  disclose  per-i 
sonal  trades,  as  required  by  law,  whicH 
can  compromise  fund  performance. 

Yet  the  existence  of  SEC  audits,  mucl 
less  problems  found,  is  private.  "If  firm; 
knew  [audit]  findings  would  be  public  the 
might  be  less  wQUng  to  cooperate,"  say 
Gene  A.  Gohlke,  associate  director  of  com  J 
pUance  and  exams.  Since  when  did  the  cop 
need  permission  to  investigate? 


1 
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WHAT    YOU    CAN    FIND 


Digging  Deeper 

Individual  fund  investors  can  dig  out  a  lot  more  data  than  you 

might  think.  Here  are  some  pointers: 

QUIZ  BROKERS  AND  FINANCIAL  ADVISERS. 

We  don't  recommend  buying  a  load  fund,  but  if  you  must, 
start  by  asking  the  sales  rep  for  hard  numbers  on  upfront 
commissions  and  any  ongoing  payments  he  will  receive  for 
recommending  one  fund  over  another  If  he  waffles,  walk. 
INSPECT  N-SAR. 

This  SEC-filed  document  (available  via  the  SEC's  Web  site  at 
www.sec.gov)  can  be  a  mother  lode  of  data.  Like  minimum 
sales  loads:  Institutional  customers  often  pay  less  than  you 
do  in  expenses.  Further,  this  filing  shows  how  much  is  paid 
out  in  excess  of  loads,  giving  you  clues  to  whether  your  bro- 
ker gets  ongoing  payments  while  you  own  a  fund.  You  can  get 
the  scoop  on  a  fee  used  to  underwrite  mci  A^tjng,  called  I2b-l, 


which  is  creamed  off  fund  assets  but  isn't  allocated  to  in- 
vestors' accounts  directly;  you  can  learn  how  much  of  I2b-I 
fees  go  to  investment  advisers  as  sales  incentives,  how  much 
to  buy  ads,  etc.  The  N-SAR  also  shows  how  much  is  paid  out 
to  whom  in  brokerage  commissions.  A  section  about  new-issue 
allotments  will  reveal,  for  example,  that  two  years  ago  the  Pruden- 
tial Technology  Fund  paid  $42  for  each  new  share  in  NPS  Pharma- 
ceuticals, which  Prudential  Securities  co-underwrote.  Now  it 
trades  for  $19. 

CHECK  OUT  THE  STATEMENT  OF  ADDITIONAL  INFORMATION. 
Another  filing,  at  the  bottom  of  the  SEC-posted  prospectus,  tells 
you  the  number  of  management  company  insiders  on  a  board 
that  supposedly  represents  investors,  how  directors  are  paid 
and  how  much  they  have  invested  in  the  fund— which  shows  if 
their  interests  are  aligned  with  yours.  If  you're  not  Web-con-      | 
nected,  know  that  funds  must  mail  the  statements  within  three 
days  of  your  request.  —N.  W. 
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True  to  the  nature  of  Turnberry  Place,  nothing  less  than  the  absolute  best  will  define  it  all. 

Here,  m  the  creme  de  la  creme  of  high  rise  condominium  living,  unrivaled  in  all  of  Las  Vegas, 
you'll  enjoy  the  priceless  privacy  and  security  of  living  behind  stately  gates,-  the  splendor  of 
an  impeccably  crafted,  superbly  appointed,  high-in-the-sky  residence,-  magnificent  views  of 
the  glittering  non-stop  Strip  and  inspiring  mountains  beyond,-  and  the  enjoyment  of  a 
supreme  social  life.  Ownership  includes  membership  in  the  exclusive  Stirling  Club, 
the  private  club  in  Las  Vegas,  featuring  a  world  class  spa  &  fitness  center, 
epic  gourmet  dining,  nightclub,  indoor/outdoor  swimming  and  tennis. 

Luxurious  1,  3,  4  bedroom  &  penthouse  condominiums,  from  $550,000 
to  more  than  $5  Million.  Superbly  situated  opposite  the  Las  Vegas  Hilton. 
For  information  call  (800)  616-21 20. 


(^  y      Th  P^^ce  to  live 

in  Las  Vegas. 


ti 


Visit  our  Website  at  www.turnberry-place.com 
Created  by  Turnberry  Associates,  the  people  who  wrote  the  book  on  private  club  lifestyles 
1777  Paradise  Road,  Las  Vegas,  Nevada  89109  •  702.732.9797  •  Fax:  702.733.8222 

BROKER  PARTICIPATION  INVITED.  This  offering  is  made  only  by  the  prospectus  for  the  condominium  and  no  statement  should  be  relied  upon  if  not  made  in  the  prospectus  This  is  not  an 
offer  to  sell,  or  solicitation  of  offers  to  buy.  the  condominium  units  in  states  where  such  offer  of  solicitation  cannot  be  made  Prices,  plans,  architectural  rendering  and  specifications  are  subject  to  change 
without  notice.  WARNING:  THE  aUFOI?NIA  DEPARTMENT  OF  REAL  ESTATE  HAS  NOT  INSPECTED,  EXAMINED  OR  QUALIFIED  THIS  OFFERING.  This  is  not  an  offer  to  residents  of  New  York  or  New  Jersey  or 
where  prohibited  by  state  statutes.  Models  used  in  this  ad  do  not  reflect  any  racial  preference. 


MONEY  ft  INVESTING 


^.  Breakers 


For  more  financial  stats,  go  to  www.forbes.com/makers. 


A  Mess  at  Motorola 


DOES  EDWARD  BREEN  KNOW 
something  about  MOTOROLA 
(II,  mot)  others  don't?  The  day 
before  Breen  left  its  chief  op- 
erating officer's  post,  after  only 
six  months  there,  Motorola 
Chief  Executive  Christopher 
Calvin  says  Breen  had  assured 
him  that  there  were  no  hidden 
problems  about  to  burst  forth. 
Calvin  then  sold  40,000  Mo- 
torola shares  for  a  $548,000 
gain.  Breen,  who  now  heads 
corruption-wracked  Tyco, 
won't  talk,  but  the  problems 
are  pretty  bad.  Motorola, 
whose  stock  has  shed  80%  of  its  value  since  the  bear  market 
began  in  March  2000,  has  further  to  fall. 

The  wireless  equipment  maker  lost  $2.8  billion  in  this  year's 
first  half,  as  sales  slumped  16%  to  $12.8  billion.  Spokesman 
Scott  Wyman  blames  the  recession  and  the  tech  wreck.  Fair 
enough.  Yet  that  doesn't  explain  why  Motorola  has  been  a  serial 
restructurer  since  1997,  taking  charges  in  each  of  those  years 
totaling  $17.1  billion,  or  why  its  share  of  the  handset  market, 
35%  in  1996,  is  now  18%  (albeit  up  from  15%  in  2000). 

Other  problems  wOl  weaken  Motorola's  ability  to  rebound. 


One  is  the  shrinking,  equity-heavy  pension  plan.  It  logged  a  neg- 
ative 7.5%  return  in  2001  and  was  underfunded  by  13%  as  of 
December,  versus  being  overfunded  by  6%  at  the  end  of  2000 
and  24%  in  1999.  The  $212  million  pension  expense  recorded 
against  earnings  last  year  will  almost  certainly  worsen  this  year. 
Wyman  insists  that  the  impact  will  be  slight,  because  Motorola 
will  have  reduced  its  work  force  by  more  than  a  third  by  the  sec-! 
ond  quarter  of  2003.  Another  stock- related  woe:  $556  million  in 
unrealized  gains  on  its  stakes  in  other  companies  in  2001  sud 
denly  vaporized  into  a  $955  million  charge  in  2002's  second 
quarter.  Nearly  half  of  that  came  from  Motorola's  position  in 
troubled  Nextel  Communications. 

Now  look  at  its  off-balance-sheet  liabilities.  At  the  end  of  2001 
Motorola  had  guaranteed  $275  million  of  customer  debt;  had  a 
commitment  to  extend  $162  million  in  credit  to  customers;  and 
was  committed  to  pay  $593  million  for  future  operating  leases. 

Wyman  says  not  to  worry,  that  Motorola  has  substantially 
diminished  its  customer  financing,  from  $494  million  in  2000  tc 
$123  million  by  the  second  quarter.  It  also  reduced  guarantees; 
on  customer  debt  to  $132  million  by  June. 

Note  that  Motorola  classified  its  $159  million  in  royalty 
income  in  the  first  quarter  as  a  reduction  in  overhead  (that  ist 
selling,  general  and  administrative  expenses),  which  made  v 
look  like  it  was  getting  a  grip  on  its  costs.  Such  a  move  also  got 
IBM  in  trouble  (FORBES,  Apr.  l).  Short  the  stock  and  cover  at  $5 
— Elizabeth  MacDonald  with  Josephine  Leu 


Safe  Deposit 

WHEN  THRIFTS  AND  SMALL  REGIONAL 
banks  were  hot,  sovereign  bancorp  (13, 

SOV)  was,  too.  But  this  group  isn't  looking 
too  great  on  Wall  Street  at  the  moment. 
Philadelphia-based  Sovereign,  the  third- 
largest  bank  serving  the  Northeast  ($3.4 
billion  market  cap),  is  down  15%  since 
August. 

The  main  problem  is  a  narrowing 
spread  between  home  mortgage  rates  the 
bank  collects  and 
deposit  rates  it  pays. 
In  January  newlv 
issued  30-year  mort- 
gages were  at  7.1% 
and  one-year  certifi- 
cates of  deposit  were 
paying  2.1%;  now 
the  mortgage  rate  is 
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5.8%  and  the  one-year  certificate  of 
deposit  at  1.8%.  One  whole  percentage 
point  has  been  taken  out  of  the  gross 
profit  on  moneylending. 

But  Joseph  Batfipaglia,  cJiief  investment 
officer  at  Ryan  Beck  &  Co.,  says  Sovereign 
is  better  off  than  many  other  banks.  Just 
20%  of  its  loan  portfolio  is  in  residential 
mortgages,  with  the  balance  split  between 
commercial  (44%)  and  consumer  (36%) 
loans.  The  stock  trades  for  only  ten  times 
trailing  earnings,  among  the  lowest  in  its 
sector.  It's  cheap,  then,  even  without  any 
recovery  in  home-lending  spreads. 

— Emily  Lambert 


Tasty  Apple 


THE  PERSONAl  COMPUTER  INDUSTRY  IS 
gasping  for  breath,  still  in  the  midst  of  a 
two-year-long  bear  hug.  One  in  the  squeeze 


is  APPLE  COMPUTER  (15,  aapl).  The  compan; 
has  gone  boom  and  bust  several  times,  anc 
the  stock  is  down  a  third  thus  far  this  yeai 
But  it  boasts  $4  billion  in  net  cash  (cash  an( 
short-term  securities, 
less  debt  of  $316  mil- 
lion). That  makes  its 
market  capitalization 
of  $5.3  billion  too 
low,  says  Jonathan  S. 
Guerkink,  an  analyst 
at  Ragen  MacKenzie. 
You  should  buy  in. 

Apple  has  been  and  remains  an  in 
novative  company,  and  it  enjoys  a  loyi 
base  of  customers  in  creative  fields  lili 
publishing  and  graphic  design.  Cuerkin 
estimates  that  Apple,  which  remains  pro 
itable,  will  close  the  September  fiscal  ye< 
with  $5.7  billion  in  sales,  a  7%  jump  in 
rough  market.  — Daniel  Krug 
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IF    ONLY    EVERYTHING    WERE    THIS    PREDICTABLE 


business  on  earth  performs  as  predictably  as  the  moon.  But  that's  our  goal.  We're 
ithern  Company,  parent  of  five  leading  energy  providers  in  the  fast-grov\/ing  Southeast 
the  region's  largest  energy  company.  Growth  fueled  by  a  proven  management  team 
t  grew  up  in  the  energy  business  and  our  commitment  to  deliver  reliable,  affordable 
rgy  to  loyal,  satisfied  customers.  Which  is  why  we're  consistently  ranked  #1  in  national 
tomer  satisfaction  surveys.  A  record  we  intend  to  maintain  for  many,  many  moons  to 


ne  To  learn  more,  visit  www.southernconipany.com. 
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Energy  to  Serve  Your  World 


Alabama    Power        Georgia    Power        Gulf    Power        Mississippi    Power        Savannah    Electric 


Portfolio  Strategy  By  Kennetii  L.  Fisher 

Five  More  Reasons  to  Buy 


a  third  year  of  a 
president's  term  a 


LAST  MONTH  I  DETAILED  FIVE  THINGS,  SOME  OF 
them  counterintuitive,  that  make  this  a  beautiful 
time  to  invest  in  stocks.  Here  they  are:  Big  bear 
markets  (such  as  we've  had  since  2000)  tend  to  be 
followed  by  big  rallies;  people  protest  too  much 
that  economic  signs  are  horrible;  the  market  is  fixated  on 
corporate  scandals;  operating  profits  are  strong  despite 
weak  bottom  lines;  and,  finally,  high  price/earnings  ratios 
are  not  a  predictor  of  price  declines. 

But  there  is  ever  more  beauty.  Let's  now  extend  this  list  ol 
positive  indicators.  Six:  Insider  transactions  have  shifted  from 
bearish  to  bullish.  Normally 
insiders  sell  more  shares  than  -  . 

they  buy,  as  they  turn  options  AlltlOSt  HOVer  IS 

into  spending  cash.  In  bear 
markets  net  selling  increases. 
Earlier  this  year  insiders  sold 
about  four  shares  for  every 

one  bought.  In  July  that  flip-     dowD  year.  The  last 

flopped  to  two  shares  pur-  ♦"         "♦  U  #1 

chased  for  every  share  sold,  "^^  "  nappeneO 

according  to  Market  Profile       ^35  jggg   g^j  ^^^^ 

1  heorems  in  Seattle.  1  hat  s  an 
extremely  bullish  ratio. 

Seven:  In  the  steep  August 
rally  the  total  position  in 
shorted  stock  increased  to 
record  levels.  Every  share  sold 

short,  which  must  eventually  be  bought  back,  is  a  borrowing  of 
future  demand  for  stock,  and  that  is  beautiful.  That  short-sell- 
ing rose  as  stocks  did  is  evidence  of  the  skepticism  the  rally 
received  and  normal  for  a  new  bull  market. 

Eight:  Small  investors  exit  near  market  bottoms,  and  they 
are  exiting  right  now  in  droves.  In  July  equity  mutual  fund 
redemptions  brought  the  two-  and  three-month  totals  to  all- 
time  records  or  near-records.  July  by  itself  was  the  second- 
biggest  month  ever  in  redemptions  as  a  percentage  of  fund 
assets,  exceeded  only  by  October  1987.  This  is  a  beautiful  form 
of  capitulation. 

Nine:  After  the  midterm  congressional  elections  next 
month,  we  soon  will  enter  the  sweet  spot  in  the  cycle  of  politics 
and  markets.  Almost  never  is  a  third  year  of  a  president's  term 
a  down  year.  The  last  time  it  liippened  was  1939,  and  then  the 
S&P  500  was  down  only  0.4%.  1  ho  median  third-year  return  of 
the  S&P  since  inception  is  22.8%.  Coming  right  up.  Beautiful. 

Ten:  The  long  bond's  price  has  been  rising.  This  is  basic  to 
new  bull  markets.  Reacting  to  the  bea  ■  market  rally  of  April 
through  June  2001 — a  sucker  n'ove  most  seers  mistook  for  I 
a  new  bull  market — my  June  1 1,  2001  coUnun  argued  for  I 
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the  S&P  500  was 
down  only  0.4%. 


staying  out,  detailing  why  for 
new  bull  market  you  need  thi 
long  bond  to  act  well.  Ditto  foi 
last  fall's  false  rally.  Now  Trea 
sury  bond  prices  are  stronj 
Yields,  that  is,  are  down.  Why 
this  key? 

Bonds  compete  in  the  capi- 
tal market  with  stocks,  and  inl 
this  market  a  bond's  yield  cor-| 
responds  to  what  is  called  thei 
earnings  yield  on  a  stock.  Thi 
earnings  yield  is  the  inverse  of  the  price/earnings  ratio.  A  P/E  of 
20,  for  example,  is  an  earnings  yield  of  5% — for  every  $100  you 
invest,  you  buy  $5  in  annual  corporate  earnings.  When  bond 
yields  fall,  the  prior  balance  between  earnings  and  bond  yields  is 
knocked  off  kilter,  pressuring  stock  prices  to  rise  to  return  thei 
balance.  As  the  Fed  creates  new  money  in  a  noninflationar 
world,  it  goes  first  to  the  fixed-income  market,  buying  bonds 
and  driving  bond  prices  up  and  yields  down.  It  then  rebound 
into  stocks,  driving  the  price  up  and  the  earnings  yield  down. 
Here  are  three  ways  to  participate  in  the  coming  bull  market; 
Occidental  Petroleum  (28,  OXY,  www.oxy.com)  has  underper-i 
formed  its  industry  for  years,  which  is  why  the  stock  is  cheap 
now.  With  rich  assets,  including  2  billion-plus  barrels  oi| 
reserves,  it  must  shape  up  or  be  taken  over  in  a  hostile  acquisi 
tion  financed  at  today's  low  interest  rates.  It  sells  for  90%  o: 
annual  revenue  and  4.6  times  cash  flow  (in  the  sense  of  ne' 
income  plus  depreciation). 

SeOing  at  a  pre-tech-bubble  price.  Computer  Sciences  Cori 
(30,  CSC,  www.csc.com)  is  well  run,  grows  at  respectable  if  no 
stunning  rates  and  has  a  near-limitless  long-term  future  ii 
computer- related  consulting  services.  It's  cheap  at  40%  of  rev 
enue,  12  times  earnings  and  3.9  times  cash  flow.  The  stocl 
should  be  trading  at  50. 

On  Wall  Street  itself,  why  buy  the  rest  when  you  can  get  thi 
best?  At  66,  down  from  133,  the  price  of  Goldman  Sachs  (CS 
www.gs.com)  suggests  that  the  market  thinks  it's  no  more  thai 
an  average  broker.  It  is,  in  fact,  the  world's  preeminent  invest 
ment  bank.  As  the  stock  market  rises,  Goldman  v^  too.  If  yoi 
don't  believe  me  that  the  market  will  rise  and  you  merely  wan 
to  make  a  quality  bet,  buy  Goldman  and  short  its  competitor 
For  every  $100,000  you  buy  of  Goldman,  short  $33,000  apiec 
of  the  shares  of  Bear  Stearns  (58,  BSC,  www.bearstearns.com 
Legg  Mason  (43,  LM,  www.leggmason.com)  and  Nomura  Secur 
ties  (12,  NMR,  www.nomura.co.jp). 


PVlfhpC    I  l^'""^"^  ^-  Fisher  is  a  Woodside.Calif.-based  money  manager. 
^JLIU_^<m<    I  Visit  his  home  page  at  www.forbes.com/fisher 
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CONSTRUCTION 


Consolidated  sales 


e  10.813m 


Full-year  2001:  €  20,473m 


Operating  income 


Full-year  2001:  €  876in 


Net  earnings 
tributable  to  the  Group . 


Full-year  2001:  €  344in 


Debt  /  Equity 


At  12/31/2001:  20% 
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A  further  sharp  rise  in  Group  earnings 

Excellent  results  at  Bouygues  Telecom 

Favorable  outlook 


Stronger  positions  in  its  Telecom  &  Media 
business  and  sale  of  Bouygues  Offshore 

During  the  first  half  of  2002,  the  Bouygues  Group 
strengthened  its  positions  in  its  Telecom  &  Media 
business.  Bouygues  owns  64.5%  of  its  subsidiary 
Bouygues  Telecom,  now  fully  consolidated. 
TF1  has  acquired  a  further  25%  of  TPS,  now 
proportionally  consolidated,  bringing  its 
interest  in  the  company  to  50%.  This  stake  will 
be  mcreased  to  66%  by  the  end  of  the  year 
During  the  same  period,  Bouygues  sold  its  stake 
in  Bouygues  Offshore  for  €  521  million. 

13%  increase  in  half-year  sales 

Sales  in  the  first  half  of  2002  rose  by  13%  to  €  10.8 
billion.  Like-on-like  the  increase  would  be  5%. 

All  the  Group's  business  areas 
reported  higher  sales: 


Bouygues  Telecom 

-H  13% 

TF1 

+  10%* 

Construction 

+    6% 

Saur 

-t-    1% 

Recurrent  sales  rose  by  1 5%  in  the  first  half  of 
2002  despite  a  proactive  sales  policy  in  the 
prepaid  segment:  shorter  card  validity  periods 
and  reduced  handset  subsidies  have  been  partly 
offset  by  highly  competitive  call  pricing. 
Bouygues  Telecom  has  significantly  increased  its 
share  of  the  contract  segment  to  24.2%  of  net 
additions  on  the  French  market,  compared  with 
18.2%  in  2001  (source  ART). 

Solid  financial  structure 

Stockholders'  equity  amounted  to  €  6  billion 
and  the  debt-to-equity  ratio  is  60%.  The 
Bouygues  Group's  net  debt  rose  from  €  1.1  billion 
at  31  December  2001  to  €  3.6  billion  at  30  June 
2002,  for  three  main  reasons:  the  increase  in 
the  Group's  stake  in  Bouygues  Telecom,  full 
consolidation  of  Bouygues  Telecom  compared 
with  54%  in  2001,  and  seasonal  variations  in 
the  Group's  cash  position,  which  is  traditionally 
at  Its  lowest  point  at  the  end  of  June. 

The  Board  ascertained  that  the  intangible  assets 
included  in  the  balance  sheet  continued  to  be 
valued  prudently.  It  was  also  told  that  Standard 
&  Poor's  has  confirmed  Bouygues'  credit  rating 
of  A- /Stable. 

Sales  forecasts  2002 


2001 


€  million 


2002      Change 
Forecast 


Telecom-Media  3,711 

Bouygues  Telecom  1,434 

Bouygues  Telecom  at  1 00%  2,670 

TF1  2,277 


5,520  +  49% 

2,950 

2,950  -I- 10% 

2,570  -I- 13% 


•  +  2%  like-on-like 

Net  earnings  attributable  to  the  Group: 
€465  million 

Net  earnings  attributable  to  the  Group  amounted 
to  €  465  million,  including  a  net  capital  gain  of 
€  338  million  on  the  sale  of  Bouygues  Offshore. 
Excluding  exceptional  capital  gains  in  each 
half-year,  net  earnings  rose  from  €  75  million  to 
€  127  million,  an  increase  of  69%.  The  45%  rise 
in  EBITDA  and  31%  rise  in  operating  income 
were  mainly  due  to  Bouygues  Telecom. 

Excellent  results  at  Bouygues  Telecom 

As  expected,  Bouygues  Telecom  moved  into  profit 
for  the  first  time,  reporting  net  earnings  of 
€  65  million  in  the  first  half  of  2002  {-€109  million 
in  the  first  six  months  of  2001).  EBITDA,  which 
amounted  to  €  415  million,  represents  32%  of 
recurrent  sales  {airtime  plus  roaming). 


Martin  Bouygues  -  Chairman  and  CEO  -  made  the  following  statement  to  the  Board  on  10  September  2002: 

"Despite  economic  uncertainties,  we  remain  confident  about  the  prospects  for  both  sales  and 
earnings  during  the  current  year.  Bouygues  is  a  diversified  group,  and  all  our  business  areas  are 
profitable  and  on  track  for  growth.  Due  to  our  prudent  strategies,  especially  In  the  media  and 
telecom  sectors,  we  have  a  solid  financial  structure  and  a  secure  platform  for  future  growth. " 

Click  here  for  Martin  Bouygues'  full  presentatiori  of  11  September  2002:  www.bouygues.com 
Investor  relations:  nimd^Jbouygues.com  /  amellor@bouygues.com 


Services  -  Saur 

2,487 

2,500 

+    1% 

CONSTRUaiON 

14,248 

14,007 

-    2% 

Other 

27 

33 

Total 

of  which  International 
Total  like-on-like 

20,473 

7,607 
21,520 

22,060 

7,090 
22,060 

-H    8% 
-    7% 
+   3% 
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Stncl(  Trends  By  Laszio  Birinyi  Jr. 

Signs 


THE  STOCK  MARKET  HAS  MADE  A  BOTTOM.  THAT'S  MY 
Story  and  I'm  sticking  to  it.  In  late  July  we  saw  low 
points  for  the  Dow  at  7702  and  the  S&P  500  at  797. 
Since  then  the  indexes  have  wobbled  up  and  back 
down  near  the  July  lows.  The  reason  I  think  we've 
seen  the  worst  is  that  the  market  has  discounted  the  bad  news 
that  has  occurred  (terrorism,  weak  profits,  Enron)  or  may  occur 
(more  terrorism,  war,  additional  bad  earnings).  Of  course,  my 
conclusion  is  a  leap  of  faith,  based  on  experience. 

This  prediction  has  absolutely  nothing  to  do  with  any  signs 
the  market  has  posted.  Anyone  who  tells  you  that  a  bottom — or 
any  other  turning  point  in  the 


Indicators  said  to 

show  tlie  market's 

bottom  are  plain 

silly.  Disregard  talk 

of  capitulations, 

advance/decline 

lines,  chartists' 

forecasts.  They 

don't  work. 


market  cycle — displays  cer- 
tain indicators  is  just  babbling 
nonsense.  Market  signs  are 
about  as  believable  as  the 
signs  in  Mel  Gibson's  corn- 
field. In  my  firm's  recently 
published  862-page  study  on 
the  technical  and  fundamen- 
tal characteristics  of  market 
cycles,  I  found  nothing  except 
inconsistencies  in  much- 
touted  signs  of  market  bot- 
toms (and  tops).  They  simply 
aren't  dependable.  Some  of 
these  alleged  indicators  were 
right  once,  some  right  but  too 
late  to  be  useful,  some  wrong. 

You'll  hear  a  lot  of  this 
poppycock  from  technical  analysts,  also  known  as  chartists, 
about  signs.  I  criticized  chartists  in  a  previous  column  {July  22) 
for  claiming  to  read  the  market  when  they  really  can't.  Because 
their  prophecies  are  increasingly  turning  up  lately,  let  me  add  a 
couple  more  thoughts. 

The  chartists  are  warning  of  a  further  correction  ahead.  But 
their  predictive  record  saps  their  credibility.  In  1990,  following 
the  Kuwait  invasion,  for  instance,  the  market  dropped  21%,  to  a 
low  of  2365.  Almost  to  the  day,  an  article  took  the  pulse  of  the 
technical  community:  "Analysts  Are  Reading  Their  Charts — 
And  Weeping,"  {Business  Week,  Oct.  8,  1990).  Well,  three 
months  later  tht  Dow  hit  2600.  In  December  1991:  3100. 

You'll  also  be  hearing  about  the  wonders  of  the 
advance/decline  line,  .i  rj .orite  chartist  tool  to  divine  underly- 
ing investor  sentiment,  (ir  s  a  cumulative  total  of  the  number  of 
stocks  going  up  each  day  i.Vmus  the  number  going  down.)  A 
rising  line  is  supposedly  a  bu'!;-b    ;-n,  and  a  declining  one,  a 


of  anything,  although  surely 
someone  will  soon  find  some 
portent  there.  Trouble  is,  this 
measurement  merely  tracks  the 
market  and  doesn't  get  out 
in  front  of  it.  In  seven  of  the 
last  eight  bear  markets  the 
advance/decline  line  bottomed 
on  the  same  day  as  the  market. 
Then  there's  the  capitula- 
tion theory,  embraced  by  manyi 
investors  far  beyond  the  techni 
cal  crowd.  The  theory  holds  that  bear  markets  come  to  an  end 
with  a  selling  climax,  which  acts  as  a  harbinger  of  new  bull  mar 
kets.  Then  sellers  are  exhausted,  the  reasoning  goes,  and  on!) 
buyers  are  left  standing. 

These  cataclysms,  though,  seldom  occur;  bear  markets  ofter 
end  with  a  whimper.  A  New  York  Times  story  on  Aug.  15,  1982 
reported  the  consensus  of  market  savants:  "The  long  bear  mar  i 
ket  seems  to  be  entering  its  final  phase.  The  end  could  be  vio  j 
lent."  Yet  the  market  had  already  bottomed  the  previou 
Wednesday  with  little  noise. 

You  want  a  real  sign  of  market  direction?  Right  now  it's  tha 
the  market  commentators  are  wrong,  just  as  they  were  ii 
August  1982.  Take  what  they  say,  as  reflected  in  the  press,  anc 
believe  the  opposite.  Several  big  down  days  recently  hav 
received  more  media  attention  than  similar  up  days.  Thi 
reflects  the  viewpoint  that  the  down  days  are  the  trend  while  th 
up  days  are  the  aberrations. 

While  I  think  we  have  bottomed,  I'm  also  not  optimisti 
that  we're  returning  to  the  magical  mystery  tour  of  the  lat 
1990s.  Without  a  powerful  bull  market  where  everyone  seems  t 
win,  you  still  can  be  scalped.  I  continue  to  be  concerne 
about  the  market  mechanisms.  Rule  changes — trading  afte 
hours  and  in  decimals,  particularly — are  better  for  the  pre 
than  for  individual  investors.  The  newest  innovation,  Nasdaq 
SuperMontage  trading  platform,  is  heralded  as  a  boon  for  ave 
age  investors  that  gives  them  better  vantages  on  pricing  mai 
ketwide.  Sure.  Remember  that  whenever  they  change  the  ruli 
in  Las  Vegas,  the  house  always  comes  out  ahead. 

The  market's  behavior  over  the  past  six  months,  since  its  la 
est  slide  beginning  in  March,  is  instructive  in  one  way,  howevt 
It  shows  me  which  stocks  have  held  up  well  in  adversity.  Thri 
have  accomplished  this  feat  well:  Bank  of  America  (62,  BAC),  Do 
Chemical  (29,  dow)  and  3iM  (117,  mmm).  On  the  risky  side,  take 
flier  on  Yalioo  (9,  YHOO).  The  Internet  concern  has  lost  half  i 
value  since  March.  But  Yahoo  has  the  goods  to  prevail. 


bearish  sign.  Right  now  the  i  ,  i  i     i  » ••    >  ■  ^       .„        7  ... 

,      ,         .  ,1  t'ST'CS       "-aszlo  BirinylJr.  IS  president  of  Birmyi  Associates,  a  Westport,  Conn. 

line  isn  t  showing  us  much  I  im^-..^..^,,-'  .^    \  Web  site:  www.lbirinyi.com.  Visit  his  home  page  at  wwvif.forbes.com/birinyi. 
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le  Tech  Museum  Awards 


Technology  Benefiting  Humanity,  presented  by  Applied  Materials,  Inc. 

not  about  glamour,  fashion,  or  celebrity.  It's  about  celebrating  the  exceptional  achievements  of  individuals 

0  have  changed  the  lives  of  ordinary  people  all  over  the  world.  Innovators  like  Dr.  Chaz  M.  Holder, 
3  developed  socketless  prosthetic  limbs  for  thousands  of  people  in  developing  countries.  In  attendance 

1  be  dignitaries  from  the  U.N.  Secretary  General's  office,  and  our  master  of  ceremonies,  NBC's  Brian 
lliams.  This  inspirational,  black-tie  gala  takes  place  on  November  7th,  2002.  Come  celebrate  this  year's 
inguished  -winners.  For  tickets  and  information,  visit  www.techawards.thetech.org  or  call  408-795-63M. 

Sponsored  by  NASDAQ,  Knight  Rldder,  Intel,  JP  Morgan/Chase,  Accenture. 
KPMG,  Celerity,  American  Airlines,  The  Mercury  News,  Nortel  Networks,  HP,  AT&T. 


TheTech" 

museum  of  Innovation 


Finanrial  Stratftgy  By  A.  Gary  Shilling 

Home  Sick 


SAD  THAT  YOUR  STOCK  PORTFOLIO  IS  IN  A  SHAMBLES? 
Glad  your  house  is  appreciating  rapidly?  Don't  be  too 
glad.  The  housing  boom  is  soon  to  go  bust.  And  the 
way  it  will  come  to  an  end  will  affect  everyone,  even 
affluent  homeowners. 
Most  people  don't  see  housing  as  overblown,  just  benefiting 
from  strong  demand.  They  don't  see  the  weakness  because  huge 
overbuilding  is  absent,  at  least  thus  far.  In  some  places  like  Cal- 
ifornia and  New  York,  builders  are  hamstrung  by  geographic 
and  zoning  limits,  and  elsewhere  they've  shown  restraint. 

Nevertheless,  this  is  a  classic  bubble.  You  know  that  when 
investors  believe  there's  no 
place  else  to  go.  The  same  ar- 
gument was  used  for  owning 
ridiculously  overpriced  stocks 
in  the  late  1990s.  Another 
indication:  Loads  of  folks 
are  aboard.  Home  ownership 
rates  for  people  under  25 
leaped  from  18%  in  1997  to 
23%  in  2001. 

Like  any  speculation,  the 
housing  bubble  feeds  on  itself 
Rising  prices  encourage  new 
buyers  to  rush  in  before  they 
go  even  higher.  And  higher 
prices  allow  homeowners  to 
use  their  accumulated  equity 
to  buy  costlier  homes.  Price 


The  now-strong 

housing  market  will 

hurt  in  the  coming 

second  recession. 

Those  who  got  easy 

mortgage  loans 

won't  be  able  to 

handle  them.  It  all 

will  ripple  upward. 


jumps  also  encourage  more 

leverage.  A  decade  ago,  the  home  equity  of  Americans  with 
mortgages  was  21%  of  their  abodes'  market  price;  continual 
refinancing  and  home  equity  lending  have  reduced  it  to  16%. 

You  can't  blame  people  for  getting  into  home  ownership. 
This  venture  is  just  so  darn  easy.  Cheap  money  (6%  for  a  fixed- 
rate,  30-year  mortgage)  is  one  factor.  Another  is  that  lenders 
have  dramatically  lowered  their  eligibility  standards.  Down  pay- 
ments for  first-time  home  buyers  now  average  3%,  down  from 
20%  a  decade  ago.  Fannie  Mae,  Freddie  Mac  and  other  govern- 
ment-sponsored lenders  are  striving  for  social  justice  by  buying 
mortgages  issued  to  low-income  homeowners  who  put  down 
3%  or  less. 

The  implosion  will  start  among  first-time  homebuyers  with 
few  other  assets.  They  support  the  whole  housing  market 
through  the  move-up  chain,  whose  links  are  tenuous.  Ralph 
Kramden  buys  a  small  tract  home  from  Al  Bundy,  who  moves  up 
to  purchase  Mike  Brady's  more  spacious  spiii-level,  which  Mike 
sells  to  resettle  his  bunch  in  the  McMansion  oi  Regi-  r>3jTP~  i^ 
nald  van  Gleason  III.  I  W £Orl>eS 


What  will  burst  the  bubble? 
Don't  look  for  the  usual  sus- 
pects— interest  rate  hikes  or 
overbuilding.  Look  instead  for  a 
second  recessionary  dip 
brought  on  by  wealth  losses  and 
pink  slips,  pressuring  con- 
sumers to  retrench.  When  the 
Ralphs  of  the  nation  are  laid  off, 
they  won't  be  able  to  make  the 
mortgage  payments  on  the 
homes  they've  bought  or  to  buy 
a  house  to  begin  with.  Then  the  bad  news  ripples  through  the 
move-up  market.  People  like  me  living  in  tony  Short  Hills,  N.^ 
really  do  need  to  think  about  home  sales  in  gritty  Newark. 

As  housing  demand  dries  up,  prices  wLU  fall  and  the  whole 
mechanism  will  work  in  reverse.  Those  with  big  leverage  will 
see  their  equity  wiped  out,  forcing  them  to  sell,  pushing  prices 
still  lower.  Up  to  now,  house  appreciation  has  been  offsetting 
stock  losses  for  many  people.  That  helpftil  phenomenon  wil 
then  be  history. 

As  already-rising  delinquency  rates  go  higher,  lenders  wil 
withdraw.  Bankers  are  reluctant  to  begin  widespread  foreclo 
sures,  a  p.r.  no-no,  yet  they  surely  will  no  longer  be  as  loose  with 
lending  as  they  are  today.  Also,  delinquent  mortgages  don't  pro- 
vide them  the  resources  for  additional  lending.  A  big  question  i; 
whether  Fannie's  and  Freddie's  losses  will  force  a  bailout,  a  grea 
fear  in  Washington  where  memories  of  the  S&L  debacle  a  decadt 
ago  are  still  vivid. 

House-price  drops  typically  lag  the  economy.  In  the  earb 
1990s  Los  Angeles  residential  real  estate  didn't  peak  until  tw( 
years  after  overall  business  topped  out,  and  then  single-famil' 
house  prices  fell  for  six  straight  years.  In  Houston,  during  th' 
oil-bust  1980s,  house  prices  dropped  for  five  years. 

Residential  prices  take  a  while  to  react  largely  because  th 
market  prices  of  people's  houses  are  not  available  daily  ti 
force  them  to  admit  that  their  property  has  declined  in  value 
Even  if  they  are  thinking  about  selling,  they  can  ignore  real 
ity  and  believe  that  their  neighborhood  is  temporarily  ou 
of  favor.  Or  they  have  a  lousy  real  estate  broker.  Or  it's  win 
ter  and  they  need  to  wait  for  spring. 

Don't  be  lulled  by  the  fact  that  housing  has  not  yet  been  h 
by  the  deflation  that  has  creamed  stocks.  There's  still  timi 
though,  to  join  us  in  shorting  conventional  home  builders.  Sun 
builders'  P/Es  are  relatively  low  and  the  big  ones  are  gainin 
market  share.  But  as  home  building  dries  up,  big  builders  wi 
inevitably  wither,  too.  My  firm  also  is  short  Fannie.  1 1 


I  A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  economic  consultants 
I  and  investment  advisers.  Visit  his  home  page  at  www.forbes.com/shilling. 


230     F    O    R    B    K   S   •  October  1 4, 2002 


T>ie  LMinate  Drive' 


Accelerate  the  cure  for  breast  cancer. 

You  drive  the  miles. 

BMW  donates  the  dollars. 


er  the  last  five  years,  BMW  has  donated  over  $5  million  to  the  Susan  G.  Komen  Breast  Cancer  Foundatidn.  Want 
i  cause?  When  The  Ultimate  Drive "  comes  to  your  area,  take  part.  For  every  mile  you  test  drive,  BMW  will  donate  $ 
)re  information  and  to  register,  call  1-877-4-A-DRIVE  or  visit  us  on-line  at  bmwusa.com. 
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Forbes.com 
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-Market  Open  at  10:00AM  (EST) 
-Midday  Update  at  1:00PM  (EST) 
-Afternoon  at  3:45PM  (EST) 
-Look  Ahead  at  5:1  5PM  (EST) 


Watch  "Business  View"  every  day  right  on  your 
desktop  on  the  Forbes.com  Video  Network. 

Tune  in  to  the  latest  market  and  business  news 
on  "Business  View"  featuring  four  daily  webcasts 
from  Forbes.com  financial  anchor  Tara  Murphy. 
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FORBES  GALLERIES,  NEW  YORK  CITY       •  OCTOBER  29,  2002 

COCKTAIL  RECEPTION 
5:30  PM  -  8:00  PM 


PARK  HYATT  CHICAGO 

BREAKFAST 

7:30  AM  -  10:00  AM 

RITZ-CARLTON  PALM  BEACH 

BREAKFAST 

7:30  AM  -  10:30  AM 

TOPICS  INCLUDE: 

•  Tax  Tricks  for  Investors 

•  Economic  Forecasts 

•  Where  to  Invest  Now 

•  Is  the  Tech  Slide  Over? 

•  Getting  the  Straight  Scoop 

•  For  Generations  to  Come 

•  Keeping  More  of  Your  Money 


•  OCTOBER  31,  2002 

•  NOVEMBER  14,  2002 

TO  REGISTER  CONTACT: 

Amanda  Feszchur 

Phone:  212  367  3521 

Fax:  212  367  3514 

E-mail:  afeszchur@forbes.com 


Forbes 


INVESTOR 
SEMINAR 


Amid  a  significant  shortage  of  patients,  getting  into  a  trial  for  a  new  drug  is  easier  than  ever 
before.  Here's  how  to  go  about  picking  the  right  one.  by  robert  langreth 


WHEN  JANE  NICHOLS  HAD  SURGERY  TO  REMOVE 
a  large  tumor  from  her  colon  in  1999,  she  vowed  to 
do  everything  possible  to  stop  the  cancer  from 
coming  back.  So  she  jumped  at  the  chance  to  join 
a  clinical  trial  at  New  York's  Memorial  Sloan-Ket- 
tering  six  weeks  after  her  operation.  The  trial  tested  a  new  chemo 
combination  aimed  at  mopping  up  remaining  tumor  cells  bv  giv- 
ing patients  the  two  drugs  in  wide  use  and  adding  a  third,  Phar- 
macia's Camptosar.  Today  Nichols,  who  owns  a  small  vodka  mar- 
keter in  Watermill,  N.Y.,  remains  cancer  free.  And  while  tlie  results 
of  her  trial  aren't  out,  she  wouldn't  hesitate  to  join  another  if  she 
relapsed.  "I  felt  like  I  was  being  watched  like  a  hawk,"  she  says. 
Drug  trials  offer  an  extra  chance — ewn  il  it's  a  long  shot  - 
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to  patients  with  cancer  or  other  serious  diseases  who  are  dissat 
isfied  with  their  treatment  options.  Patients  can  choose  amon; 
more  experimental  trials  than  ever  before.  Some  7,000  clinic? 
trials  are  underway,  up  from  4,500  ten  years  ago.  Researcher  ijjli 
struggle  with  a  shortage  of  patients  in  some  fields;  an  estimate 
86%  of  trials  run  behind  schedule  because  they  can't  sign  u 
enough  patients.  Only  5%  to  10%  of  cancer  patients  ever  join 
trial,  half  as  many  as  drugmakers  need.  That  makes  it  pretty  eas 
to  get  into  a  clinical  test,  if  you  meet  the  enrollment  criteria. 

The  Internet  has  made  sleuthing  out  trials  ever  easier.  Som 
commercial  Web  sites  list  trials  and  receive  a  referral  fee  of  up  t  jai, 
$1,000  when  they  find  a  patient  for  a  company  trial.  Large  acac  l( 
emic  centers,  such  as  M.D.  Anderson  Cancer  Center  in  Houstoi  ^ 


>ually  post  their  trials  on  the  Internet  as  well. 

But  choosing  the  right  trial  is  a  far  more  difficult  pursuit,  and 
?ople  don't  always  realize  what  they  are  getting  into.  One  re- 
rnt  survey  published  in  the  journal  Lancet  found  that  only  30% 
f  205  cancer  patients  in  trials  realized  they  were  dealing  with 
nproven  treatments.  The  best  advice:  Arm  yourself  with  infor- 
lation,  and  ply  the  same  savvy,  hard-nosed  consumer  approach 
)u  would  use  if  vou  were  buving  a  car. 

The  first  hurdle:  figuring  out  which  trial  to  join.  Some  patients 
aroll  in  the  first  trial  they  hear  about  instead  of  shopping  around, 
octors  at  any  one  hospital  may  be  biased  toward  their  particu- 
r  research  focus,  or  may  be  unaware  of  other  studies,  notes  Cen- 
rWatch  Chief  Executive  Kenneth  Getz,  who  has  written  a  con- 
imer  guide  to  trials  called  Informed  Consent.  You  must  do  the 
igging  yourself  It's  a  good  idea  to  find  a  smart  ft'iend  or  relative 
» help  you,  as  the  shock  of  being  diagnosed  with  a  dread  disease 
\n  make  it  hard  to  think  straight.  Also,  before  turning  to  a  trial, 
lake  sure  you  have  exhausted,  or  at  least  considered,  all  the  con- 
;ntional  treatment  options — and  not  just  the  ones  your  longtime 
hysician  has  told  you  about.  The  U.S.  government  site  at 
■ww.cancer.gov  offers  a  detailed  summary  of 
dsting  treatment  options  for  each  type  of 
incer  and  supporting  data. 

Next,  make  a  sober  judgment  about  your 
)lerance  for  risk.  A  newfangled  drug  may 
ive  your  life,  but  it  also  is  riskier  than  stan- 
ard  therapy.  Early  this  year  Elan  halted  tests 
f  its  widely  ballyhooed  Alzheimer's  vaccine 
lier  the  treatment  was  linked  to  brain  in- 
animation in  15  of  360  patients.  Overall,  1 
1  30  trial  patients  suffers  a  serious  reaction 
)  a  test  drug;  1  in  10,000  dies,  says  Center- 
k'atch,  which  monitors  trials. 

Most  patients  join  trials  to  help  them- 
rlves,  but  they  must  be  mindful  of  the  real 
genda:  improving  treatments  for  future 
enerations.  Drugs  are  tested  in  three  con- 
;cutive  stages,  or  phases,  and  only  20%  of 
rugs  that  enter  trials  make  it  to  market. 

If  you  are  seriously  ill,  don't  bother  with  a 
base  1  trial,  except  as  a  last  resort.  Early-stage 
rsts  contain  a  few  dozen  patients  and  evalu- 
te  only  whether  a  drug  is  safe  enough  to  test 
n  a  larger  number  of  people.  Your  odds  of 
enefiting  are  extremely  low  because  Phase  I 
ials  typically  start  with  tiny  doses.  Phase  II 
nd  Phase  III  trials,  which  examine  both 
ifety  and  effectiveness  in  ever-larger  num- 
ers  of  patients,  offer  a  better  chance  for  ben- 
fit.  By  the  time  a  drug  gets  to  Phase  III,  the 
kelihood  of  its  being  effective  has  risen  to 
bout  75%.  The  catch?  Most  large,  late-stage 
•ials  are  "double-blinded,"  meaning  neither 
le  patients  nor  the  treating  doctors  know 
'ho  is  getting  the  new  drug  and  who  is  get- 


Trolling  for  Trials 

Finding  trials  scattered  across  the 
country  used  to  be  difficult,  but  the 
Internet  makes  it  easier  Here  are  a 
few  of  the  better  Web  .sites  to  visit. 


www.clinicaJtrial8.gQY 

Government-maintained  compendium 
details  6,600  government  and  industry 
trials.  Drug  companies  were  required  to 
start  listing  their  major  trials  on  this  site 
last  spring,  but  some  companies  make  it 
hard  by  posting  trials  anonymously.  Does 
not  include  many  early-stage  trials. 


Broad  listing  of  commercial  and  academic 
trials.  Also  allows  you  to  search  for  results 
of  recent  trials. 


Cancer  only.  Useful  feature  lets  you  search 
for  trials  near  you. 


You  need  to  know  what  the  existing 
treatments  are  before  deciding  on  a  trial. 
National  Cancer  Institute  site  contains 
detailed  data  on  treatment  options  and 
prognosis  for  specific  types  of  cancer,  as 
well  as  info  on  government  trials. 


Want  to  know  more  about  an  obscure  experi- 
mental drug?  This  federal  database  has  ab- 
stracts of  everything  that  has  been  published 
in  the  medical  literature. 


ting  standard  treatment  (or  a  placebo)  until  after  the  trial  ends. 
Ask  about  the  scientific  rationale  behind  the  test  and  the  potential 
benefits  and  side  effects.  Caregivers  are  ethically  obliged  to  reveal 
what  they  have  seen,  even  data  that  aren't  public. 

Look  for  trials  that  offer  a  shot  at  a  big  advance,  not  just  another 
slight  variation  on  a  theme.  "There  should  be  some  reason  to 
believe  that  society  wUl  benefit,  even  if  you  don't,"  says  Peter 
Lurie  of  consumer  group  Public  Citizen. 

A  trial's  size  hints  at  researchers'  expectations.  If  a  trial  exam- 
ining whether  a  new  cancer  drug  boosts  survival  times  contains 
only  a  few  hundred  patients,  the  small  size  may  indicate  that  doc- 
tors hope  to  see  a  relatively  large  benefit,  says  Lawrence  Meinert, 
a  senior  vice  president  at  Covance,  which  runs  trials  for  drug 
firms.  But  if  the  trial  includes  thousands  of  people  in  each  group, 
it  could  mean  researchers  expect  only  a  small  difference  in  survival 
rates.  Ask  whether  the  results,  good  or  bad,  will  be  published  or 
presented  in  a  scientific  forum.  In  some  cases  biotech  firms  have 
run  studies  and  withheld  data  when  the  results  disappointed. 

Be  aware  of  the  potential  for  financial  conflicts  of  interest.  Most 
trials  today  are  done  by  doctors  in  private  practice,  and  more  uni- 
versity researchers  now  have  ties  to  industry,  hi 
one  widely  publicized  case,  a  young  man  fi-om 
Arizona  with  a  rare  liver  disease  died  in  a  sud- 
den reaction  to  an  experiinental  gene  therapy 
at  the  University  of  Pennsylvania.  The  lead  re- 
searcher had  a  financial  stake  in  a  startup  with 
rights  to  the  technology,  A  government  inves- 
tigation later  found  that  the  researchers  failed 
to  fully  report  side  effects.  Ask  about  your  doc- 
tor's financial  stake  in  the  trial  and  avoid  trials 
where  you  can't  get  a  straight  answer.  Consult 
a  doctor  uninvolved  in  the  trial. 

Be  persistent.  Trials  for  a  promising  experi- 
mental drug  often  are  full.  Drug  firms  often 
conduct  several  related  trials  at  once,  and  ri- 
vals are  likely  to  be  testing  similar  drugs. 
Well-connected  doctors  can  sometimes  prod 
a  firm  to  add  a  few  patients  to  a  trial  or  treat 
them  outside  of  it.  If  all  else  fails,  lobbying  a 
company  directly  often  works. 

Three  years  ago  Suzan  McNamara  of 
Montreal  was  running  out  of  options  to  treat 
her  leukemia  when  she  heard  about  Novar- 
tis'  then-experimental  drug  Gleevec,  which 
showed  great  promise  in  early  testing.  But 
existing  trials  were  full  and  new  ones  weren't 
set  to  begin  for  sbc  months  or  more.  Desper- 
ate, she  went  on  the  Internet  and  collected 
500  patients'  signatures  for  a  petition  de- 
manding faster  access,  and  mailed  it  to  Chief 
Executive  Daniel  Vasella  in  October  1999. 
Novartis  agreed  to  expand  the  trials,  and  Mc- 
Namara started  taking  the  drug  in  January 
2000.  Within  weeks  she  felt  better;  she  re- 
mains in  fiill  remission.  F 
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Rally  Round  the  Hood,  Boys 

Yellowknife,  here  we  come— at  30mph!  Canada's 
Mean  5000  pits  racers  against  wild  roads  and  wilder  critters. 

BY  JONATHAN  FAHEY  AND  MICHAEL  MAIELLO 


y 


iss  UST  OUTSIDE  THE  PLUCKY  MINING  TOWN  OF 

Whitehorse,  the  riverside  capital  of  Canada's  Yukon 
Territory,  we  sat  in  a  gunmetal  gray  Volvo  on  a 
quiet  dirt  road  in  a  line  of  sticker-clad  rally  cars, 

J  staring  at  the  small  digital  clock  we'd  duct-taped  to 
our  dashboard.  At  9:10  (and  zero  seconds)  a.m.  we 
would  begin  accelerating  to  26  miles  per  hour.  We 
hardly  breathed.  Never  had  we  experienced  such  palpable  ten- 
sion at  the  prospect  of  driving  so  slow  we  couldn't  get  ticketed 
in  a  school  zone. 

But  we  were  being  judged.  As  entrants  in  the  2002  Alcan  5000 
Rally  we  were  expected  to  follow  the  instructions  in  our  30-page 
route  book  unerringly.  If  it  said  to  go  26mph  over  a  gravel  road 
with  unexpected  90-degree  turns,  that's  what  we  had  to  do.  If  it 
said  drive  40mph,  even  through  fog  so  thick  we  couldn't  see 
more  than  5  feet  in  front  of  the  car,  then  we'd  just  have  to  pull 
into  the  opposing  lane,  completely  blind  to  oncoming  traffic,  to 
pass  a  doddering  recreational  vehicle. 

This  was  the  competitive  side  of  the  Alcan,  one  of  the  longest 
road  rallies  in  the  hemisphere,  and  one  of  the  most  remote.  (For 
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more  on  rallying,  visit  forbes.com/alcan5000.)  The  rally's 
founder  and  organizer,  Jerry  W.  Hines  (in  civilian  life,  a  database 
administrator),  designed  it  to  hark  back  to  the  first  rallies  of  the 
automobile  age,  when  caravans  of  drivers  would  take  off  to  far- 
flung  places  and  stage  competitions  on  the  way. 

This  summer's  Alcan  course  stretched  4,200  miles  through 
western  Canada  and  Alaska.  The  biennial  rally  alternates  between 
summer  and  winter  but  will  celebrate  its  20-year  anniversary  in 
2004  with  a  double  slate:  in  summer  and  winter.  It's  a  grown-up 
road  trip  for  teams  of  two.  Cost:  $2,500  per  pair  (for  hotels  and  the 
costs  of  the  officials),  plus  gas  and  wear  and  tear  on  wheels.  Most 
participants  drove  their  own  commuting  cars,  though  a  few 
tempted  the  damage-waiver  demons  by  driving  rentals. 

The  route,  not  just  the  pulse-quickening  competition,  is  the 
draw.  "We  signed  up  for  our  first  Alcan  thinking  it  was  just  an  ad- 
venture," says  Robert  Dunn,  a  30-year-old  programmer  from 
Seattle.  The  same  held  true  for  such  seasoned  participants  as  Larry 
C.  Richardson,  63,  of  Costa  Mesa,  Calif,  who  has  been  rallying 
since  1960.  "The  Alcan  takes  you  places  you'd  never  be  other- 
wise," he  says.  What  a  perfect  excuse  to  visit  the  northern-lights 


nty  of  Yellowknife,  4  degrees  below  the  Arctic  Circle  and  capital 
jf  the  Northwest  Territories — a  province  nearly  twice  the  area  of 
Texas  and  one-five-hundredth  its  population. 

The  route  did  not  disappoint.  Every  day  for  nine  days,  16 
::ars  and  8  motorcycles  departed  from  one  sleepy  town,  aimed 
heir  axles  at  another,  some  600  miles  away,  and  drove.  These 
ong  "transit"  sections  are  not  timed,  and  there  was  plenty  of 
room  to  stop  on  the  way  and  gawk  at  glaciers,  caribou,  bison 
ind  bears,  to  take  a  dip  in  hot  springs  or  to  sit  down  to  a  greasy 
unch,  the  only  kind  available  at  this  latitude. 

Every  day,  and  sometimes  twice  a  day,  we'd  pull  off  on  the 
3utskirts  of  a  town  and  rally  for  45  minutes  or  so  on  roads 
selected  by  Mines  and  his  14  umpires.  These  volunteers  get  free 
edging  and  $500  each  for  gas.  The  2002  run  took  in  $60,000, 


advice  like,  "Try  going  a  little  slower  for  a  while,"  invariably  fol- 
lowed seconds  later  by,  "Maybe  you  should  speed  up." 

All  the  courses  seemed  simple  enough  in  the  route  book — 
drive  at  26mph  until  you  reach  a  sign  that  says  "Long  Lake 
3.2km,"  then  speed  up  to  30mph  for  a  mOe  and  a  half  We  spent 
our  evenings  translating  the  speed  and  distance  instructions  into 
arrival  times  so  the  navigator  could  say  to  the  driver,  "Sign  in 
five,  four,  three,  two. . . .  Right  on!"  That  was  all  theory.  But  real- 
ity is  fraught  with  unforeseen  obstacles  like  forklifts,  lumber 
trucks  and  stray  puppies.  Thanks  to  such  wild  cards,  we  drove 
white-knuckled  though  some  sections. 

So-called  seat-of-the-pants  entrants,  who  don't  use  comput- 
ers, are  placed  in  a  different  class.  We  finished  a  respectable  third 
among  the  eight  computerless  cars,  and  sixth  overall.  We  even 


"•Nfew  jersey Viloll' . 
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Road  scholars:  Traversing  the  4,200 

miles  involves  a  little  math  and  lots  of  not   quite  enough   to 

patience.  It's  tough  to  beat  the  views  cancel   out   the    1998 

and  the  wildlife  (from  bugs  to  bison).  deficit 

Subarus  made  headlines— one  in  r     H        II   ' 

a  ditch,  the  other  at  the  finish  line.  '^     ° 

more  scavenger  hunt 

than  race.  Cars  are  scored  on  how  precisely  they  follow  instruc- 
tions. The  officials,  hidden  along  the  timed  sections,  know 
[exactly  when  each  numbered  rally  car  should  pass  by  certain 
points.  If  a  car  passes  one  second  too  early  or  too  late,  it  is  given 
pne  penalty  point.  Nine  days,  14  sections  and  100  or  so  check- 
points later,  the  car  with  the  fewest  penalty  points  wins. 
I  The  victor,  a  Subaru  driven  by  50-year-old  Gary  Webb  of 
Mechanic  Falls,  Me.,  employed  an  onboard  computer  that  cal- 
culated his  speed,  time  and  distance  to  three  decimals.  When 
Webb  lost  speed  on  a  turn,  or  had  to  speed  up  to  pass  a  truck,  his 
computer  told  him  how  fast  he  had  to  go  in  order  to  reach  the 
checkpoints  at  the  right  times. 

We  rehed  on  pencils,  paper,  a  calculator  and  a  ten-year-old 
RadioShack  timer.  When  the  driver  feU  off-track,  the  naviga- 
tor— whoever  wasn't  driving  just  then — would  offer  useless 


edged  out  computerized  cars  on  two  sections. 

The  Alcan  5000  isn't  exactly  perUous,  but  there  are  plenty  of 
long,  tough  roads,  and  in  Canada,  a  road  needn't  be  paved  to  be 
called  a  highway.  One  car  didn't  finish:  A  Subaru  spun  out  and 
flipped  into  a  ditch  during  a  350-mile  dirt-road  transit  between 
timed  events.  The  occupants  escaped  with  cuts  and  bruises,  but 
minor  injuries  don't  seem  quite  so  minor  when  the  nearest  hospital 
is  400  miles  away. 

Fortunately,  the  caravan  itself  provides  safety  and  compan- 
ionship. Running  into  fellow  ralliers  at  gas  stations  and  hotel  bars 
creates  the  illusion  of  traveling  in  a  time  capsule.  There's  a  cama- 
raderie born  fi"om  being  disconnected  from  the  rest  of  the  world. 
Only  the  rally  matters.  The  local  papers  didn't  say  much  about 
Iraq,  but  one  article  listed  every  check  cashed  by  the  town  gov- 
ernment and  another  one  carried  a  halibut  length-to-weight  table. 

On  the  rally,  folks  you  didn't  know  a  week  ago  will  call  your 
hotel  room  at  1  a.m.  because  they  know  how  much  you  want  to 
see  the  northern  lights  and  are  afraid  you'll  sleep  through  it. 
Nearly  as  thrilling  as  new  friendships:  coating  your  car  with 
mud  from  a  windy  gravel  road  in  the  middle  of  nowhere.        F 


FORBES-   October  14,  2002      237 


FORBES  LIFE    SHOPPING  APy^EIJIURES- 


Welcome  to  the  Casbah 

Looking  for  an  exotic  sofa?  You've  come  to  the  right  place.  Bring  cunning,  though-and  cash 

BY  DYAN  MACHAN 


THE  LOWEST  DREGS  OF  TODAY'S 
popular  "North  African  look" — 
crude  iron  lamps  and  sconces, 
jewelry  with  plastic  stones,  ham-handedly 
hewn  tables — can  be  had  cheaply  and 
easily  enough  at  the  nearest  mall.  For  the 
good  stuff,  though,  you'll  have  to  hop  a 
plane  to  Marrakech.  To  haggle,  fend  off 
venal  guides  and  maybe  part  with  some 
real  money.  You'll  also  need  to  drink  lots 
of  mint  tea — it's  one  currency  of  negotia- 
on  and  it  helps  you  stay  awake. 
What's  your  payoff?  The  expression  of 
envy  mingled  with  disbelief  that  will 
cloud  friends'  faces  when  they  come  into 
your  home  and  see  wonders  not  stocked 
at  Ottomans  "R"  Us:  a  mother-of-pearl 
and  camel-bone  dresser  ($2,100),  a  100- 
year-old  hand-painted  wedding  chest 


($600),  or,  most  outrageous  of  all,  a  char- 
treuse-and-pink  leather  footstool — with 
fur  accents  ($100).  In  Morocco  a  little 
shrewdness  and  planning  (plus  a  plump 
wallet)  will  net  you  dazzling  works  of  art 
in  textiles,  furniture  and  pottery,  in 
leather,  silk  and  bone. 

We  made  the  trip  ourselves  recently 
and  returned  laden  with  treasures  and 
advice.  Tip  number  one:  Don't  use  a 
guide.  Or  rather,  use  one  sparingly.  Every 
concierge  will  tell  you  it's  impossible  to 
negotiate  without  a  guide,  but  the  reverse 
is  true:  It's  impossible  with  one.  Under  a 
kickback  system  as  crooked  as  Mar- 
rakech's  streets,  guides  will  take  you  only 
to  merchants  from  whom  they  them- 
selves can  get  the  fattest  tips.  These  may 
not  be  the  shops  you  need  to  visit. 


We  found  this  out  the  hard  way,  aftei 
having  booked  our  trip  through  a  Seatth 
travel  service,  Auto  Venture,  whose  pack 
age  included  car,  driver  and  guide.  W( 
paid  $1,286  for  two  half-days  of  shoppins 
and  driving  around  Morocco. 

Our  guide  charmed  us  at  first.  He  gav.i 
us  free  botded  water,  a  free  cell  phone  anc| 
a  complimentary  lunch.  But  in  Marrakech 
as  in  Duluth,  there  is  no  free  lunch.  Whei 
he  refused  to  take  us  where  our  researcl 
told  us  the  finest  goods  were  sold 
we  canned  him.  (For  sources  of  informa 
tion  on  shopping  in  Morocco,  visi 
www.forbes.com/morocco. ) 

Going  guideless,  however,  creates  it 
own  problem:  a  constant  barrage  of  mei 
begging  to  be  hired.  So,  when  we  foum 
one  willing  to  take  orders,  we  retaine( 
him — purely  as  a  guide-repel 
lent — for  $5  an  hour. 

Marrakech  and  Fez  (a  five 
hour  drive  apart)  were  ou 
destinations,  being  centers  fo 
the  handicraft  trade.  If  yo 
consider  them  as  beehive; 
their  honey  lies  in  littl 
combs — tiny  shops  calle 
souks — located  inside  th 
medina  (or  old  city)  of  bot 
towns.  Here  rug-weavins 
ironworking,  woodcarvin 
and  other  trades  thrive  in  wa) 
barely  changed  since  Andak 
sian  refugees  introduced  thei 
more  than  400  years  ago. 

When  deciding  what  t 
buy,  we  used  the  "Zip  Coc 
Test" — a  strategy  designed  l 
save  you  from  buying  som< 
thing  that  looks  fabulous  in  i 
native  setting  but  may  look  al 
surd  in,  say,  Scarsdale,  N. 
When  New  York  art  collect( 
Yvonne  Force  Villareal,  wh 
was  along  on  this  shoppir 
trip  (and  whose  fashion  sen 
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has  repeatedly  landed  her  in  Vogue),  found 
goat-fur  slippers  that  fit  her  "code,"  she 
bought  nine  pairs — for  $20  each. 

Keep  in  mind  that  shopkeepers  are 
doing  their  own  version  of  this  test,  guess- 
ing how  much  you  can  pay  based  on 
where  they  think  you're  from.  If  you  speak 
a  language  other  than  English,  speak  it, 
since  they  regard  all  Anglos  as  spend- 
thrifts. Also  try  to  sidestep  the  seemingly 
polite  question,  "Where  you  are  staying?" 


Giving  the  name  of  a  great  hotel  like  La 
Mamounia  (see  box)  will  only  move  you 
into  a  higher  bracket.  Make  sure,  too,  that 
your  guide  is  absent,  so  he  cannot  divulge 
(in  Arabic)  information  you'd  rather  not 
disclose. 

Once  you've  assembled  the  items  you 
want,  find  out  the  inflated  starting  price 
and  pout;  or,  if  that's  not  your  style, 
express  disappointment,  and  explain  you 
couldn't  possibly  pay  more  than  one- 


Sleep  Where  Churchill  Slept 

IT'S  HARD  TO  IMAGINE  ONE  OF  THE  GREATEST 
military  leaders  of  all  time  brooking  so 
much  chintz.  But  Winston  Churchill 
found  his  terraced,  three-room  suite  at  the 
Hotel  La  Mamounia  in  Marrakech  "one  of 
the  best  I  have  ever  used."  He  didn't  mean  in 
Morocco.  He  meant  in  the  world. 

Of  course,  the  man  who  made  famous 
the  term  Iron  Curtain  had  his  soft  side,  too. 
After  discovering  the  hotel  on  a  driving  tour 
in  the  1930s,  Churchill  spent  many  winter 
months  during  and  after  the  war  in  his 
favorite  suite.  "The  most  lovely  spot  in  the 
whole  world,"  he  told  FDR,  when  the  Presi- 
dent visited  him  here  in  1943.  He  was  such  a  regular  that  the  Moorish/art  deco- 
style  hotel  had  a  suite  made  up  English-style— cherrywood  paneling,  Chesterfield 
furniture  and,  of  course,  all  that  chintz. 

For  $1,500  a  night  in  high  season,  you  can  sleep  in  the  reconstructed 
room— scotch  and  cigars  not  included.  (Churchill  had  private  stocks  shipped 
in,  ahead  of  visits.)  Room  service  being  capable,  however,  you  too  can  tipple 
in  the  morning  and  stay  under  the  covers  until  noon— as  the  great  man  him- 
self was  wont  to  do.  A  favorite  Churchill  pastime  was  painting  the  view  of  La 
Mamounia's  20-acre  gardens.  "I  have  a  large  balcony  12  feet  deep,  looking  out 
on  a  truly  remarkable  panorama  . .  of  orange  trees  and  olives,"  Churchill  wrote 

wife  Clementine  in  1935. 

The  suite  includes 
dozens  of  Churchill  photos, 
plus  replicas  of  his  hat  and 
umbrella.  There  is  an  unfin- 
ished original  painting  by 
him  of  his  garden  view.  It's 
all  very  comfortable,  but 
feels  a  bit  like  a  museum. 
We  found  ourselves  longing 
for  some  livelier  reminder  of 
fhe  man— a  whift  of  old 
cigar  smoke,  or  the  discov- 
ery of  a  rusty  brandy  glass 
beneaft  ;hebed.         —DM 
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quarter  to  one-third  as  much.  Expect  ; 
counteroffer.  If  there  isn't  one,  walk. 

Usually,  an  arm  will  be  slung  arounc 
your  shoulder,  and  a  real  effort  will  bi 
made  to  reach  common  ground:  "Excust 
me,  Madame,  I  will  make  you  a  very  gooc 
price!"  Mint  tea  (a  courtesy  accordec 
only  serious  shoppers)  will  be  offered— 
or  maybe  more:  After  we  had  proved  ou 
mettle  at  one  antique  store  in  Marrakech 
the  owner  whipped  out  a  lemony  and  fra 
grant  beef  stew. 

Being  guideless  but  not  guileless,  W' 
scored  bargains.  Prices  for  kilims,  th 
richly  colored,  lightweight  rugs  of  the  no 
madic  tradition,  currendy  are  at  a  20-yea 
low  for  collector-quality  pieces.  Older  one 
can  be  had  for  a  few  thousand  dollar; 
Newer  ones  cost  several  hundred.  W' 
snapped  up  a  new  6-by-9-foot  beaut} 
faded  to  look  old,  for  $500.  A  good  plac 
to  buy  the  older  ones  is  in  Fez,  at  Au  Mei 
veiUes  du  Tapis,  housed  in  a  19th-centur 
mosaic-walled  palace.  While  it  is  a  gov 
ernment-sponsored  store,  you  can  sti 
bargain  down  10%  to  20%. 

In  Marrakech  we  went  to  Beldi,  a  jew( 
of  a  litde  shop  filled  with  exquisite  piUo- 
covers  and  raw  silk  caftans.  While  prict 
seem  steep — $500  for  a  quilted  silk  be 
covering— they'd  be  double  in  the  U.S.  / 
Caverne  de  Tissage  hand-loomed  silk  tabk 
cloths  in  beautiful  stripes  were  priced 
$200  each.  We  subjected  them  not  only  t 
the  Zip  Code  Test  but  to  the  more  rigo 
ous  Anne  Bass  Test:  Could  we  imagine  tf 
multimillionaire  Texan  daintQy  holding  hi 
fork  over  the  lovely  purple  fabric?  V^ 
could.  So  we  hammered  down  the  price  l 
$65  and  bought  six.  At  Al  Badii  we  bougi 
two  oversize  brass  candlesticks  ($210),  pli 
the  old  chest  and  the  amazing  mother-o 
pearl  dresser  described  above.  Simil; 
items,  were  they  available  in  the  U.S.,  wou 
have  cost  many  thousands  more. 

They're  not  available,  though,  ar 
that's  the  point:  Morocco  is  a  storehou 
of  rare  furnishings  you  can't  find 
home.  When  at  last  we  stumbled  aero 
our  much -beloved  and  exquisitely  wei: 
footstool — the  chartreuse-and-pit 
leather  job  trimmed  in  fur — its  mak 
asked  $100.  We  paid  $100.  It  seem« 
wrong  to  quibble  with  an  artist  who  hi 
given  birth  to  something  so  . . .  unique. 
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Monday  -  Friday: 

Market  rally. 
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Saturday  -  Sunday: 

Final  rally. 
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Watch  CNBC  this  weekend  as  SENIOR  PGA  TOUR  stars  Hale  Irwin,  Tom  Kite 
and  others  vie  for  the  prestigious  Charles  Schwab  Cup  and  the  one 
million  dollar  prize.  The  race  is  tight  and  the  pressure  is  mounting  as  the 
season  draws  to  a  close.  If  you  think  the  action  is  intense  Monday 
through  Friday,  just  wait  until  the  weekend. 


Winner  receives  a  tax-deferred  annuity  that  pays  one  miltio'n  dollars  over  10  years. 
For  more  information  on  the  Charles  Schwab  Cup,  go  to  charlesschwabcup.pgatour.com 


?TLE    BAY    CHAHPIONSHIP    OCT.    M-b    •    THE    NAPA    CHAtlPIONSHIP    presented  by  beringer  vineyards    OCT-    11-13 


SBC  CHAMPIONSHIP  OCT-  Ifl-EO  •  SENIOR  TOUR  CHAnPIONSHIP  AT  GAILLARDIA  OCT-  E4-27 


Little-known  newsletter 
beats  the  S&P500  by  471%! 


A  little-known  newsletter,  using  a  live  porttolio  of  actual 
stock  trades,  has  beaten  the  S&P500  five-fold  during  the 
last  25  years. 

Founder  Al  Frank  started  with  an  $8,000  portfolio.  Now, 
25  years  later,  that  portfolio  is  worth  $803,051.00  —  even 
after  withdrawals. 


By  John  Buckingham,  Editor 

Our  little-known  newsletter.  The  Prudent 
Speculator,  has  been  ranked  #1  for  total  return 
performance  by  The  Hulbert  Financial  Digest 
for  the  past  10-  and  20-year  periods.  We've 
made  an  average  annual  return  of  21% 
for  the  past  25  years.  That's  471%  better  than 
the  S&P500! 

Now  we've  joined  forces  with  Forbes 
to  bring  The  Prudent  Speculator  to  investors 
like  you  who  want  a  steady,  reliable  return 
on  their  money. 

Unlike  many  newsletters.  The  Prudent 
Speculator  actually  buys  the  stocks  we  recom- 
mend. Our  Roper  Corporation  recommendation 
made  a  profit  of  +47%  a  year  -  for  more  than 
8  years.  When  we  cashed  that  one  in,  we  had 
a  total  gain  of  +2173%.  Oxford  Industries 
yielded  +907.9%. 

The  Hidden  Bull  Market 

These  stocks  are  all  part  of  a  "hidden  bull" 
market  99.99%  of  investors  don't  know  about. 
On  the  worst  days,  when  market  indexes 
plummet  like  stones,  there  are  always  stocks 
that  go  up.  Those  "hidden  bull"  stocks  are  the 
issues  we  target. 

The  stocks  we  pick  are  wildly  under- 
valued, according  to  our  calculations.  Most  of 
them  have  been  badly  beaten  up  by  panicky 
investors.  We  take  advantage  of  their  fear.  The 
best  time  to  buy  is  when  stocks  are  inexpensive. 
But  most  people  are  afraid  of  low-cost  stocks 
that  nobody  else  wants.  That's  because  they 
don't  have  any  way  of  knowing  whether 
inexpensive  stocks  are  genuine  bargains  - 
or  dying  dogs. 

With  25  years  of  experience  in  finding 
undervalued  stocks  that  make  big  money,  we 
know  how  to  spot  potential  turnarounds.  Our 
method  has  worked  63%  of  the  time  for  the 
last  25  years:  We  buy  ownership  in  corpora- 
tions at  what  we  calculate  are  discounts  of  50% 
or  more  to  the  fair  market  value. 

Stocks  For  Pennies  On  The  Dollar 

Using  our  proprietary  method,  we  often 
iind  stocks  that  are  selling  for  a  fraction  of 
bock  value. 


When  we  recommended  retailer 
Department  56  as  "Stock  of  the  Month"  in 
December  2001,  the  stock's  price  was  just 
54%  of  yearly  sales.  But  we  saw  a  turnaround 
coming.  By  early-August,  2002,  it  had  jumped 
by  65%. 

What  makes  us  different?  Our  proprietary 
stock  evaluation  system  weighs  factors  that 
have  been  independently  proven  to  predict 
higher  annualized  returns. 

The  average  annual  return  for  all  stocks 
from  1952  to  1994  was  14.6%.  But  the  50  stocks 
with  the  lowest  Factor  "S"  yielded  a  whopping 
18.9%  average  over  the  42-year  period. 

If  you  had  invested  $10,000  in  low  "S" 
Factor  stocks  back  in  1952,  you'd  have  a 
$14,375,994.37  nest  egg  now. 

Your  Valuable  FREE  Reports 

When  you  subscribe  to  77!^:  Prudent 
Speculator,  you  get  a  complete  stock-picking 
system.  But  even  though  it  is  complete,  it's 
still  easy  to  use. 

In  addition  to  the  printed  monthly 
newsletter,  you  get  e-mailed  Hotlines  three 
times  a  week,  with  updates  on  recommended 
stocks,  new  stock  picks,  and  market  news. 

Right  now,  there  are  some  terrific 
opportunities,  with  companies  selling  for  less 
than  their  assets.  It's  as  if  the  market  thinks 
these  businesses  are  worth  zero  -  but  they  have 
hefty  cash  balances  per  share.  Like  one 
company  that  we  recommended  when  it  was 
selling  for  $1.00  a  share  -  even  though  its 
balance  sheet  showed  $2.00  per  share  in  cold, 
hard  cash. 

There's  still  time  to  buy  them! 
Call  1-877-817-4394  now  to  subscribe. 
We'll  send  you  a  FREE  special  Report: 
Al  Frank's  Formula  For  Picking  Winning 
Stocks.  And  if  you  respond  within 
12  days,  we  will  send  you  a  second 
FREE  Report:  30  Hot  Stocks,  designed 
to  make  you  double-digit  profits.  Call 
1-877-817-4394  now  to  make  sure  you 
beat  the  deadline! 


Important  Information  About 
The  Prudent  Speculator 

1.  Future  Pertormance-  Past  performance  may  not  be 
indicative  of  future  results.  Therefore,  you  stiould  net 
assume  that  the  future  performance  of  any  specific 
investment  or  investment  strategy  will  be  profitable  or 
equal  to  corresponding  past  performance  levels. 

2.  Portfolios  Our  three  portfolios  all  adhere  to  the 
investment  principles  and  philosophies  as  put  forth 
in  The  Prudent  Speculator  There  is  no  difference  in 
the  selection  methodology  among  the  portfolios,  but 
each  portfolio  is  unique,  meaning  that  different 
undervalued  stocks  were  selected  over  time  All 
portfolios  were  selected  in  real-time  with  each 
purchase  and  sale  announced  in  the  newsletter 
and/or  on  ourthree-times-a-week  Hotline  messages 
While  ll/lillennium  and  PruFolio  are  unleveraged  and 
hypothetical,  TPS  Portfolio  is  leveraged  and  real.  The 
current  composition  of  each  portfolio  is  disclosed  on 
our  website,  alfrank,com. 

3.  Historical  Pertormance,  While  TPS  Portfolio  has  been 
in  existence  for  25  years  and  has  been  active 
throughout  numerous  market  environments, 
H/lillennium  and  PruFolio  have  much  shorter  histories 
Of  course,  during  their  brief  existence,  market  and 
economic  conditions  have  generally  been  weak. 

4.  Pertormance  Calculations  (A)  Total  Return  Rankings 
of  The  Hulbert  Financial  Digest:  Pertormance  results 
calculated  since  1980  by  proprietary  and  undisclosed 
methods  of  the  publication's  editor  (B)  The  Prudent 
Speculator:  Pertormance  results  calculated  by  actual 
total  return,  including  effects  of  margin  leverage, 
margin  interest  charges  and  brokerage  commissions 
(C)  Millennium  Portfolio:  Pertormance  results 
calculated  by  unleveraged  total  return,  not  counting 
dividends  or  trading  costs.  (D)  PruFolio:  Pertormance 
results  calculated  by  unleveraged  total  return,  not 
counting  dividends  or  trading  costs. 

5.  Comparison  to  Pertormance  Indicators,  Long-Term 
S&P500  Index  is  the  Standard  &  Poor's  500  Index 
with  dividends  reinvested  since  3/10/77.  S&P500 
performance  does  not  include  the  effects  of  trading 
costs  which  would  likely  have  reduced  its  annualized 
rate  of  return  Year  to  date  performance  returns  of 
major  indices  are  price-related  only,  with  the  effects  of 
dividends  reinvested  and  trading  costs  not  included, 

6  Previous  Recommendations,  Previous,  successful 
recommendations  may  not  be  indicative  of  the  results 
for  all  past  recommendations.  Certain  previous 
recommendations  have  not  resulted  in  profit,  and  in 
fact  have  resulted  in  losses.  Of  the  1.104  stocks 
recommended  in  TPS  since  3/10/77  through  8/31/02, 
63.8%  were  sold  or  otherwise  closed  out  at  a  profit 
or  are  presently  in  a  profit  position  if  not  closed  out. 
The  average  holding  period  for  each  of  our 
recommendations  has  been  6.14  years  and  they  have 
shown  an  average  annualized  rate  of  return  of 
+19,46%,  not  including  dividends,  trading  costs  or 
leverage.  For  a  complete  list  of  all  past 
recommendations,  please  visit  our  Web  site  at 
alfrankcom.  Each  investment  decision  you  make 
should  be  determined  with  reference  to  the  specific 
information  available  for  such  investment,  and  not 
based  upon  the  success  of  past  recommendations. 
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Profit  From  Hidden  Bull  Market  Stocks 


Yes.  I  war.t  to  beat  the  S&r500,  the  DJIA  and  the  NASDAQ.  Please  enter  my  12-month  subscription  at  the  special 
introductor>'  price  of  just  $295.  hiclude  my  free  spt.ri.->l  Report:  Al  Frank's  Formula  For  Picking  Winning  Stocks.  If  I 
reply  witliin  12  dny.s,  please  also  send  my  2nd  Free  Re-;  Tt, 
30  Hot  Stocks.  1  lutderstand  1  must  be  lOOVi  satisfied,  or     -u'U 
refund  my  subscription  fee  for  all  ujimailed  issues. 
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www.tlightoptions.com 

^Computer/Technology 

-"^  Intel 

www.inlel.com 

■^  Northrop  Grumman 

Corporation 

ww'w.northgrum.com 

•^  Sharp  Electronics  Corp. 

877-78-connect 

www.sharp-usa.com 

■^  Xerox  Network  Printers 

1-877-362-6567 

www.xerox.com/officeprinting 

^Consumer 
Products/Services 

^  Enzyte 

1-877-436-9983 

www.enzyte.com 

^  Hallmark 

1-800-Hallmark 

www.Hallmark.com 


■^  Sanyo  Fisher 
www.sanyowireless.com 

^Dental  Care 

-^  American  Dental 
Association 

l-8(X)-232-7698 
www.ada.org/DR/ 1 5 1 

^iFinancial  Services 

■'^  American  Century 

Investments 

1.877-44-AMCEN 

www.americancentury.com 

-^  Charles  Schwab  &  Co. 

1-800-653-0243 

www.schwab.com 

■^  Cornerstone  Strategic 

Advisors 

888-272-4460 

www.afnuentadvi.sors.com 

^  GMAC 

8(X)-32-SMART 

www.gmacfs.com 

^  HSBC 

1-800-662-HSBC 

us.hsbc.com 

^*  Lincoln  Financial  Group 

1-877-ASK-LINCOLN 

www.LFG.com 

^  TD  Waterhouse 

8(X)TDWaterhousc 

www.tdwaterhouse.com    • 

^  The  Vanguard  Group 

1800-643-9998 

www.vanguard.com 

^Hotels 

^  Shangri-La  Hotels  & 
Resoris 

wwww.shangri-la.com 

^Travel 

■^  AeroMexico 

www.aeromexico.com 

■^  Asiana  Airlines 

www.flyasiana.com 

^  Asiana  Airlines  (2001) 

800-227-4262 

www.flyasiana.com 

■^  Malaysia  Airlines 

www.maiaysiaairlines.com 

^  Northwest  Airlines 

1-800-225-2525. 

www.nwa.com 

~^  oneworld 

www.oneworld.com 


^Business  Classified 

•^  Academic  Resource 
Center 

1-800-951-1203 

www.arrc.org 

^!  Charleston  Health 

Institute 

www.charlestonhealthin.slitute.coni 

-^  Delaware  Business  Inc. 

1  -800-423-2993 

www.e-incorporale.com 

^  Electronic 

Manufacturing  In  China 

Mardi  Masiain 

1-619-889-8447 

■^  Fridgedoor.com 

1-800-501-3953 

www.fridgedoor.com/biz.html 

^  Great  Western  Business 

l-80()-999-SAVE 

www.gwbs.com 

^  Holiday  Timeshare 

Resales 

1-800-704-0307 

www.holidaygroup.com 

^  InfoUSA 

1-800-555-5335 

^  KBHG,  LTD. 

202-667-4063 

^  Matthew  C.  Mullhofer 

www.protcctniyassets.com 

^  Modern  Postcard 

1-800-959-8365 

www.modempostcard.com 

^'  Nationwide 

1-800-995-0049  ext  7675 

^'  Passive  Income 

www.  biotechmagic.com 

^,  Publishers  Group 

1-800-675-6144 

^;  Rarity  Bay 

1-888-RARITYBAY 

www.RarityBay.com 

■^;  Steven  Sears 

CPAIAttomey 

1-714-544-0622 

www.searsatty.com 

^  The  Shepherd  Investment 

Strategist 

1-509-777-2500 

^  Your  Own  Colorado  Ski 

Resort 

1-303-260-6436 

www.acqgroup.com 


^Greater  Detroit:  The 
Global  Business 
Gateway 

-^  City  of  Detroit 

www.ci.detroit.mi.us 

-^  Henry  Ford  Health 

System 

www.henryf'ord.com 

^  Detroit  Medial  Center 

www.dmc.org 

~^  Comerica  Bank 

www.comerica.com 

^HAP 

www.hapcorp.org 

•^'  Chevy  Tahoe 

www.chevy.com/tahoe 

^  GMAC  Financial 

Services 

www.gmacfs.com 

-^  Ford  Division 

www.fordvehicles.com 

1-800-392-Ford 

for  more  information 

■^  Brogan  &  Partners 

www.brogan.com 

^Business  Travel 

■^  Cingular  Wireless 
www.cingular.com 

■^  Sanyo  Fisher 
www.sanyo.com 

^1  Hertz 
www.hertz.com 

^  AeroMexico 
www.aeromexico.com 

^1  AT&T 
www.att.com 

•^  South  African  Airways 
www.tlysaa.com 

■^  Malaysia 
www.malaysiaairlines.com 

^Visual 
Communications 

^  Kodak 

www.kodak.com 


•^  =Web  visit  phone  call  only 
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Forbes  OisplayClassified 


Business  Opportunities  MBusiness  Opportunities 


Buy  Foreclosed  Property. 

Use  OUR  Money.  Split  Big  Profits. 

Complete  Training.  Call  for  Free 

Information  Package. 

800-995-0049  Ext.  7675 


EXECUTIVE 
CONSULTANTS 


...needed  to  oner  unique  linancial  services 

to  save  clients  huge  amounts  on  their 

income  taxes  and  protect  their  assets  from 

lawsuits,  judgements  and  creditors.  State 

of-the-art  marketing  tools.  Local 

appointments  set  for  you.  Make  up  to 

$6,400  per  client  plus  lifetime  residuals. 

Talk  to  existing  consultants.  24  hour 

recording  (800)  653-4497 


PASSIVE  INCOME 

an  opportunity 


Evaluated  •  by  a  Harvard  Trained  Professor 
Explained  -  by  a  double  PHD  scicatist 
Ttnlned  -  by  a  successful  multi-millionaire 


FREE  information  package 
call  800-465-2063 


Business  for  Sale 


THOUSANDS 


Of  Businesses  For  Sale  By  Owners 

Nationwide.  Preview  Businesses 

For  Free. 

If  Interested  In  Buying  Or 
Selling  A  Business  Call 


1-800-999-SALE 

or  visit  www.gwbs.com 


WHY  DIDN'T  I  THINK  OF  THAT 


That's  the  response  we  hear  after  we 
explain  our  unique  and  exciting 
opportunity.  If  you're  loolcing  for  a 
simple  business  with  HIGH  INCOME 
POTENTIAL  and  absolutely  no 
downside.  let's  talk.  $14,900 
Investment  required 


Call  1-800-675-6144 


^/|[K»Jlf«W#^inil 


Your  Own  Colorado 
Ski  Resort 

Enhance  your  active  lifestyle  and 
social  life  with  this  rare  opportunity. 

(303)  260-6436 

Acquisition  Services  Group,  Inc. 


•  Incorporate  in  all  50  states 

•  U.S.  bank  accounts  opened 

•  Legal  Delaware  address 

Del2:;are  Incorporation  Handbook 
Delaware  Business  Incorporators,  Inc. 

800.423.2993 


$6,400 
R  6LIENT 


Investiaation  Services 


...offering  unique  financial  services  to  save 
clients  huge  amounts  on  their  income  taxes 
and  protect  their  assets  from  lawsuits, 
judgements  and  seizures.  All  the  local 
appointments  you  can  handle.  Lifetime 
residuals.  Talk  to  existing  consultants. 
24-hour  recording  (800)  653-4497 


Personal/Corporate  Background  Checks. 

Oft  Balance  Sheet, 

Investment  Due  Diligence 

•  Asset  Searches  •  Cyber  Investigations 

•  IPR,  Trade  Cases  (Dumping,  337) 

•  US  and  international  Capabilities 

KBHG,  LTD.  202-667-4063 


Business  Services 


Electronic 

Manufacturing 

in  China 


www.mastodon.us 

US:  619-889-8447 

China:  86-21 -641 811 38 1 


Timesliare 


TIMESHARES 


save  up  to.. 


70 


% 

off  retail! 


i;i.in.Miti;i 


,  BEST  RESORTS, 
PRICES  &  WEEKS 

,  GREAT  RCI  &  II 
EXCHANGES 

•  FREE  CATALOG 

CALL  (800)  704-0307 


Education 


FREE  EVALUATION. 

Accredited  universities  otter  full  credit 
tor  lite  and  work  experience.  Bachelor's, 
Master's,  and  Ph.D.  degrees  in  most 
fields.  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans. 
1-800-951-1203  vvww.arrc.org 
Fax: 1  707  371  2979 


Mailing  Lists 


Sales  Leads  &  Mailing  Lists 


14  Million  Businesses  ■  Select  by  geography,  sales  volume, 
business  type,  contact  name,  credit  ra^ng,  and  more. 

250  Million  Consumers  -  Select  by  age,  income,  home  value, 
buying  behavior,  geography,  and  more. 

Customer  Analyzer  &  Prospect  Builder  -  Analyze  your  current 
customers  &  find  prospects  that  match.  Free  analysis  &  25  Free 
prospects  at  infoUSA.com, 

g;<aiS^  1-800-555-5335  q.^qr 


For  inform^itioii  and 

rates  on  advertising 

in  the  next  Forbes 

DisQfay  Classified  Section 

III  Media  Oplions 

-800-441tt644l 


Advertiseme 


I 


Printing 


Health/Back  Pain 


i;yiW:Jiri!/J, 


m 


There 
an  ansy^e 

Send  for  FREE  Inlofnu 

onNEW,guaron1 

seat  and  back  supp 

designed  by  a  lew 

back  pain  specie 

Posture  Education 

15  Parkway,  Katonah,  NY  11 
www.postureeducation.ee 


CALL  TOLL-FREE  1-800-392-0 


Forbes  Subscribei  Service. ..to  order,  change  aticoss  or  other  customer  service,  call  1-800-888-9896. 


. 


brbeS  DisplayClassified 


\dvertisement 


Rarity  Bay  East  Tennessee  Heal  Estate 


Executive  Healtli  &  Wellness 


Exceptional  Waterfront  Golf  Living 

5  an  interesting  choice:  the  coast  of  southern 
«:e  or  a  home  on  the  shores  of  Rarity  Bay,  a  scenic 
0-acre  peninsula  Vkith  a  championship  golf  course 
equestrian  center,  country  club,  and  homes  in 
:nch  Country  architecture.  Grand  Estate  homesites 
'er  you  Chateau  eiegarKe  and  waterfront  vistas 
Ih  the  ambiarKe  of  f^overKe  in  the  foothills  of 
E  beautiful  Great  Smoky  Mountains.  Call  soon. 

Rarity  Bay  •  Vonore.  Tennessee  •  Tbll  Free  1-888 -RARITYBAY 
e-mail:  lnfo(a  rarltybay.com  •  ujwiv.rarltybay.com 


the  $20O.00Os 


o 


Newsletter 


Legal  Services 


nmimi»u  mmm\\\^ 


larket  got  you  thinking? 
It's  time  to  consider 
bonds,  preferreds,  and 
convertibles. 

brbes  columnist  Richard 
imann  of  Forbes/ Lehmann 
we  Securities  Investor  will 
*v  you  how  to  preserve  your 
pital  and  enjoy  rock-solid 
me.  In  2001  his  subscribers 
led  over  28%.  Call  today  for 
REE  trial  issue  and  receive 
1  off  the  subscription  price. 

1-800-765-3816 

i  provide  savings  code  JLMFRB415 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 
•Global  Investments 


lie  oanKin 


Steven  Sears,  CPA  •  Attorney  at  Law 
949-262-1100  •www.searsatty.com 


ASSET  PROTECTION 

Offshore/Domestic 

Corps.,  LLC's,  FLP's,  Trusts, 

Private  Banking. 

Matthew  C.  Mullhofer  Esq. 

Free  Consultation 

Toll  Free  1-877-246-2770 

www.protectmyassets.com 


YOUR  EARNINGS  ARE  UP. 

UNFORTUNATELY,  SO  IS 
YOUR  BLOOD  PRESSURE. 

When  you  achieve  success,  you  want  to  enjoy  all  of  its 
benefits.  Dr.  Peter  Miller,  a  recognized  wellness  authority, 
has  created  the  Charleston  Health  Institute,  a  complete  med- 
ical retreat  for  busy  executives. 

We  offer  state-of-the-art  executive  health  physical  exams 
and  heeilthy  lifestyle  counseling.  Based  at  the  world-renowned 
Klawah  Isleind  Resorts  and  drawing  on  the  medical  expertise 
of  the    Medical    University   of  South 
Carolina,   our  program  will   help  you 
maximize  the  enjoyment  of  your  success. 


Cliiirlcstt 


isdriite- 


■/Jm'(i/ih/l/(/m/ 


800-803-3127  ■  www.charlestonhealthinstitute.com 


Promotional  Product 


CUSTOM  MAGNETS 


Business  Cards  Magnets  as  low  as 

Other  Styles  Available!  ^/l^ 

www.lridgedoor.com/biz. html    ■   -^ 

1-800-501-3953 


IZ 


SMALL  ADS  BRING 

BIG 

RESULTS! 

Call:  Media  Options 
1-800-442'6441 

Forbes  Business  Classified 


^ 


Advertise  &  Make  Money... ' 
isn't  that  the  whole  idea? 

If  you  have  a  business,  product,  service,  or  money-making  idea  that 
needs  promoting... Forbes  Business  Classified  has  to  be  your  choice  for 
return  on  investment.  Forbes  classified  advertising  offers: 

•  Over  5  Million  readers  per  issue 

•  Forbes  readers  are  high  income  decision  makers  -^^gtefei 
For  extremely  competitive  advertising  rates 
and  versatile  media  packages:  Call  Media  Options  1-800-442-6441 


Forbes  Subscriber  Service. ..to  order,  change  address  or  other  customer  service,  call  1-800-888-9896. 


Now/ for  a  Im^^^^  you  or 


the  effective,  reliable  way  tc 
natural  male  enhancement 


(suffragium  asotas)  tablets 


Enzyte  and  save  up  to  40%. 


\r 


in  Advertising:  Lifekey  Healthcare,  Inc.  supports  and  encourages  truth 
;rtlsing,anci  full  disclosure  of  all  advertising  claims.  We  will  continue  to 
I  corisumer  rights  and  demand  the  same  from  alt  advertisers. 


If  you've  ever  wondered  if  natural  male 
enhancement  could  increase  the  pleasure 
of  your  love  life,  you're  not  alone. 

Maximize  the  Pleasure    Take  two  Enzyte  tablets  daily, 

and  within  just  three  to  four  weeks,  you  will  begin  to 

see  results.  For  maximum  effectiveness,  continue  to  take  Enzyte  for 

three  full  months.'  Additional  benefits  of  Enzyte  include  increased 

virility,  energy,  and  stamina. 

Proven  Results  Most  men  on  the  Enzyte  program  report  an 
enhancement  from  12-31%  with  an  average  reported  enhancement 
of  24%."  Additionally,  Enzyte  has  a  tremendous  reorder  rate  -  82% 
of  all  Enzyte  customers  choose  to  purchase  again. 

Quality  Assurance.  Enzyte  is  100%  safe  and  all  natural,  consisting 
of  the  highest  quality  ingredients.  Each  bottle  of  Enzyte  is  packaged 
to  meet  the  highest  standards  and  is  fully  backed  by  our  Customer 
Satisfaction  Guarantee  (CSG). 

Ask  your  doctor  if  Enzyte  is  rig  tit  for  you,  ttien  visit  us  on 
the  web  at  www.enzyte.com,  or  call  us  directly,  and  get 
started  today:  1-877-4ENZYTE  (1-877-436-9983). 


Please  Print 

FORB0902 

Name 

Phone ( 

) 

Address 

Apt. 

City 

State 

Zip 

1  Month  Trial  Supply  $    69.95 


Full  3  Month  Enzyte  Program  (Regularly  $239.95) $  149.95 


7  Month  Enzyte  Supply'  (Regularly  $349.95)  

'Full  3  month  program  plus  4  month  maintenance  supply 


.  $  199.95 


Certified  Pack  and  Ship  Process  (CPSP") $     14.95 


Secure  Lock  System"  Assures  Confidentiality 
Sterile  Pack:  Insures  No  Package  Tampering 
Sales  Tax  (applicable  to  each  state) 
Expedited  Rush  Shipping:  Product  Guaranteed 
to  Ship  Within  48  Hours  of  Received  Order 


Canadian  orders  add  $10.00 

Ail  other  international 

orders  add  $15.00 


Total  Enclosed 

(U.S.  Funds  Only) 


Method  of  Payment:       D  MC     D  VISA     D  Am.  Ex.     D  Disc.     D  Money  Order 


Credit  Card  Number 


Exp.  Date 


/ 


Signature 


Send  Money  Orders  to:  Lifekey  Healthcare,  Inc.,  Customer  Care-Order  Processing,  Building  Box  42635,  Cincinnati,  OH  45242 


•Individual  results  may  vary.   **Study  results  based  on  customer  response. 

Enzyte  is  not  a  contraceptive  and  v/ill  not  aid  in  the  prevention  of  sexually  transmitted  diseases. 

Lifekey  Healthcare,  Inc.,  Cincinnati,  OH   ©  2002,  Lifekey  Healthcare,  Inc.  All  rights  reserved. 


THnUGHTS 

On  the  Business  of  Life 


<l 


Among  intellectuals,  pundits  and  commentators,  there's  near-unanimous  hand- 
wringing  these  days  about  "student  apathy."  To  term  today's  students  apathetic  is 
totally  to  misread  the  scene.  Today's  students  are  ail  out  doing  what  by  definition 
students  do — usually.  Studying.  Learning.  Opening  their  eyes  and  ears  to  the  teachers  whose  job  it 
is  to  open  their  students'  minds.  To  interpret  this  quietly  serious  excitement  as  apathy  is  to  miss 
entirely  what's  happening  among  students  today.  — MALCOLM  S.  FORBES  (1985) 


Housework  is  a  breeze.  Cooking  is 
a  pleasant  diversion.  Putting  up  a 
retaining  wall  is  a  lark.  But  teaching 
is  like  climbing  a  mountain. 

—FAWN  BRODIE 


Give  me  a  girl  at  an  impressionable  age, 
and  she  is  mine  for  life! 

—MURIEL  SPARK 


We  schoolmasters  must  temper  discretion 
with  deceit. 

—EVELYN  WAUGH 


We  teachers  can  only  help  the  work  going 
on,  as  servants  wait  upon  a  master. 

—MARIA  MONTESSORI 


What  office  is  there  which  involves 
more  responsibility,  which  requires 
more  qualifications,  and  which  ought, 
therefore,  to  be  more  honorable,  than 
that  of  teaching? 

—HARRIET  MARTINEAU 


It  is  the  supteni:  iiri  of  the  teacher 
to  awaken  joy  in  cnniivi  •■  i!vs<;;if; 
and  knowledge. 


X  STEIN 


There  is  no  real  teacher  who  in  practice 
does  not  believe  in  the  existence  of  the 
soul,  or  in  a  magic  that  acts  on  it 
through  speech. 

—ALLAN  BLOOM 


Arrogance,  pedantry  and  dogmatism- 
the  occupational  diseases  of  those 
who  spend  their  lives  directing  the 
intellects  of  the  young. 


—HENRY  CANBY 


It  is  not  enough  to  offer  a  smorgasbord 
of  courses.  We  must  insure  that  students 
are  not  just  eating  at  one  end  of  the  table. 
—A.  BARTLETT  GIAMATTI 


A  teacher  must  believe  in  the  value 
and  interest  of  his  subject  as  a  doctor 
believes  in  health. 

—GILBERT  HIGHE' 


Too  much  rigidity  on  the  part  of 
teachers  should  be  followed  by  a  brisk 
spirit  of  insubordination  on  the  part 
of  the  taught. 

—AGNES  REPPLIEl 


/  read  Shakespeare  and  the  Bible 
and  I  can  shoot  dice.  Tlwt's  what  I 
call  a  liberal  education. 

— TALLULAH  BANKHEA 


A  Text... 

The  simple  believeth  every  word: 
but  the  prudent  man  looketh  well\ 
to  his  going. 

—PROVERBS  14:11 

Sent  in  by  Jo  Robertson,  Bixby,  Okla.  Wha 
your  favorite  text?  The  Forbes  Book  oj  Quot  I 
tioiis:  Thoughts  on  the  Business  of  Life  is  given 
senders  of  Bible  texts  that  are  used. 


More  than  14.000  "Thoughts,"  arranged  alphabetically  Q 
subject,  are  available  in  a  900-page,  onc-vola  I 
deluxe  edition,  Forbes  Book  of  Qiioltitiom:  Thoiighls  on 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shipping:  | 
$1  per  item  for  handling  (add  applicable  sales  ta  '1 
To  order,  please  call  toll-free,  1  -800-876-6556: 
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.wul  winter,  by  lorbes  Inc..  60  Filth  .\.,- .  N       ;  ;  001 1.  Periodicals  postage  paid  at  New  York,  N.Y.  and  at  additional  mailing  offices.  Canadian  Agreement  No.  40036469.  GST  #  12576  9;  I 

SUHSt.RIBtRS:  II  the  postal  services  alcn  ;is  u.j;  magazine  is  undehvcrablc.  we  hav,-  no  further  obligation  unless  we  receive  a  corrected  address  within  two  years.  RT  POSTMAST  | 
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You  beautiful  beast. 

With  sculpted  steel 
drawn  in  sharp, 

distinct  lines. 


And,  underneath, 
more  than  you  need. 

Then  isn't  it 
just  lil<e  you, 

to  conceal  your  strength, 

with  technology 
and  precision? 

You  beautiful  beast, 
you  intelligent  bully, 


you  muscle  car 
with  brains. 


ThenewlnfinitiM45 
340-horsepower  V8 
333  Ib-ft  of  torque 
Climate-controUed  front  seats 
Optional  DVD  navigation 
Intelligently  priced  around  $45,000 
inpniti.com/M45 


MS' 


^•d  tfoni  spats  IS  $i.',.4S0.  MSRP  loi  ;003  MAS  with  OVD  Infinid  Navigation  ^y.tp:n  and  lnlp|ln;._'nl  Ciuise  Control  is  5' 


BMBBMSt,. 

nation  charge,  tax.  title,  license  and  other  options.  Dealer  sets  actual  price.  INPINITI,  and  ir:  f 
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It's  not  how  many  ideas,  yoi 

It's  how  many;/pM  make  happen. 

'iaopen  a  new  sales  and  communications 

channel  to  its  dealers  and  end  users,; 

Volvo  Coristruction  Equipment  (VCE),  a 
,:>  leading  manufacturer  of  construction 

'  i*.  equipment,  wanted  to  launch  its  nfew 

compact  product  line  electronically. 
I  am  Volvo  Construction  Equipment's  idea,  delivered. 
Accenture  worked  closely  with  VCE  to  develop  the  company's 
eBusiness  strategy  and  introduce  a  B2B  dealer  portal  and        |" 
consumer  website.  By  making  it  easier  for  dealers  to  do       1 
business  with  VCE  and  for  consumers  to  do  business  with 
dealers,  the  project  is  expected  to  reduce  operating  costs  by 
$20  million  over  the  next  five  years. 
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^  To  eliminate  the  technological  barriers  to 

business-to-business  and  business-to- 
marketplace  data  exchange  in  the  global 
i  chemical  industry,  leading  chemical  companies 
^^jndusir/s  '"        and  other  major  industry  players  came      «■— 

Ss;--5??     '^  K    together  to  define  and  promulgate  a  set  of  M 

open  transaction  standards  in  XML,  the  language  of  eCommerce.^^^ 
I  am  the  Chemical  Industry's  idea,  delivered.  Accenture  K 
brought  de,ep  industry  knowledge  and  strong  project       ,§gg^ 
management  skills  to  the  Chemical  eStandards  Initiative™      ' ' 
The  new  standards,  published  in  January  2001,  are  simplifying 
transactions  between  companies,  customers  and  eMarkets,  and 
will  provide  a  foundation  for  tomorrow's  online  services. 
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customers  a,: 
Building  on  a  \o\ 
partnered  with  Accci 
transformation  program  to' 
based  on  an  SAP-based tnter 
experiences,  allow  emplbyeei 


In  delivering  on  its  commitment  to 
customer  service  and  providing  innovative 
physical  and  electronic  delivery  solutions, 
Ca{iada  Post  wanted  to  fundamentally 
re-^hgineer  the  way  it  manages  internal 
nrnrpcc^s  and  docs  busincss  with 

nada  Post's  idea,  deliverei 
l^nship,  Canada  Post 
on  a  business 
er  key  business  functions 
l|ion  to  improve  customer 
I  On  value-generating 
rement, and  I  workflow. 
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f  s  not  how  many  ideas  you  have.  It's  how  many  you  make 
lappen.  So  whether  it's  your  idea  or  Accenture's,  we'll  help  you 
:urn  innovation  into  results.  See  how  at  accenture.cgm 

-onsulting  •  Technology  *  Outsourcing  •  Alliances 


accenture 


Innovation  delivered 


SOME  PEOPLE  ARE  TUNED  TO  THE  MARKET. 
YOU  FOLLOW  EVERY  NOTE. 


Fidelity  Active  Trader  Services. 

A  sophisticated  trading  platform.  Online  tools  and  resources. 
And  of  course,  the  outstanding  service  you  expect.  It's 
exactly  what  you  need  to  trade  when,  where,  and  how^ 
want  to.  And  it's  all  backed  with  over  50  years  of  financial 
services  expertise,  innovation, 
and  stability. 
Introducing  Active 
Trader  Pro="  from  Fidelity. 
Power.  Control.  Intelligence. 
Active  Trader  Pro'  delivers  all 
three  in  an  advanced,  cus- 
tomizable Windows*-based 
trading  platform. 
Who  better  to  be  in  charge 
of  your  trades  than  you? 
Place  trades  how  and  where 
you  want  with  ECN-directed 
trading  at  no  additional  cost. 
Even  listed  stocks.  Or  use  our 
proprietary  order  routing 
that  executes  within  National 

Best  Bid  or  Offer  (NBBO)  98.3%^  of  the  time.  And  complex, 
multiple  trades  are  as  easy  as  one  mouse  click. 
For  you  there  are  three  levels  of  infornr^ation.  Not  enough, 
gh.  And  stili  not  enough. 
''      •     ■  "'^"'i.^n  and  intelligent  tools 


Your  new  trading  window.  Enjoy  the  view. 

Look  througli  streaming  Nasdaq  Level  II  quotes'  with  access 

to  full  depth  of  book.  Access  streaming  filters  and  charts  with  new 

zooming  and  trend  line  features.  Check  it  all  against  market 

and  securities  news  from  independent  sources. 


are  delivered  to  your  desktop.  Analyze  stocks  with  pre-se 
filters  and  the  intraday  stock  screener.  Use  the  linking  feat 
to  automatically  update  information  in  multiple  screens  w 
a  single  symbol  entry.  Receive  wireless  alerts  via  your  PC, 
pager,  or  Palm™  1705^  handheld.  And,  thanks  to  our  integre 

browser,  you  can  get  all  t 
related  financial  news  anc 
research  you  want  withou 
ever  leaving  the  platform 
It's  everything  you  want 
All  delivered  by  Fidelity. 
As  a  leading  online  broke 
we  can  help  you  through 
the  most  complex  trades 
We've  seen  it  all  before. 
And  we  know  what  it 
takes  to  keep  even  the 
most  active  trader  happy. 
Like  in-depth,  personal 
support  from  our  dedicat 
Active  Trader  team.^  And, 
most  importantly,  the  con 
sistency,  the  strength,  and  the  reliability  that  come  from 
working  with  Fidelity. 

So  tune  up  your  trading.  Start  working  with  Fidelity  Active 
Trader  Services  today.  Because  you're  not  just  invested. 
You're  personally  invested.*" 


JrAD^R  pro  at  FIDELITY.COM/goto/activetrader 
#800-544-0174  FOR  MORE  INFORMATION. 


All  screen  shots  are  for  illust ;  ,es  onlv  System  availability  and  response  time  may  be  subject  to  market  conditions.  'Ac 

Trader  Pro"'-"  is  available  to  th  ,   nual  household  trading  activity  of  36  or  more  trades.  See  Fidelity.com  for  det< 

Execution  performance  is  a  ;  xecutions  by  National  Financial  Services  LLC  (NFS)  during  the  period  May  21 

to  May  2002.  NFS  provides  co....    ..       .        .    ,u, n  services  for  unaffiliated  correspondent  broker-dealers  as  well  as  an  affilia 

broker-dealer.  Fidelity  Brokerage  Service...      C  The  data  provided  includes  orders  from  NFS's  affiliated  and  unaffiliated  correspond 
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Droker-dealers  Executions  represent  rriarket  orders  with  share  sizes  between  100  to  5,000  shares,  exc  uding  pre-open,ng  orders,  and 
S    reSved  during  a  locked,  crossed,  or  fast  market.  Certain  wireless  devices  with  particular  wireless  services  required^ 
See  FdSty  com   Palm^and  Palm.Net  are  the  trademarks  of  Palm,  Inc.  (or  its  subsidiaries)  an  independent  organization  not  affiliated 
^ith  Fideli-J.  ^Available  to  those  customers  with  annual  household  trading  activity  of  240  or  more  trades.  ^^^^^^ 

Fidelity  Brokerage  Services,  Member  NYSE,  SIPC 
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When  software  lets  you  quickly  capitalize  on  new  customer  opportunities,  that's  busine 
with  .NET.  Talking  about  what  customers  want  is  one  thing.  Discovering  exactly  what  they  want  a 
deriving  revenue  from  those  wants,  of  course,  is  the  real  goal.  .NET  connected  software  from  Micros 


Nasdaq.com,  looking  to  grow  both  site  traffic  and  online  revenues,  will  use  .NET  connected  software  from  Microsoft  tc 
send  customized  alerts  to  their  customers  aboui  the  latest  market  and  economic  developments  -  anywhere,  on  an) 
device.  And  they  have  the  ability  to  create  this  innovative  new  service  from  scratch  in  just  two  months. 


wadema^i"  MhLl?es°p°eot°e  own^rf ''  ""'""'  "'"°'°"  "  °  "*'"*""' '"""'"'""  °'  ""°"""""  <='"''"'■""' '"  >"«  ""'""'  states  and/or  other  countries.  The  names  of  actual  compariies  and  products  mentioned  herein  may 


meets  you  with  all  your  customer  touch-points  via  the  Web,  so  you  have  comprehensive,  real-time 
Jtomer  information  that  can  be  used  to  develop  ideas  for  new  products  and  services,  and  bring 
m  to  market  quickly.  That's  one  degree  of  separation.  That's  business  with  .NET.  Find  out  how  .NET 
inected  software  can  help  you  use  the  Web  to  drive  revenue  in  new  ways, 
to  microsoft.com/enterprise   Software  for  the  Agile  Business. 


Microsoft 


intel.com 


Can  a  microscopic  piece 

of  teciinology  solve 

enterprise-sized  problems? 


An  Intel  engineer  holds  a  batch  of  silicon  wafers,  each  one  containing  up  to  hundreds  of  processors  and  up  to  12  billion  transistors. 

You're  probably  familiar 

with  the  emblem  on  so  many  PCs; 

Intel  Inside^.  But  88%  of  the 

world's  servers*  are  powered  by 

Intel  processors,  too. 


The  data  center  powers  today's 

enterprise.  Intel  technology  makes 

powerful  servers  more  cost-effective. 


intel.com 


That  shouldn't  be  too  surprising, 

considering  that  Intel-based  servers 

deliver  higher  performance, 

lower  costs  and  all  the  flexibility 

that  comes  with  an 

open  computing  architecture. 

Which  can  yield  savings 

that  are  anything  but  microscopic. 


Intel  innovations  that  begin  at  the  molecular  level  result 
in  enterprise-wide  benefits  at  the  economic  level. 


So  when  you  choose  new 

technology  -  especially  the  servers 

that  drive  your  company  -  look  for  the 

two  biggest  words  in  computing: 

Intel  inside. 


Powerful  and  cost-effective 

servers  to  run  the 

broadest  range  of  applications. 


High-performance  technology 

for  the  most  data-intensive 
business-critical  applications. 


Intel 
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Rolex  Cellini  Danaos 
in  eighteen  karat  yellow  gold, 
available  in  men's  and  women' 
For  the  name  and  location  of 
an  Official  Rolexjcweler. 
please  call  I-800-367-6539. 


Roley.W.  Cellini  and  Danaos  are  tradcn: 
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WHY  YOU  WON'T  SEE  NYL  ON  NYSE,  NASDAQ 
OR  ANY  OTHER  STOCK  EXCHANGE  FOR  THAT  MATTER. 


You  won't  see  New  York  Life  listed  on  a  stock  exchange  because  we're  a 
mutual  company.  Being  mutual  means  we're  owned  by  our  policyholders,  not 
stockholders.  Rather  than  focusing  on  quarterly  results,  we  care  about  the  long  term. 
After  you  buy  a  New  York  Life  policy,  you  may  not  need  us  for  years,  or  even  decades. 
But  when  you  do,  we'll  be  there.  To  us,  our  policyholders  are  really  buying  a  promise  - 
that  we'll  be  here  to  pay  a  claim,  fund  your  retirement,  or  pay  for  nursing  home  costs. 
That's  why  New  York  Life  focuses  on  what  really  matters  in  the  long  term:  financial 
strength  and  integrity.  You  can  trust  that  we'll  keep  our  promises  to  you,  just  as  we  have 
for  over  155  years. 


The  Company   You  Keep. 

WWW.NEWY0RKLIFE.COM/MUTUALITY 
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The  260-hp  Acura  TL  Type-S.  Who  cioeMi't  like  to  bring  home  a  souvenir  or  two?  The  TL  Type-S  packs  a  260-hp 
that  delivers  smooth  acceleration,  so  yoLi  can  eisily  fit  in  every  sight  worth  seeing.  Other  points  of  interest  include 


ing,  leather-trimmed  interior  and,  of  course,  the  available  Acura  Satellite-Linked  Navigation  System!"  Ever  so  handy  when 
roising  the  land  in  search  of  your  next  must-have.  Call  1-800-TO-Acura  or  visit  acura.com.      \0/^\^™LJH,^\ 
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At  $75  million,  still  the  most  expensive  digs— but  for  how  long? 
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SAMSUNG  TFT  LCD 


Now  you  can  get  distortion  free  viewing  1 .8"  to  40" 
displays  with  outstanding  clear  resolution.  The  choice 
is  clear.  The  choice  is  wisevjew  digital  displays  by 
Samsung. 

wlsevjew  technology  that's  ahead  of  its  time.  Every 
TFT-LCD  visual  display  on  a  cell  phone,  notebook, 
monitoi;  PDA,  LCD  TV  or  game  with  the  wlsevjew  logo 


has  the    reliability,  clarity  and  quality  that  y( 
expect  from  Samsung. 

v/iseview '  from  Samsung.  When  you're  looking  for  the 
perfect  view,  look  for  the  wisevjewf "  logo.  It's  flat  out  the 
clear  choice. 

For  more  information,  visit  us  at 
wvvw.samsungTFTLCD.com 
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evenue  per  customer 
las  increased 


—Pierre  Danon,  CEO,  BT  Retail 


Pierre  Danon  knows 
the  importance  of 
time.  His  21  million 
customers  expect 
a  quick  response.  By 
using  Siebel  CRM 
software  to  streamline 
BT's  Homemover 
program,  call-handler 
satisfaction  rose 
34%.  Customer 
satisfaction  reached 
86%.  Revenues 
per  customer  rose 
20%.  And  in  just 
one  12-week  period, 
5,000  new  accounts 
were  identified. 
Timely  improvements 
even  the  busiest 
CEO  can  appreciate. 


Good  service 
is  good  business. 

To  learn  more,  call  1-800-307-2181 
or  visit  siebel.com/casestudies. 
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SIDE  LINES 


Borrow  Yourself  Rich  such  was  m 

collective  hysteria  promoting  stocks  during  the  bull  market  th 
the  citizens  of  Philadelphia  decided  they  could  create  wealth  oi 
of  thin  air.  They  borrowed  money  at  6.6%  by  selling  bonds,  thi 
invested  the  money  in  the  stock  market.  Stocks,  it  was  general 
agreed,  were  sure  to  earn  more  than  6.6%.  It  must  have  come  i 
something  of  a  surprise  to  these  people  that  stocks  go  down  i 
well  as  up.  Matthew  Swibel  describes  the  current  state  oi 
Philadelphia's  margin 
account  on  page  52. 

Economics  teach- 
ing is  sufficientiy  defi- 
cient in  this  country 
that  get-rich  schemes 
like  this  one  have 
immense  appeal.  How 
else  can  you  explain 
the  success  of  the  late 
Louis  Kelso  in  his  cru- 
sade for  employee 
stock-ownership 
plans?  In  his  curious 
blend  of  Marxism  and  capitalism,  workers  would  borrow  money 
to  buy  the  factory  they  worked  in.  Profits  from  the  business 
would  pay  back  the  loan.  Thus,  the  rank  and  file  would  eventual!) 
own  the  place  outright  and  could  retire  rich,  having  put  in  not  3 
dime  of  their  own  money.  Wealth  out  of  thin  air. 

If  Kelsoists  are  lying  low  now,  that's  because  the  misfortunes 
at  Enron  and  United  Airlines  are  causing  workers  to  questior 
the  wisdom  of  having  all  their  retirement  money  in  one  stock 
But  the  specious  appeal  of  bootstrapping  one's  way  into  wealth 
remains  as  powerful  as  ever.  When  the  time  is  right  and  Enror 
forgotten,  Kelso's  acolytes  will  be  back  on  the  scene. 

Even  the  President  has  fallen  prey  to  the  Philadelphia  fallacy 
He  hasn't  talked  about  it  recently,  but  while  campaigning  two 
years  ago  George  Bush  favored  proposals  to  move  Social  Secu- 
rity funds  from  Treasury  bonds  into  stocks.  There's  no  litera 
borrowing  here,  to  be  sure,  but  the  economics  is  the  same:  Yoi 
sell  a  low-yielding  asset  (bonds)  and  invest  the  proceeds  in  i 
high-yielding  asset  (stocks).  In  populist  terms:  Keep  those  fa 
Social  Security  checks  coming,  and  we  needn't  sacrifice  a  dim( 
in  extra  taxes  to  pay  for  it  all. 

It's  true,  of  course,  that  individual  savers  who  go  for  risk^ 
assets  ultimately  get  a  larger  share  of  the  pie  than  savers  whc 
insist  on  safe  ones.  Wliat  is  absurd  is  the  notion  that  all  saver: 
can  simultaneously  enhance  returns  this  way — that  the  country 
can  bootstrap  its  way  into  painless  wealth  creation.  When  tht 
bear  market  is  history,  the  Social  Security  populists  will  be  back 
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At  Prudential  Financial,  objectivity  is  the  cornerstone  of  our  investment  products 
and  programs.  Why?  Because  we  believe  it  leads  to  results.  By  applying  objective, 
proprietary  research,  we  seek  out  leading  investment  management  firms  to 
subadvise  our  investment  products.  So  you  can  leverage  the  strength  of  Prudential 
Financial  along  with  other  top  names  from  throughout  the  investment  industry. 

Money  management  at  Prudential  Financial 


Prudential  Financial's 

Strategic  Investment 

Research  Group 


1  Individuals  deserve  the  same  advantages 
that  institutions  enjoy.  That  means 
institutional-quality  research.  Mote  than 
25  years  ago,  Prudential  Financial's 
Strategic  Investment  Research  Group 
was  established  to  provide  investment 
management  research 
to  institutions.  Today, 
you  can  benefit  from  their 
disciplined  approach  to 
manager  research. 

2  If  an  outside  firm 
can  help  us  achieve 
a  product's  goal  better, 
we'll  find  them.  And 
hire  them.  Our  goal 
is  to  provide  the  best 
manager  for  each 
product's  investment 
style.  So,  we  evaluate 
managers  from 

throughout  the  investment  industry 
to  identify  the  one  with  the  right  fit. 

3  All  of  our  investment  products  benefit 
from  the  same  research-driven  approach. 

At  Prudential  Financial,  you'll  find  a  range 
of  products — from  mutual  funds  to  variable 
annuities  and  managed  money  programs — 
that  cover  the  entire  risk-reward  spectrum. 


4  The  investment  managers  we  hire  must 
consistently  meet  our  high  standards, 
or  we'll  replace  them.  We  monitor  each 
manager's  performance  closely,  watching 
carefully  for  potential  hazards  like  style 
drift  and  unexpected  increases  in  risk. 
So  you  can  be  confident  we'll 
take  action  to  ensure  consistent, 
competitive  performance. 


20  seasoned  analysts 

Average  of  9  years 
in  manager  research, 
20+  years  for  senior 
management 

Highly  accredited 

members 

(PhD,  MBA,  CFP,  CFA) 

Covers  more  than 
4,000  asset  managers 


5  A  professional  financial 
advisor  brings  it  all  together. 

Only  an  experienced  financial 
professional  can  analyze  your 
investment  needs,  help  you 
select  the  right  asset  allocation, 
design  an  investment  program, 
monitor  performance  and  make 
adjustments  along  the  way.  Look 
to  Prudential  Financial  for  guid- 
ance, sound  advice,  and  unbiased 
investment  recommendations. 


Mutual  fX\\'t?5      'V 


Call  today  to  find  a 
Prudential  Financial 
professional  near  you. 

And  ask  for  your  free 
guide  to  the  Strategic 
Partners  mutual  fund  family. 
1-800-THE-ROCK  ext.9827  prudential.com 


Prudential  (M  Financial 

Crowing  and  Protecting  Your  Wealtti* 


For  mofe  informotion  and  o  free  prospectus  that  describes,  in  detail,  a  specific  fund's  investment  objective,  sales  charges,  expenses,  management  fees,  and  other  matters  of  interest,  call  your  hnancial  professional.  Please  read 
the  prospectus  carefully  before  you  invest  or  send  money.  Shares  of  the  Strategic  Partners  funds  ore  distributed  by  Prudential  Investment  Management  Services  LLC  (PIMS),  Three  Gateway  Cenrer,  14th  Floor,  Newark,  NJ 
071 02-4077.  PIMS  is  a  member  SIPC  and  a  Prudential  Financial  company.  Prudential  Financial  is  a  service  mark  of  The  Prudential  Insurance  Company  of  America,  751  Broad  Street,  Newark,  NJ  and  its  affiliates.  IFS-A072148 
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READERS  SAY 


Credit  Check 

In  "Visa's  Vision"  (Sept.  16,  p.  78)  the 
chief  executive  of  Visa  USA,  Carl  Pas- 
carella,  tries  to  downplay  credit,  which  is 
where  the  financial  institutions  that  issue- 
these  cards  make  most  of  their  profits  and 
where  MasterCard  has  adopted  a  leader- 
ship position.  As  you  mention,  Master- 
Card will  have  more  credit  cards  issued 
in  the  U.S.  than  Visa  by  next  year.  A  more 
important  statisric  you  overlooked:  By  the 
end  of  this  year  MasterCard  will  surpass 
Visa  in  outstandings  (the  value  of  bal- 
ances carried  on  credit  cards),  which  is  a 
far  more  important  indicator  of  issuer 
profitability  than  debit. 

With  respect  to  the  Visa  system 
upgrades,  MasterCard  is  well  ahead. 
MasterCard  has  just  completed  a  five- 
year,  $160  million  upgrade  of  its  sys- 
tems. Our  systems  enhancement  strat- 
egy is  complete  and  includes  the 
industry's  first  virtual  private  network,  a 
new  data  center  and  an  advanced  clear- 
ing system.  As  a  fragmented  organiza- 
tion Visa  is  unable  to  deliver  such  an 
integrated  approach  to  upgrading  its 
core  technology.  You  also  focus  on  Visa's 
future  e-B2B  plans,  while  in  sharp  con- 
trast, MasterCard  provides  its  member 
financial  institutions  with  an  array  of 
solutions  that  are  real  and  functioning. 
RUTH  ANN  MARSHALL 
President,  MasterCard  North  America 
Purchase,  N.Y. 

National  Duty 

I  am  appalled  that  FORBES  would  pub- 
lish "Duty,  Honor,  Pension"  (Oct.  14,  p. 
92),  attempting  to  address  military 
retiree  benefits.  Military  retired  pay  and 
disability  compensation  are  not  two 
pays  for  the  same  event.  Military  retired 
pay  is  earned  for  a  career  of  arduous 
service  in  uniform,  whereas  veterans' 
disability  compensation  is  for  pain,  suf- 
fering and  loss  of  future  earnings  poten- 
tial due  to  a  service-connected  disabil- 
ity. A  retiree  shouldn't  have  to  forfeit 
part  or  all  of  his  or  her  earned  retired 
pay  for  also  incurring  a  service-con- 
nected disability. 

THOMAS  HARPER 
Corpus  Christi,  Tex. 
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Parental  Guidance 

Thanks  for  "When  Rich  Kids  Go 
Bad"  (Oct.  14,  p.  140),  but  it 
occurred  to  me  that  one  of  the 
most  important  points  was  over- 
looked. Over  25%  of  the  kids  end 
up  leaving  the  program  early 
because  of  financial  hardship.  So 
we  have  established  the  Friends  of 
CEDU  Foundation,  which  aids 
families  who  need  financial  assis- 
tance. We  already  have  helped 
many  families  complete  the  pro- 
gram and  are  dedicated  to  seeing 
that,  one  day,  no  child  who  needs 
help  will  have  to  leave  for  finan- 
cial reasons.  Our  Web  site  is  at 
friendsofcedu.com.  Please  look 
us  up! 

JOEL  HOROWITZ 

Chief  Executive,  Tommy  Hilfiger 

New  York,  N.Y. 

As  a  parent  of  a  recent  graduate 
of  one  of  The  Brown  Schools  I 
want  to  say  that  you  should  be 
ashamed  for  portraying  these 
schools  as  schools  for  the  rich  and 
famous.  Parents  can  be  very  cre- 
ative when  it  comes  to  saving  their 
child.  Some  sell  homes  and  some 
lose  homes  after  taking  out  a  third 
mortgage.  They  sell  their  cars  and 
deplete  their  entire  savings  to  save 
their  child.  Our  children  are  not 
bad,  and  we  are  not  all  rich. 

BARRY  C.  HANS 
Natick,  Mass. 
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Home  to  a  certain  world. 
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READERS  SAY 


Your  assertion  that  "concurrent  receipt  is 
not  based  on  any  promise"  is  flat  wrong. 
Generations  of  service  members  were 
promised  that,  if  they  endured  the  extra- 
ordinary demands  and  sacrifices  inherent 
in  20  to  30  years  of  uniformed  service; . 
they  would  receive  a  specified  retired  pay 
for  life.  What  they  were  not  told  is  that  if 
they  incurred  a  service-connected  disabil- 
ity in  the  process,  they  would  have  to 
fund  their  own  disability  compensation 
by  giving  a  dollar  of  their  hard-earned 
retired  pay  for  each  dollar  received  in  vet- 
erans' disability  compensation. 

JOSEPH  P.  HOAR 

Chairman, 

The  Retired  Officers  Association 

Alexandria,  Va. 

What  a  slap  in  the  face  to  Gulf  war  veter- 
ans. You  selectively  list  figures  about  the 
Gulf  war  saying  only  148  soldiers  were 
killed  and  only  467  were  wounded  in 
combat.  And  then  you  list  115,000  sol- 
diers from  the  Gulf  war  classified  as  dis- 
abled, as  though  the  Gulf  war  was  fought 
by  a  bunch  of  malingerers.  For  a  more 
balanced  perspective,  the  more  than 
100,000  Gulf  war  veterans  that  suffer 
from  a  host  of  ailments  known  collec- 
tively as  Gulf  War  Syndrome  would  have 
been  included. 

DARRIL  R.  GIBSON 
Virginia  Beach,  Va. 

Director's  Role 

"Mutual  Back-Scratching"  (Sept.  16, 
p.  126)  points  out  that  mutual  funds  are 
unlike  regular  corporations,  but  then 
purports  to  assess  the  performance  of 
fund  directors  as  if  they  were  serving  on  a 
regular  corporate  board.  A  fund  director's 
primary  job  is  not  to  second-guess  a 
fund's  strategy  or  pick  stocks  for  the 
fund's  portfolio.  Rather,  a  fund  director's 
primary  responsibilities  are  to  ensure 
that:  the  fees  being  charged  are  reason- 
able; the  fund  is  being  managed  consis- 
tent with  its  stated  objectives  and  with  all 
applicable  legal  requirements;  and  the 
investing  public  gets  full  and  fair  disclo- 
sure about  the  fund's  fees  and  expenses, 
financial  condition  and  investment  per- 
formance. The  article  gives  the  mistaken 
impression  that  it  is  the  board's  responsi- 


bility to  discipline  the  manager  (by  reduc- 
ing fees  or  whatever)  for  bad  perfor- 
mance, rather  than  ensuring  proper  dis- 
closures to  investors  so  that  they  can 
make  their  decisions  about  whether  or 
not  to  invest  or  continue  an  investment  in 
a  particular  fund. 

REINALDO  PASCUAL 

Partner,  Kilpatrick  Stockton 

Atlanta,  Ga. 

On  the  Hook 

"Bad  Connection"  (Aug.  12,  p.  84)  gets_ 
that  telecom,  in  its  present  form,  is  ai 
self-cannibalizing  business  model. 
There  are  factors  that  make  the  picture 
of  the  regional  Bell  operating  compa- 
nies even  worse  than  you  convey.  One  is 
the  pension  effect  that  will  drag  down 
future  earnings.  The  Bells  have  work 
forces  that  are  very  old.  There  will  be  a 
big  demand  on  pension  expenses  soon. 
And  given  the  funding  shortfalls  from 
their  investments,  the  Bells  will  need  to 
divert  more  cash  into  those  pension 
funds.  Even  if  the  investments  improve, 
they  will  have  much  of  their  work  forces 
retiring.  Another  factor  is  the  union- 
based  work  force.  Simply  put,  about 
every  other  worker  at  a  regional  Bell  op- 
erating company  is  a  union  member. 
Cutting  that  work  force  is  time-con- 
suming and  expensive.  Their  work 
forces  have  locked-in  wages  and  con- 
tractually guaranteed  pay  increases  that 
will  squeeze  the  bottom  line. 

MICHAEL  J.  CLARKSON 
Castle  Rock,  Colo. 

Market  Timing 

"Life  of  a  Vulture"  (Sept.  30,  p.  337)  mis- 
stated the  total  annualized  performance 
of  three  funds  from  Mar.  31,  2000 
through  Sept.  5,  2002.  During  this 
time  period  the  Legg  Mason  Opportu- 
nity Trust  returned  -15.81%,  not 
-23.10%  as  we  reported;  Mutual  Shares 
A  returned  2.24%,  not  -9.50%;  and 
Third  Avenue  Value  returned  -4.90%, 
not -12.90%. 
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It's  time  to  give  your  copier  a  performance  reviews.  Will  it  print,  color  scan,  fax  and  copy? 
Does  it  work  well  with  other  machines  on  your  network?  Can  you  count  on  it?  If  the  answer 
is  no,  you  need  to  find  a  more  qualified  replacement:  an  HP  Multifunction  Printer.  By  com- 
bining four  machines  in  one,  an  MFP  will  allow  you  to  do  more  with  less.  It  can  even  scan 
documents  and  e-mail  them  in  one  step  if  you  have  an  internet  connection.  For  the  MFP's 
credentials,  call  888-355-9836  and  mention  source  code  12142  or  visit  www.hp.com/go/mfp99. 
These  days,  a  copier  that  will  only  copy  just  isn't  working  hard  enough  for  your  business. 


©20''     t  iewlett-Packard  Company.  All  rights  reserved. 
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Now  at  Nordstrom 


Iact  and  comment 

Steve  Forbes,  editor-in-Chief 
Vith  all  thy  getting  get  understanding" 


The  Bear  Market 


IT  WILL  END  WHEN  SADDAM  HUSSEIN  AND  HIS  TYRANNICAL 
regime  are  brought  down.  Iraq  is  the  big  uncertainty  weighing 
on  equities,  and  that  uncertainty  will  be  past  us  by  February,  at 
the  latest.  Then  the  market  will  rally  convincingly.  AJl  the  other 
downers — pressure  on  prices,  indictments  for  alleged  mis- 
deeds of  the  past,  writeoffs,  ferocious  assaults  by  class-action 


lawyers,  corporate  governance  scandals,  uncertain  monetary 
policy,  rising  state  taxes — are  already  factored  into  today's 
crummy  prices. 

How  much  of  a  rally?  Up  30%  to  50%  on  the  S&P  500.  But 
remember,  this  will  be  off  a  rotten  base:  If  you  go  down  50% 
and  then  rise  50%,  you're  still  25%  short. 


Dividends 


THEY'RE  NOW  TAXED  TWICE— OR  MORE.  THIS  HAS  ALL  SORTS  OF 
baleful  effects,  the  primary  one  being  the  favoring  of  debt  over 
equity,  thereby  unbalancing  corporate  balance  sheets. 

Why  not  treat  dividends  as  a  return  of  capital,  which  is 
what  they  are?  They'd  then  be  taxable  as  capital  gains — or 
even  better,  not  taxable  at  all  until  the  payout  exceeds  what 


was  paid  for  the  share  of  stock. 

Treasury  officials  could  do  this  with  a  tax  ruling.  If  these 
timid  bureaucrats  won't  do  it,  Congress  should.  Political  fallout? 
Some  70%  of  voters  still  have  stakes  in  stocks,  and  they're  mighty 
unhappy  right  now.  They'd  appreciate  the  help.  Republicans 
should  raise  the  banner  before  opportunistic  Democrats  do. 


Banana  Republic? 


THE  NEW  JERSEY  SUPREME  COURT  HAS  ONCE  AGAIN  SHOWN  ITS 
cavalier  contempt  for  the  rule  of  law.  It  decreed  that  Democrats 
could  replace  disgraced  Senator  Robert  Torricelli,  who  was  run- 
ning for  reelection,  with  a  new  candidate,  even  though  the  law 
explicitly  sets  a  51 -day  deadline — long  since  past — for  remov- 
ing a  candidate  from  the  ballot. 

This  decision  sets  an  awful  precedent.  Are  we,  as  a  nation, 
headed  for  election  by  litigation? 

Senator  Torricelli  didn't  die  or  become  disablM  by  an 
accident  or  disease.  He  was  pressured  into  quitting  the  race 
because  his  poll  niunbers  had  dropped  precipitously  in  the  wake 
of  further  revelations  of  corruption.  Torricelli  was  legally  nomi- 
nated in  the  Democratic  primary  last  June,  when  he  was  already 
under  an  ethical  cloud.  Democrats  didn't  urge  him  to  drop  out 
even  after  the  usually  see-no-evil  Senate  Ethics  Committee 
sharply  reprimanded  him  in  July.  Only  the  prospect  of  losing  an 
election  once  considered  to  be  a  cakewalk  prompted  Torricelli's 
last-minute  withdrawal. 

New  Jersey  justices  are  short-circuiting  the  electoral  process. 
Nominees  should  be  chosen  by  voters.  The  electorate  is  entitled  to 
gauge  candidates  in  the  hurly-burly  of  a  full-blown  campaign,  not 
in  the  equivalent  of  a  snap  election.  The  state's  high  court  now 


says,  in  effect,  that  if  a  candidate  is  behind  in  the  polls,  party  pols 
can  shove  him  out  at  the  last  minute  and  bring  in  someone  else. 
Parties  could  thus  field  a  new,  seemingly  glamorous  candidate  not 
vetted  by  the  pressures  and  investigations  of  a  campaign. 

If  these  jurists  had  stuck  to  the  law,  both  parties  would  have 
been  put  on  notice — you  make  your  bed,  you  lie  in  it.  If  you 
think  a  candidate  is  seriously  flawed,  don't  wait  for  adverse  poOs 
before  dealing  with  it.  It's  the  political  version  of  personal 
responsibility. 

The  Democrats  are  not  alone  in  this  desire  to  change  or 
ignore  the  rules  to  suit  their  purposes.  Last  year  New  Jersey  GOP 
leaders'  choice  for  governor  turned  out  to  be  ethically  challenged 
and  had  to  pull  out  after  the  filing  deadline.  Not  wishing  to  rally 
behind  his  opponent,  Bret  Schundler,  Republican  bosses 
rammed  through  the  legislature  changes  in  the  filing  deadline 
and  for  the  primary  itself.  (The  maneuver  backfired,  and 
Schundler  won  the  nomination.) 

What  next?  The  New  Jersey  Supreme  Court  may  cease  even 
to  pretend  to  be  bound  by  the  federal  and  state  constitutions,  as 
well  as  the  written  law,  and  issue  a  dictate  that  too  many  pols 
would  eagerly  embrace:  Dispense  with  elections  altogether,  and 
appoint  yourselves  to  office  for  life. 


Junk  Justice 


FOR  YEARS  NEW  JERSET S  SUPREME  COURT  HAS  CREAFED  LAW  OUT 
of  whole  cloth  in  a  manner  that  would  win  applause  from  Tony 
Soprano.  A  little  over  a  month  before  rewriting  the  state's  election 
laws,  the  justices  eflfeddvely  consigned  a  critically  important  article 


of  the  state  constitution  to  the  memory  hole.  The  constitution  states 
that  bond  issues  must  be  approved  by  the  voters.  Politicians  had 
come  up  with  an  $8.6  billion  scheme  for  constructing  new  schools, 
but  critics  found  the  proposal  seriously  flawed  and  were  ready  to 
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take  their  case  to  the  voters.  Fear- 
ing the  electorate  would  turn 
down  the  scheme,  politicos  cre- 
ated an  "independent"  agency  to 
issue  the  bonds,  while  making 
clear  to  the  markets  that  this  was 
a  legal  fiction  and  that  the  bonds 
would  be  backed  by  the  state.  The 
Supreme  Court  went  along  with 
the  scam,  essentially  declaring 
that  voters  should  have  no  say  in 
a  move  that  would  significantly 


TV  character  Tony  Soprano  and  New  Jersey  Governor  James 
McGreevey:  perfect  together  Neither  lets  the  law  get  In  his  way. 


increase  the  state's  liabilities.- 

Alas,  such  judicial  hi^ihand- 
edness  is  too  often  the  norm  in 
America.  Not  so  long  ago  both 
Illinois  and  Ohio  passed  reforms 
to  curb  trial  lawyer  excesses.  The 
Illinois  high  court  didn't  even 
wait  for  a  suit  to  throw  the  law 
out.  Ohio  justices,  though  equally 
beholden  to  the  trial  bar,  at  least 
waited  for  a  case  before  declar- 
ing the  reforms  null  and  void. 


Junk  Science 


THERE'S  A  TICKING  TIME  BOMB  ON  THE  OREGON  BALLOT  NEXT 
month.  The  initiative.  Measure  27,  would  force  the  U.S.  food 
industry  to  label  every  product  that  contains  genetically  modified 
ingredients.  Oregon  voters  should  plow  this  costly,  unscientific 
measure  under.  If  they  don't,  the  Supreme 
Court  should.  It  certainly  seems  to  be  in 
gross  violation  of  the  interstate  com- 
merce clause  of  the  U.S.  Constitution. 

Most  processed  foods  have  ingredi- 
ents from  genetically  modified  prod- 
ucts, such  as  corn  and  soybeans.  These 
crops  are  absolutely  safe.  None  of  the 
fears  of  opponents — allergies,  genetic 
mutations  in  humans,  diseases — have 
materialized.  Farmers  love  to  grow  these 
crops  because  they  are  more  resistant  to 
insects.  The  results  are  greater  yields  for 
farmers  and  cheaper  food  for  consumers.  But  this  hasn't 
stopped  opponents  from  using  scare  tactics  to  ban  genetically 
modified  veggies  and  fruits.  These  Luddites  hope  labeling  might 


Emotional,  science-illiterate  protesters 
unwittingly  worsen  African  famine. 


lead  consumers  to  believe  that  these  foods  could  make  them 
more  vulnerable  to  cancer  or  other  dread  diseases. 

In  a  craven  capitulation  to  the  scaremongers,  western 
Europe  has  banned  the  importation  of  most  genetically  modi- 
fied farm  produce.  EU  bureaucrats  and 
organizations  like  Greenpeace  are  ped- 
dling junk-science  fears  about  geneti- 
cally engineered  foods  around  thc' 
world.  One  devastating  result:  In  Africa, 
Zambia  has  refused  to  accept  genetically 
modified  food  from  the  U.S.  sent  to  help 
feed  hundreds  of  thousands  of  Zam- 
bians  on  the  brink  of  starvation.  | 

The  Oregon  initiative  would  impose 
enormous  expenses  on  consumers. 
Farmers,  grocers,  processors  and  restau 
rants  would  have  to  track  the  origin  of 
every  ingredient  used  and  of  every  product  sold.  The  cost  for  a 
typical  Oregon  family  is  estimated  to  be  an  extra  $550  a  year.  And 
to  what  purpose?  A  convoluted  subsidy  for  organic  foodsters. 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  ami  Tim. 


•  Salon  Mexico- 134- 136  East  26th  St.  (Tel.:  685-9400).  Charm- 
ing place  offering  some  of  the  best  and  most  sophisticated  Mex- 
ican fare  m  town.  The  margaritas,  guacamole  and  empanadas 
are  wonderful.  But  try  the  tarta  de  huitlacoche  (crepes  stuffed 
with  Mexican  truffle,  served  with  a  cheese  sauce),  sopa  Azteca  (a 
delicious  robust  soup)  and  chilaquiles  (a  very  special  chicken 
casserolc-typc  main  course).  The  desserts  are  as  good  >is  they  get. 

•  La  Cote  Basque-60  West  55th  St.  (Tel.:  688-6525).  With  its 
name,  reputation  and  price  scale,  readers  should  know  this 
grande  dame  is  not  what  she  once  was.  The  service  has  dra- 
matically disintegrated — -things  arri\  when  they  shouldn't 
and,  despite  the  room's  being  half-empty,  it's  difficult  to  get 
anyone's  attention.  The  food  has  declined  as  well. 

•  Blue  Grotto—  1 576  Third  Ave.,  between  88th  and  89th  streets 
(Tel.:  426-3200).  Stylish,  pleasant,  reasonably  priced  neighbor- 


hood place.  The  space  is  beautiful  and  hip;  the  selections  are 
tasty  and  satisfying.  Well  worth  checking  out. 

•  Estiatorio  Milos-125  West  55th  St.  (Tel.:  245-7400).  The 
menu  at  this  staggeringly  expensive  Greek  seafood  restaurant 
is  tops.  Perfect  grilled  fish,  outstanding  lobster  and  wonderful 
vegetables  and  salads.  The  setting  is  chic  but  with  a  lot  of 
noise,  and  the  service  is  on  the  surly  side.  A  good  bet  if  you 
have  deep  pockets  and  can  put  up  with  the  attitude. 

•  Jean-Luc— 507  Columbus  Ave.,  between  84th  and  85th 
streets  (Tel.:  712-1700).  An  outstanding  spot  that  feeds  its 
patrons  incredibly  well.  The  Cornish  hen,  sea  scaUops,  steak 
au  poivre  and  grilled  rare  tuna  are  each  delectable  and  beauti- 
fiilly  presented.  A  perfect  creme  brulee  and  an  apple  almond 
tart  are  two  of  a  spectacular  assortment  of  desserts  from  which 
to  choose,  and  there  is  a  wonderful  cheese  selection.  F 
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TOMORROW,  INTEREST  RATES  WILL  GO 

UP,  DOWN  OR  STAY  THE  SAME 


WITH  A  LADDERED  BOND  STRATEGY,  YOU'LL  BE  READY. 


cOO- 
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There's  never  been  a  better  time  for  Charles  Schwab^ 


■jnn 


FLUCTUATING  INTEREST  RATES 

Over  the  past  tew  years,  the  Federal 
Reserve  has  lowered  interest  rates  in 
response  to  the  slower  economy. 
Tomorrow  that  may  change.  By 
utilizing  the  right  bond  strategy, 
you  can  limit  the  impact  of  fluctuating 
interest  rates. 

BOND  LADDERING  CAN  HELP 
REDUCE  INTEREST  RATE  RISK 


BOND  L.\DDtRING 


£ump»  o(  nrcc(n«Dc«  Don)  MOdv  with  SIOO.OCO  nwwtU  acMfy  »«  ^Wn 
ffKn  yaUno  ■  mi^ma  nwaga  of  3.53%  cr  $3,U2  amuaUv  L^ddwmg 
VOfam  tasomA  nwKrtM.  >o  a  pcrtan  cri  T«  portfOAo  wil  rnUuv  Mcn  year. 
ft\M  «Kl£ng  tw  rW<  tvpca»r  anociatad  N<in  Duying  •  sngli  Don]  of  a  longer- 
Urm  mOuity  «id  potviufy  mcwwnq  you  oowifl  porttalo  Mum  otw  tnw 


Laddering  is  a  smart  strategy   for 
almost  any   fixed-income   investor. 


opc 


BOND  YIELD  CURVE 


rod^v's  yioid  curve  t«fv]9  <o  flanen  out  arter  10-yea'  matunties  For  example,  by 
buying  7  yeara  out.  an  Investor  may  obtain  approximately  80%  of  the  yield 
aaaociated  wll^  longer-term  issuea  witn  less  exposure  lo  pnce  volatility  typically 
associated  vwth  bonds  with  longer-term  matuntles  >neld  curves  are  sublect  to 
cnsnge  at  anr/  time 

OalA  source  Bloomberg  U  S  Corpomla  Sonds  (Finance  r\2)  as  ot  9/6/02 


Instead  of  buying  bonds  that  are 
scheduled  to  come  due  in  the  same 
year,  you  buy  a  series  of  bonds 
scheduled  to  mature  at  evenly 
spaced  future  dates.  A  laddered 
portfolio  of  bonds  with  one-  to  five- 
year  maturities,  for  example,  gives  you 
the  benefit  of  the  upward-sloping 
yield  curve  while  allowing  you  to 
reinvest  ix  potentially  higher  rates  as 
the  shorter  maturities  roll  off. 

SPECIALISTS,  NOTGENERALISTS 

We  have  a  team  of  Schwab  Bond 
Specialist^  with  years  of  fixed-income 


experience,  and  their  primary  focus 
is  advising  clients  on  appropriate 
bond  investments.  And  our  Bond 
Specialists  are  not  paid  on  commission, 
so  you  can  depend  on  objective 
solutions  without  sales  pressure. 

We'll  show  you  how  fixed-income 
investing  can  enhance  your  asset 
allocation  and  reduce  risk.  Not  to 
mention  reduce  your  anxiety. 


TO  LEARN  MORE  ABOUT 

CREATING  AN  EFFECTIVE 

BOND  STRATEGY, 


CALL 

1-866-393-6201, 


-SOO- 


THE PRINCIPLES  OF  SCHWAB 


TMEPiaWCIPlEOFTMEIHI>IVIDOAI.IkVESTOH    •    THE  PBWaPlE  OF  FACTS.  HOT  HYPE    -   THE  PRINOPIE  OF  ADVICE  NOT  MIVEN  BY  COMHBSSION 
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charies  SCHWAB 


Call 

1-866-393-6201 

CUck 

schwab.com 

Visit 

395  locations  nationwide 

e  information  provided  here  is  for  general  informational  purposes  only,  should  not  be  considered  a  solicitation  or  recommendation  to 
y  or  sell  a  particular  security  and  does  not  take  into  account  your  individual  circumstances,  financial  situation  or  needs.  You  should 
t  buy  or  sell  a  bond  v»/ithout  first  considering  whether  it  is  appropriate  for  you.  ©2002  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved 
;mber  SIPC/NYSE.  (0802-8560),  ADS24072FUL.  - 
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If  we  are  what  we  eat,  the  hiture  is  looking  beautiful. 


For  100  years,  ADM  has  worked  with  innovative  food 
'  companies  and  the  American  farmer  to  find  natural  ingredients 
that  boost  taste  and  improve  health.  Right  now,  ADM  is  providing 
heart-healthy  alternatives  with  foods  from  soy. 


And  on  the  horizon  are  vegetable  oils  that  help  you  curb 

4,. 


fat  and  lose  weight.  Soon,  a  sensible  diet  will  be 


something  we  can  alllive  with,  in  more  v^ays  than  one. 


Nature  has  answers. 


1% anyone  listening? 


Yes. 


THE  NATURE  OF  WHAT'S  TO  COME" 


admwoilid.rcm 


flTHER  COMMENTS 


/  believe  that  every  right  implies  a  responsibility; 
every  opportunity,  an  obligation;  every  possession,  a  duty. 

—JOHN  D.  ROCKEFELLER 


Of  Mice  and  Men  surveys  show  most  Americans  think 
no  one,  including  the  very  rich,  should  pay  more  than  20%  of 
their  income  in  taxes,  but  most  people  have  no  idea  how  heavily 
shareholders  are  taxed.  Serious  students  of  tax  policy  have  long 
advocated  getting  rid  of  the  double  taxation  of  corporate  divi- 
dends. However,  what  has  been  striking  is  the  deafening  silence 
from  the  political  class  on  the  issue.  Politicians,  often  reluctant  to 
stand  for  principle,  are  proving  themselves  cowardly  in  this  issue. 

If  someone  came  to  your  door  with  a  gun  and  demanded 
70%  of  your  income  for  which  you  received  little  in  return,  you 
would  call  it  theft.  Our  Founding  Fathers  created  a  government 
to  protect  person  and  property.  The  government,  in  too  many 
cases,  is  not  protecting  but  is,  in  fact,  stealing  property. 

—RICHARD  W.  RAHN,  Discovery  Institute,  Washington  Times 

Out  or  jtep  Younger  readers  may  be  puzzled  by  the  spec- 
tacle of  Al  Gore  and  Teddy  Kennedy  sounding  antiwar  rhetoric, 
upsetting  plans  by  Senate  Majority  Leader  Tom  Daschle  to  back 
an  attack,  on  Iraq.  Let  me  explain:  It's  all  about  Vietnam. 

Vietnam  was  a  liberal.  Democratic  and  intellectual  war.  Senator 
Kennedy  has  to  lead  the  antiwar  remnants  because  Vietnam  was 
John  F.  Kennedy's  war.  Over  [time],  liberals.  Democrats  and  intel- 
lectuals refined  their  attitudes  toward  the  war  in  Vietnam.  They  pro- 
fessed to  hold  the  moral  high  ground,  and  asserted  that  American 
power  was  illegitimate.  These  sentiments  led  the  Democratic  Party 
to  electoral  debacle  in  1968  and  1972.  With  45  of  55  Democratic 
Senators  voting  against  the  Gulf  war  resolution  in  1 99 1 ,  they've  been 
able  to  win  the  presidency  only  with  Southern  governors  who  had 
no  foreign  policy  record  to  connect  them  to  the  antiwar  movement. 

Today  such  ideas  seem  more  clearly  than  ever  out  of  step 


with  the  nation  and  events.  We've  lost  some  3,000  lives  on 
American  soU,  and  the  public  seems  willing  to  let  President  Bush 
do  what  he  believes  necessary  to  keep  it  ft-om  happening  again. 
The  antiwar  movement  is  dead,  but  it  hangs  like  an  albatross 
around  the  neck  of  the  Democratic  Party. 

—ROBERT  L.  BARTLEY,  Wall  Street  Journal 

Let  Them  Eat  Cake  The  3,000  delegates  attending  the 
U.N.  World  Food  Summit,  dedicated  to  fighting  global  hunger, 
launched  their  conference  with  a  lunch  of  foie  gras,  lobster,  and 
goose  stuffed  with  olives,  followed  by  fruit  compote. 

—CHARLES  OLIVER,  Reason  Online 

Jersey  IJOUnCe  A11  summer  Tom  Daschle  was  minimizing^ 
the  ethical  shortcomings  of  Senator  Robert  Torricelli.  Despite  pub- 
lic airing  of  his  lapses,  Democratic  primary  voters  chose  [him]  to  be 
their  party's  candidate.  Then,  five  weeks  before  Election  Day  and 
three  weeks  past  the  deadline  for  ballot  substitution,  polls  indicated 
that  Torricelli's  campaign  was  sinking.  Democrats — with  control  of 
the  Senate  in  the  balance — ^yanked  him.  The  New  Jersey  Supreme 
Court  set  aside  the  election  law  and  approved  poll-directed,  final- 
month  pinch-hitting.  This  establishes  a  new  political  practice:  If 
your  candidate  begins  to  fall  behind,  forget  primary  results  and  sub- 
stitute a  candidate  whose  activities  and  views  cannot  be  thoroughly 
examined  by  media  nor  whose  stamina  can  be  tested  on  the  trail. 
Where  will  such  pinch-hit  politics  lead?  Are  primaries  for 
naught?  If  the  pinch-hitter  polls  well,  can  he  be  countered  with  a 
beloved  celebrity  in  the  final  week?  If  so,  will  many  tickets  for  fed- 
eral office  be  reconfigured  by  pollsters  and  decided  by  the  U.S 
Supreme  Court?  Will  there  never  again  be  a  Truman-Dewey  upset; 
— WILLL\M  SAFIRE,  New  York  Time: 

In  L/Ue  1  ime  Everyone  has  his  day  and  some  days  lasi 
longer  than  others. 

—WINSTON  CHURCHILI 


"Trick  or  treat,  and  ho  ,y  known  food  all  tgies." 

38       H    O    R    B    h    S   ■   Octoli.  I  2«, 


^COUt  S  rlonOr  There  was  once  a  great  beauty  who  wa; 
courted  by  every  man  in  the  land.  A  very  rich  admirer  wanted-tc 
buy  her  a  present.  He  offered  her  diamonds,  pearls,  rubies  anc 
emeralds,  but  all  she  wanted  was  a  silver  penknife.  So  he  bough 
her  a  silver  penknife.  She  was  delighted,  but  when  she  went  to  pu 
it  away  in  a  drawer,  he  noticed  that  it  was  ftill  of  silver  penknives 
"Why,"  he  asks,  "when  you  already  have  so  many  penknives,  d( 
you  want  another  one?"  She  replied,  "My  darling,  I  may  be  younj 
and  beautiftil  now,  with  men  falling  at  my  feet,  but  when  I  am  olc 
and  ugly,  I  know  what  a  Boy  Scout  will  do  for  a  silver  penknife. 
— Two  Fat  Ladies:  Gastronomic  Adventure: 
by  JENNIFER  PATERSON  &  CLARISSA  DICKSON  WRIGHT     I 
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MONEY      MANAGEMENT      IS      WHAT     WE      DO.' 


We  also  help  you  pass  along  more  than  just  your  name. 

buldn't  it  be  nice  to  leave  your  offspring  something  that  has  more  than  just  sentimental  value? 
>r  over  60  years,  that's  exactly  what  Neuberger  Berman  has  helped  clients  do.  Our  main  focus 
,  aVid  always  has  been,  money  management,  not  underwriting  securities.  Which  means  there  are 
>  hidden  agendas  when  we  buy  or  sell  stocks  for  you.  There  are  no  distractions,  either;  we 
)end  all  our  time  sweating  every  detail  of  your  portfolio.  You  see,  managing  money  is  our  reason 
r  being.  And  that's  something  we've  passed  along  from  generation  to  generation.  Whether  you 
jve  S500,000  or  S50  nnillion  to  invest,  and  would  like  a  free  brochure  on  money  management, 
3ll    877.232.4859.    Or,    for    more    information    and    a    list   of    offices    nationwide,    visit    nb.com. 


isjt  EQ  nb.com 


NEUBERGER    BERMAN 


Private  Asset  Management 

"Money  management  is  what  we  do"  is  a  service  mark  of  Neuberger  Berman.  LLC.  ©2001.  All  rights  reserved.  Member  NYSE/NASD/SIPC.  7/01. 
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CURRENT  EVENTS 


y  Ernesto  Zedillo,  former  president  of  Mexico 
RECTOR,  Yale  Center  for  the  Study  of  Globalization 


Unilateralism  Is  Self-Defeating 


HE  N.'OTONAL  SECLfRm'  STRJiTEGY  (NSS)  OF  THE  UNITED  STATES 
f  America  issued  by  the  Bush  Administration  in  September  has 
ready  been  described  as  the  most  comprehensive  framework  for 
.S.  foreign  policy  since  the  end  of  the  Cold  War  a  decade  ago. 
iven  present  international  tensions,  particularly  over  Iraq,  it  was 
atural  that  most  of  the  media's  attention  was  focused  on  Section  V, 
roclaiming  the  U.S.'  right  to  "preemptive  actions  to  counter  a  suf- 
rient  threat  to  our  national  security."  If  this  were  the  NSS'  only 
jbstantive  point,  it  would  be  a  definite  signal  that  the  unilateralist 
id  isolationist  leanings  that  have  intermittently  colored  American 
olitics  had  prevailed  as  the  new  doctrine  of  foreign  policy. 
aradoxically,  the  NSS  also  provides  the  strongest  endorsement 
f  multilateralism  ever  provided  by  the  Bush  Administration. 

jood  Concepts  for  U.S.  National  Security 

"he  NSS  states  that  the  U.S.  is  committed  to  lasting  institutions 
ach  as  the  U.N.,  and  it  notes  the  value  of  diplomacy  in  interacting 
^th  other  nations.  It  also  expresses  a  willingness  to  favor  coali- 
ons  in  achieving  an  international  balance  of  power  It  acknowl- 
dges  the  importance  of  respecting  the  values,  judgments  and 
iterests  of  U.S.  partners,  as  well  as  the  strategic  relevance  of  coop- 
rating  with  other  nations  and  the  entire  global  community, 
•lotably,  it  concedes  that  in  our  newly  interdependent  world  the 
istinction  between  domestic  and  foreign  affairs  is  diminishing. 

Regarding  terrorism,  the  NSS  makes  the  case  for  a  more 
jooperative  and  multilateral  approach  on  several  counts..  It  calls 
[n  the  international  community  to  diminish  the  underlying  con- 
litions  that  spawn  terrorism  and  encourages  partners  to  coordi- 
»ate  an  effort  to  isolate  terrorists.  It  accepts,  in  short,  that  the  U.S. 
leeds  the  support  of  its  allies  and  friends  to  defeat  terrorism. 

The  document  also  makes  a  strong  case  for  international  eco- 
iorrtic  cooperation,  even  though,  interestingly  enough,  this  is 
)ased  mainly  on  self-interest.  The  NSS  recognizes  that  there  is  a 
:lear  connection  between  the  strength  of  the  world  economy  and 
IS.  national  security,  and  that  a  world  in  which  half  the  popula- 
ion  lives  in  poverty  cannot  be  stable.  It  reaffirms  the  government's 
lommitment  to  some  recent  multilateral  undertakings,  such  as  the 
)ngoing  new  round  of  trade  liberalization  and  the  so-called  Mon- 
errey  Consensus,  which  supports  the  financing  of  development 
n  undeveloped  countries.  It  calls  on  the  U.S.  and  other  developed 
:ountries  to  set  an  ambitious  and  unprecedented  target:  to  double 
he  national  income  of  the  world's  poorest  economies  within  a 
iecade.  In  contrast  to  early  Bush  Administration  positions  the 
^ISS  lays  out  ideas  for  countries  to  cooperatively  prevent  financial 


crises  and  resolve  them  when  they  do  occur.  Although  not  uncon- 
ditionally, it  promises  more  support  to  the  global  fund  for 
HIV/AIDS  and  supports  a  flexible  interpretation  of  the  WTO 
intellectual  property  rules  so  that  developing  countries  can  gain 
access  to  critical  medicines  for  the  worst  epidemics.  This  shift  in 
position  can  be  traced  to  the  anthrax  crisis  of  a  year  ago. 

Don't  Let  bin  Laden  Win 

Do  all  these  gratifying  concepts  prove  that  the  multilateral  approach 
reigns  over  unilateralist  tendencies  in  current  American  foreign  pol- 
icy? Not  really.  A  critical  test  will  be  whether  or  not  the  U.S.,  in  its 
handling  of  the  Iraq  problem,  violates  the  United  Nations  Charter. 
If  this  happens,  unilateralism  will  have  defeated  multilateralism. 
And  this,  I'm  afraid,  could  have  bad  consequences  for  everyone. 

Harborers  of  terrorists  absolutely  must  be  punished,  but  not 
in  a  way  that  undermines  the  international  cooperation  that  is  so 
indispensable  in  fighting  it.  And  international  cooperation  wUl  be 
the  first  and  foremost  casualty  of  a  unilateralist  approach.  The  lat- 
ter's  essential  assumption — that  all  the  U.S.  needs  to  protect  its 
legitimate  national  interests  is  to  exercise  decisively  its  unmatched 
military  and  economic  power — ^just  doesn't  hold  water.  It  con- 
fuses power  with  effective  capacity  to  control.  A  go-it-alone  atti- 
tude will  not  give  the  U.S.  more  influence  in  the  world  but  will 
estrange  a  number  of  important  allies  and  friends,  as  well  as 
China,  Russia,  the  Arab  states  and  many  other  developing  coun- 
tries. It  would  severely  undermine  the  international  system,  with- 
out which  the  world  would  not  be  enjoying  whatever  prosperity 
and  stability  it  has  had  since  the  end  of  World  War  II. 

It  is  true  that  the  atrocities  of  Sept.  1 1, 2001,  coupled  with  the 
relationship  of  the  Taliban  regime  with  al  Qaeda,  made  it  imper- 
ative to  deal  with  Afghanistan.  But  we  now  know  that  the  aggres- 
sors prepared  their  attacks  more  in  Western  countries  than  in 
their  Afghan  sanctuaries.  It  is  the  great  irony  of  Sept.  1 1  that  the 
terrorists  used  American  freedoms  and  the  American  way  of 
life — which  they  claimed  to  hate — to  perpetrate  their  crime.  This 
is  not  a  traditional  war  between  states.  It  is  a  fight  against  net- 
works of  stateless  outlaws.  Of  course,  the  masterminds  of  terror 
would  love  to  see  their  efforts  elevated  as  frequently  as  possible  to 
the  level  of  traditional  war  because  the  instability,  resentment  and 
hatred  war  provokes  is  good  for  their  cause.  Unilateralism  would 
lead  to  a  divided  world,  retreating  from  international  coopera- 
tion and  economic  globalization,  which  is  what  the  fanatics  want. 

To  put  it  simply,  if  the  unilateralists  get  their  way,  bin  Laden — 
dead  or  alive — wUl  have  won.  F 


Forbes 


Ernesto  Zedillo,  director,  Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  Lee  Kuan  Yew,  senior  minister  of  Singapore:  and 
Paul  Johnson,  eminent  British  historian  and  author;  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger,  are  now  periodically  writing  this 
column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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Introducing 
KPMG  Consulting's  New  Name 

AND 

Era  Of  Empowerment. 


We  have  done  more  than  just  change 
our  name.  We  have  chartered  a  new 
beginning.  An  era  of  empowerment. 
Which  positions  BearingPoint — formerly 
KPMG  Consulting — ready  to  assume  the 
lead  as  the  worlds  most  influential  and 
respected  business  advisor  and  systems 
integrator.  But  while  we  have  changed 


oiu  name  to  BearingPoint,  what  we  have 
not  changed  is  our  mindset — the  desire  to 
get  it  done.  And  get  it  done  right.  Our 
goal  is  to  be  on  everyone's  list.  At  the  top, 
of  course.  We  will  accomplish  that  goal 
the  same  way  we  have  operated  for  over 
100  years.  One  on  one.  With  practical 
know-how.  With  passion.  Delivering  to 


BearinQPoint 

^^-^  Formerly  KPMG  Consulting 


Formerly  KPMG  Consulting 
Business  and  Systems  Aligned.  Business  Empowered." 


our  present  and  future  clients  more  than 
just  consulting.  By  helping  our  clients 
align  their  business  and  systems  to  achieve 
their  desired  goals.  Providing  the  right 
information  to  empower  their  business. 
Because  the  right  information  brings 
knowledge.  And  knowledge  is  power. 
Sharing  it  is  empowerment. 
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Atlas  Mugged 


FOR  THE  LAST  25  YEARS,  I'VE  LIVED  IN  SILICON  VALLEY  AND 
buddied  up  with  entrepreneurs.  This  French-derived  word 
encompasses  a  breathtaking  range  of  American  participants: 
natives/immigrants,  men/women,  rich/poor,  extroverts/intro- 
verts, dropouts/postdocs.  Every  U.S.  state  is  home  to  thousands 
of  entrepreneurs,  as  I  rediscovered  while  touring  patches  of  the 
country  by  small  airplane  this  summer. 

Wherever  it  is  that  you  happen  to  crash  into  one  of  these 
entrepreneurs  (they're  always  on  the  run),  you'll  find  yourself 
talking  to  an  evangelist  of  innovation.  An  entrepreneur  sees 
around  corners.  He  wants  to  grab  your  lapels  and  describe  what 
lies  out  there.  This  sort  of  person  takes  great  delight  in  striding 
into  the  temples  of  his  old  industry  and  smashing  its  icons. 
Entrepreneurs  are  the  shock  troops  of  creative  destruction.  I  am 
convinced  that  entrepreneurs  (along  with  entrepreneurial- 
friendly  regulation)  are  why  the  U.S.  holds  an  economic  advan- 
tage over  the  rest  of  the  world.  Our  lead  can't  be  explained  by 
education.  As  for  our  supposed  tax  advantages,  they're  narrower 
than  you  think,  especially  when  you  add  in  the  tax  of  litigation. 

Sarbanes-Oxley  Smackdown 

Today's  woes  have  been  compared  with  those  of  1973-74.  Then, 
as  now,  we  suffered  through  a  synchronous  global  recession. 
That  slump  was  made  worse  by  a  40%  drop  in  the  S&P,  a 
domestic  scandal  (Watergate),  a  failed  foreign  expedition  (Viet- 
nam) and  turmoil  in  the  Middle  East.  American  confidence  was 
shot  by  mid-decade,  but  we  got  through  it.  Entrepreneurs  led  us 
out  of  the  muddle. 

Few  would  have  dared  predict  America's  coming  renaissance 
during  the  days  of  gas  lines  in  Chicago  and  helicopter  escapes  in 
Saigon.  Who  knew  that  the  confidence-sapping  1970s  would 
manage  to  produce  Apple  Computer,  Microsoft,  Oracle  and 
Federal  Express?  These  upside  surprises  firom  a  crappy  decade 
make  you  dream  anew. 

Amid  the  present  gloom,  what  wondrous  products  and  serv- 
ices are  entrepreneurs  working  on  today?  WTio  will  be  the  first  to 
come  up  with  a  DNA  computer  or  a  cure  for  diabetes?  Many  are 
toiling  away  on  such  projects.  But  who  will  deploy  novel 
approaches  to  bring  such  products  to  market?  That  takes  an 
entrepreneur — someone  willing  to  smash  all  the  conventions 
and  rules  to  do  so,  while  risking  his  own  capital  and  reputation. 

Bummer!  The  business  of  smashing  rides  and  conventions  is 
about  to  become  harder.  Maybe  even  illegal.  Certainly  entrepre- 
neurship  in  the  2000s  will  be  burdened,  European-style,  with 
higher  overhead  costs.  In  the  wake  of  Enron  and  Global  Cross- 
ing, new  laws  and  regulations  are  popping  up  in  Washington 
like  daisies  in  a  cemetery.  Take  the  Sarbanes-Oxley  Act  of  2002. 


It  may  well  succeed  in  stopping  the  next  Enron — but  it  could 
crib-kill  the  next  Cisco,  Microsoft  and  Starbucks,  as  well.  This 
wretched  law  does  not  discern  between  big  public  companies 
and  privately  backed  seedlings.  Startups  of  four  employees,  if 
they  hope  to  go  public  someday,  now  will  have  to  burn  precious 
brain  cycles  on  matters  such  as  executive  compensation,  board 
diversity  and  codified  ethics.  In  practice,  cash-starved  startups 
may  have  to  dump  three  engineers  to  make  room  for  a  lavsyer. 
The  Sarbanes-Oxley  Act  tosses  around  words  such  as  mis- 
conduct and  fraud  without  defining  them.  They  are  to  be  defined 
after  the  fact — by  lawyers,  of  course.  This  uncertainty  reminds 
me  of  a  law  in  Hong  Kong  against  sedition.  Sedition  is  whatever 
Beijing  decrees  it  to  be. 

Raising  tlie  Cost  of  Risk 

Sarbanes-Oxley  totally  misses  what  entrepreneurship  is  about.  Let 
me  tell  you  about  entrepreneurs.  I've  known  hundreds  of  them. 
Each  is  capable  of  slinging  a  line  of  cockeyed  bull  and  borderline 
truth  like  you  can't  imagine.  Understand,  the  entrepreneur  isn't 
lying  to  you.  He's  describing  the  ftiture  as  he  sees  it.  In  the  1970s 
Steve  Jobs  and  Bill  Gates  saw  a  future  of  cheap  personal  computers. 
Bill  Gates  further  saw  how  software  could  be  unbundled  from  hard- 
ware and  sold  separately.  Fred  Smith  saw  cheap  overnight  delivery. 

Now  imagine  trying  to  peddle  crazy  visions  like  these.  The 
nonentrepreneur  is  hamstrung.  His  product  may  still  be  in 
prototype,  so  there  is  much  hemming  and  hawing.  He  thinks: 
"Maybe  the  doohickey  will  work,  maybe  not.  We  really  can't  rec- 
ommend that  you  invest  in  it,  buy  it  or  come  to  work  with  us, 
because  ...  well-1-1-1-1-1 ...  there  are  no  guarantees." 

The  entrepreneur  has  no  such  doubts.  Vision  exists  as  future 
fact  for  him  or  her.  The  entrepreneur  has  no  qualms  about  mak- 
ing bold  claims  for  the  product  or  service,  like  how  it  will 
change  the  world.  Is  that  lying?  To  the  entrepreneur,  it's  only 
optimistic  spin,  a  vision — a  future  fact. 

The  dilemma  for  pubHc  policymakers  is  that  most  entrepre- 
neurs do  faO.  Technology  and  markets  can  change,  capital  can 
become  tight,  management  can  goof  up.  Failure  has  a  thousand 
fathers.  In  rare  cases  does  misconduct  cause  the  failure.  But 
thanks  to  Sarbanes-Oxley,  the  entrepreneur  will  now  have  to 
conduct  himself  like  a  saint  at  every  step,  always  covering  his  rear 
for  the  possibility  of  failure.  Else  a  lav\ryer  might  resurrect  an  old 
e-maU  utterance  of  entrepreneurial  hope  and  portray  it  as  a  lie  in 
court.  That  would  be  a  travesty.  Entrepreneurs  are  neither  saints 
nor  sober-minded.  They're  entrepreneurs.  Raise  the  cost  of 
entrepreneurship  and  we  will  get  fewer  entrepreneurs.  F 


PVirllf***  !  Visit  Rich  Karlgaard's  home  page  at  www.forbes.com/karlgaard 
^^^i^2^^i^  I  ore-mailhimatpublisher@forbes.com. 
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ON  MY  MIND 


Sally  Satel,  a  psychiatrist  in  Washington,  d.j.  and  fellow  at  the  American  enterprise  institute. 


Kumbayah  Medicine 

Why  is  the  government  paying  for  research  into  wacky  alternative  treatments? 


HAVING  TROUBLE  REMEMBERING  WHERE  YOU  PUT  YOUR  CAR 
keys?  You  can  forget  about  Ginkgo  biloba,  a  popular  natural 
health  product  ballyhooed  as  a  memory  aid.  Recently,  a  rigor- 
ous, partially  government-funded  study  in  the  Journal  of  the 
American  Medical  Association  found  that  the  supplement  is  inef- 
fective. Alas,  this  isn't  the  last  you  will  hear  of  this  particular 
quack  remedy.  Nor  the  last  time 
that  your  tax  money  will  go  into 
what  is  euphemistically  called 
"alternative  medicine." 

Consider,  for  example,  Thera- 
peutic Touch.  The  fanciful  idea 
behind  XT  is  that  conditions 
ranging  from  tension  headaches 
to  stress  are  alleviated  by  smooth- 
ing the  blockage  of  the  "human 
energy  field"  that  supposedly  sur- 
rounds us.  Without  touching  the 
patient  the  therapist  strokes  the 
field.  One  problem:  No  such  field 
exists.  Therapeutic  Touch  is  liter- 
ally nothing  but  hand  waving.  It's 
nonsense.  And  yet  we  have  fed- 
eral tax  money  studying  IT, 
through  the  National  Center  for 
Complementary  &  Alternative 
Medicine.  The  agency  is  a  monu- 
ment to  Congress-inspired,  gov- 
ernment-fimded  pseudoscience. 

The  TT-subsidizing  agency 
has  its  roots  in  the  Office  of  Alternative  Medicine,  created  in 
1992  largely  at  the  urging  of  Senator  Tom  Harkin  (D-Iowa). 
Convinced  that  his  allergies  were  cured  after  taking  enormous 
doses  of  bee  pollen,  the  senator  became  an  avid  supporter  of 
alternative  medicine.  He  was  not  content  to  let  unconventional 
therapies  be  studied  expertly  and  objectively  by  scientists  in  the 
existing  National  Institutes  of  Health.  Harkin  was  chairman  of 
the  appropriations  subcommittet;  that  allocates  funding  to  the 
NIH.  Naturally,  funding  r  >r  the  O.VM  was  approved. 

The  office  started  out  with  a  budge  r  of  a  few  million  dollars. 
After  five  years  in  existence,  it  Iuk  ic  B^w  treaiments  that  I  saw 
to  show  for  the  money  it  handed  out.  Despite  its  anemic  track 
record,  Harkin  argued,  with  classic  political  reasoning,  that  the 
office  should  be  expanded  in  role  and  elo  uted  in  suius.  So  in 
1998  it  was  reincarnated  as  the  aforemention  !  N.-,;iiin,."  .'enter. 
Its  latest  budget:  $1 13  million. 


"Therapeutic  Touch,  for  example,  is  literally 
nothing  but  hand  waving.  But  this  pseudo- 
science  is  being  studied  with  taxpayer  support." 


The  money  is  going  into  investigating  some  pretty  bizarre 
therapies.  Some,  like  TT,  are — conveniently  for  the  propo- 
nents— of  such  a  nature  that  they  cannot  be  put  to  a  scientific 
test.  It  is  easy  enough  to  evaluate  a  ginkgo  pill  in  a  blind  test 
that  stacks  it  up  against  a  placebo.  But  according  to  its  pro- 
ponents, TT  won't  work  if  the  practitioner  is  not  "centered" 

or  if  the  patient  is  "out  of  bal- 
ance." Thus  the  theory  behind 
TT  is,  as  the  scientists  say 
impossible  to  falsify. 

Other  treatments  that  the 
alternative  medicine  center  is 
studying  either  are  biologically 
implausible  or  have  already  been; 
found  to  be  useless  in  previous 
studies.  In  these  categories  are 
homeopathy,  the  use  of  shark 
cartilage  to  cure  cancer  and  mag 
net  therapy  for  pain.  Then  there 
are  the  kumbayah  remedies  like 
art  and  dance  therapies,  guidedi 
imagery  and  massage.  These  are 
no  more  medical  than  shopping 
or  sex — both  of  which  will  make 
you  feel  better. 

Or  consider  "distant  healing.' 
The  center  is  ftinding  a  study  or 
the  effects  of  prayer  on  brain  can 
cer.  Patients  with  brain  tumor; 
(who  are  also  getting  conven 
tional  cancer  treatment)  agree  to  be  prayed  for  by  "experiencec 
healers"  several  hundred  miles  away.  Other  patients  with  brair 
tumors  are  not  prayed  for.  I  wonder  how  that  test  will  come  out 
Does  Harkin's  agency  do  anything  at  all  worthwhile?  Yes.  Foi 
example,  it  has  sponsored  studies  on  St.-Iohn's-wort,  a  supple 
ment  that  now  appears  ineffective  for  serious  depression.  I 
plans  to  study  high-estrogen  botanicals  like  black  cohosh,  flaj 
seed  and  dietary  soy — a  good  idea  in  light  of  the  recent  contro 
versy  over  the  safety  of  some  hormone  replacement  therapies 
But  the  agency  seemingly  has  no  appropriate  filter  to  sort  ou 
useful  and  promising  lines  of  inquiry  from  bogus  ones  receivinj 
aid  only  because  of  the  lobbying  of  true  believers. 

It  has  been  wisely  said  that  alternative  medicines  are  onl; 
alternative  until  they  are  proven  to  work — and  then  they  ar 
medicine.  So  let's  study  them,  but  leave  the  decisions  up  to  th- 
good  scientists  at  existing  institutes  within  the  NIH.  I 
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responsibly.  (But  you  know  that.) 
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FOLLOW-THROUGH 


ftUeUST  6,  2001 


Hedge  Trimming 


HEDGE  FUNDS  CHARGE  OUTRAGEOUS 
fees,  deliver  mediocre  returns  and 
in  some  cases  cross  the  line  into 
illegal  activity,  we  warned  in  a  cover 
story  a  little  over  a  year  ago.  Since  then, 
their  performance  hasn't  been  much 
better.  Sure,  for  the  year  hedge  funds  are 
down  just  4.3%  against  a  19%  drop  in 
the  S&P  500,  according  to  the  New  York- 
based  investment  firm  Hennessee 
Group.  But  they're  supposed  to  be  up  in 
down  markets — that's  why  hedge  funds 


-lashbacks 


exist.  A  better  compari- 
son in  this  bear  market 
is  against  shorts.  The 
Hennessee  Short  Bias 
index,    which    tracks 
hedge  funds  that  short 
the  market,  shows  a 
12%     return     that's 
dwarfed  by  the  perfor- 
mance     of     bearish 
mutual  fund  managers 
like  David  Tice,  whose 
Prudent  Bear  Fund  is 
up  41%.  Tice  charges 
lower  fees  than  hedge  funds  and  he 
submits  to  SEC  regulation. 

Some  high-profile  managers  have 
even  closed  their  funds  after  this  tough 
year.  In  September  Lawrence  Greenberg, 
once  a  fund  manager  at  Fidelity  Invest- 
ments, shuttered  his  $500  million  Mt. 
Everest  Fund  as  losses  mounted. 

The  Securities  &  Exchange  Commis- 
sion is  cracking  down  on  a  couple  of 
allegedly  crooked  funds.  One  case:  a  fund 
called  House  Edge,  run  by  Paul  J.  House 
of  Mt.  Zion,  111.  According  to  the  SEC, 


House  marketed  his  $2.9  million  fund  to 
retirees  by  claiming  148%  returns,  whUe 
the  fund  in  fact  had  lost  $850,000.  House 
wants  to  settle,  according  to  his  lawyer. 

The  Bush  Administration  is  beefing 
up  its  scrutiny  of  hedge  funds.  SEC  Chair- 
man Harvey  Pitt  launched  a  fact-finding 
investigation  of  hedge  funds  in  July  that 
officials  say  is  likely  to  result  in  sweeping 
changes.  In  September  the  Treasury 
Department  proposed  new  anti-money- 
laundering  rules  that  would  require, 
hedge  funds  to  register  with  Treasury's 
Financial  Crimes  Enforcement  Network. 
— Michael  Maiello 

MftV  !3,  2002 

Cleaning  Up 
The  Tort  Mess 

OUR  MAY  COVER  STORY  ON  OUT-OF- 
control  lawsuits  sparked  efforts  to  rein  in 
tort  craziness  in  a  couple  of  states  and 
Congress.  Nevada  held  a  special  legisla- 
tive session  and  in  August  set  a  $350,000 
cap  on  pain  and  suffering  damages  in 
medical  malpractice  suits.  In  Mississippi 
a  special  tort  session  in  September  was 
marked  by  heavy  lobbying  from  plaintiff 
lawyers  and  doctors.  But  after  a  month  of 
political  wrangling,  negotiators  reached 
a  compromise  limiting  noneconomic 


70  YEARS  AGO  IN  FORBES/APRIL  I,  1932 

NO  r  IdCG  TO  rllQG  Despite  the  fact  that  many  officers 
and  directors  are  appointed  for  the  purpose  of  "window  dress- 
ing," law  and  the  business  world  rightly  presume  that  the  leaders 
of  the  corporation  actually  do  lead  it  and  that,  to  a  great  extent,  the 
character  of  the  corporation  is  shown  by  the  character  of  its  lead- 
ers. There  is  reason  to  suppose  that  the  courts  are  going  to  hold 
the  directors  and  officers  increasingly  liable  personally  for  the 
acts  of  the  artificial  legal  entity  that  they  are  assumed  to  lead. 

40  YEARS  AGO  IN  FORBES/NOVEMBER  i,  1962 

Love  Those  Munis  Agamst  a  background  of  a 
stock  market  that  continued  to  sink,  municipal  bonds  last  month 
hit  their  highest  levels  in  six  years.  Demand  by  both  individual 
and  institutional  buyers  for  these  tax-exempt  securities  has  cut 
the  floating  supply  to  half  what  it  was  before  the  May  debacle  in 
stocks.  Municipal-bond  specialists  comphin  ihere  aren't  enough 


106O 


1961 


1982 


issues  to  go  around. 
Investors  are  now  piling  intc^ 
munis  at  a  record  pace.  Accord- 
ing to  Thomson  Financial,  the 
$255  billion  in  municipal  bondi 
issued  this  year  exceeds  las< 
year's  amount  by  28%. 


30  YEARS  AGO  IN  FORBES/OCTOBER  15.  1972 

Verbiage  In,  Verbiage  Out  once  agam  the  annua 

meeting  of  the  World  Bank  and  the  International  Monetary  Func 
resembled  a  convention  of  boy  scouts.  Virtue  was  definitely  "in.' 
There  was  general  agreement  that  general  agreement  was  a  de 
sirable  goal.  The  developing  countries  made  clear  their  intentior 
to  link  monetary  reform  and  development  assistance.  Their  stancf 
may  result  in  the  U.S.  and  the  developing  countries  combining  ir 
favor  of  handouts  to  themselves. 
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Or  this? 


At  the  Hartford,  we  have  the  right  customized  coverage  for  your  business. 

For  information  about  this,  as  well  as  other  products  we  offer  such  as  401(k), 

Group  Disabilit)-,' and  Group  Life,  visit  us  at  www.thehartford.com. 

IXVE.STMENTS.  INSURANCE.  190  YEARS  OF  WISDOM.  iHE  

Always  thinking  aheadT     llAllTFORD 
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Harley    Earl    \A/as    here. 


When    first    introduced    t)y 

legendary    G  N^  design    guru 

Harley    Earl,    the    tail    fin    was 

the    ultimate    expression 

of    forward    thinking. 

It   was    just   one    more    touch    of 

flair    that    helped    Buick    stand 

out    on    the    American    road. 

And    while    the    tail    fin    may    no 

longer    be    in    vogue,    Harley's 

unique    brand    of    forward 

thinking    has    never    gone 

out    of    style. 


BUICK 

THE   SPIRIT   OF  A^/\ERICAM    STYLE 


buick.com 
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EmXdW-THRQUGH 

damages  to  $500,000. 

In  Washington  the  House  passed  a 
bill  that  limits  punitive  awards  in  medical 
malpractice  suits  and  puts  a  $250,000  cap 
on  noneconomic  damages.  A  Senate  bill 
is  now  in  committee,  but  it  will  be  an  up-' 
hill  batde  to  get  the  required  votes. 

— Michael  Freedman 

I  y  I  Y  p^     ?  <)  0  ' 


Drug  Bust 


OUR  LAST  DISPATCH  ABOUT  AMERICAN 
Home  Products  had  the  company  getting 
a  pick-me-up  from  its  depression  drug 
Effexor,  whose  sales  were  $1.2  billion  and 
rising.  Newly  minted  Chief  Robert  Essner 
was  also  helping  the  company  recover 
from  a  diet-pill  debacle  that  led  to  one  of 
the  nation's  largest  drug  recalls  and  $12 
billion  in  Uability  claims.  But  Essner,  who 
changed  the  company's  name  to  Wyeth, 
seems  to  be  having  flashbacks  lately.  In 
July  a  Women's  Health  Initiative  study 
found  that  menopause  patients  taking 
combination  hormone  replacements 
were  susceptible  to  breast  cancer  and  car- 
diovascular disease. 

The  news  battered  sales  of  two  of  Ess- 
ner's  biggest  drugs,  Prempro  and  Pre- 
marin.  Fourteen  class  suits  showed  up  at 
the  company's  headquarters  in  Madison, 
N.J.  (Wyeth  says  it  will  vigorously  defend 
the  suits.)  Earnings  estimates  have  been 
ratcheted  down  almost  30  cents  a  share 
and  the  stock  has  slid  45%  from  the  $60 
it  reached  before  the  study  was  released. 
However,  there's  been  some  good  news 
for  Essner.  Sales  of  three  drugs — Cor- 
darone,  Protonix  and  Effexor — were  ro- 
bust during  the  first  half  of  this  year.  And 
the  company  expects  several  new  drugs 
out  of  its  pipeline  by  2004. 

— Rob  Wherry 

JANivrY  21,  2002 

Playboy  Without 
Nudes? 

PLAYHOY  MAGAZINE  MAY  DO  THE 
unthinkable  in  an  aggressive  ploy  to  lift  its 
parent  company's  flagging  fortunes.  In 
September  Hugh  Hefner,  who  still  runs 
the  magazine,  installed  a  new  editorial 
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director,  James  Kaminsky,  the  41-year-olc 
former  executive  editor  of  Maxim,  Play- 
boy's ultrasuccessful  lad-mag  competitor 


Hef  wants  big  changes,  including  mor 
space  in  the  book  for  articles  and,  gasp 
fewer  nude  photos.  Playboy  Enterprise? 
chief,  Christie  Hefner,  needs  a  boost 
Investors'  hopes  for  even  a  nominal  profr 
this  year  have  evaporated  and  the  stock  i' 
down  45%  to  a  recent  $9.  Playboy.com  ha 
attracted  less  than  half  the  100,000  ne\ 
subscribers  Christie  promised  by  year 
end.  In  August  she  replaced  Playboy.cor 
president  Lawrence  Lux,  who'd  arrived 
Playboy  just  two  years  ago,  with  Rand 
Nicolau,  32,  a  little-known  former  mar 
keter  and  Lux  underling.  — Stephane  Fitc 

MARCH  1.4    20DI 

More  Enron  Fallout 

WHEN  WE  WROTE  ABOUT  AQUILA,  TH 
Kansas  City  energy  trader  was  about  to  b 
spun  off  by  family-run  UtiliCorp  and  w; 
following  the  upward  trajectory  of  large 
rivals  Enron  and  Dynegy.  Since  the 
AquOa  has  ridden  Enron's  downward  sp 
ral,  battered  by  the  industrywide  scand. 
over  potentially  fabricated  power  trade 
Aquila  denies  participating.  Still  it  h. 
announced  that  it  will  get  out  of  tl 
energy  trading  business  altogether  an 
reposition  itself  as  a  plain  vanilla  utilit 
In  October  Chief  Robert  Green  resigne 
in  favor  of  older  brother  Richard  Gree 
Jr.  Litde  brother  is  walking  away  with  a 
S8  million  bonus  for  the  company's  pe 
formance  in  2001  and  another  $7.6  mi 
lion  in  severance.  Undoubtedly,  Aquila 
1 ,200  laid-off  employees  have  done  a  I 
worse,  as  have  shareholders.  The  con 
pany's  stock  is  down  90%  from  its  $. 
high  in  May  of  last  year.  — Phyllis  Beriiu 


Expressive    styling    is    just    one    of    the    many    legacies    of   America's    greatest    car    designer. 

All    of    which«    live    on    today    at    the    car    company    where    he    hung    his    hat. 

The    n^w    2003    Park   J\.yr e rt u e '    Ultra. 
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The  Player 


BILL  GATES  is  determined  to  drag  Hoilywe 
into  the  digital  age,  even  if  it  means 
working  on  the  fringe,  by  elisa  Williams  ; 


LLOYD  FORCELLINI  WASN'T 
sure  what  to  make  of  the  call 
he  received  in  January  from 
someone  representing  "MS 
Studios."  The  person  asked 
Forcellini,  vice  president  of 
New  York-based  DuArt  Dig- 
ital Laboratories,  whether  he  might  be 
interested  in  using  a  new  technology  to 
create  a  digital  master  of  the  horror  flick 
Wendigo,  about  a  gruesome  Native 
American  spirit  that  comes  to  life. 

The  New  York  film  production  shop 
had  originillv  worked  on  the  movie,  but 
Forcellini  ■  wary  after  lcai;iir,^  the  real 
identity  ni  Studios:  Microsoft.  The 
software  bchcir.otli  wanted  Forcellini  to 
c]uietly  help  it  develop  a  next-generation 
digital  media  platform,  tlien  code-named 
"("orona,"  now  kn(nvn  H\  ■  •  clunky  title 
ol  Windows  Media  9  '^orii ..  I  he  digital 
remaster  would  be  a  :  wpicce  for  the 
new  technology,  which  -osoft  claims 
can  create  video  resoUn      i  t"ivr  times 


clearer  than  a  DVD  and  provide  almost- 
instant  streaming  video. 

Forcellini  worried  about  Microsoft's 
reputation  as  a  bully  that  might  steal  his 
ideas;  at  first  he  wouldn't  even  let 
Microsofties  in  his  lab.  He  fretted  more 
when  the  company  sent  him  a  12 -page 
nondisclosure  agreement  that  he  says  was 
so  one-sided  he  reftised  to  sign  it.  But  he 
ended  up  joining  with  the  feared  titan 
anyway,  and  was  surprised  at  how  well  it 
went.  Other  digital  remakes  using 
Microsoft  technology  will  debut  in 
theaters  next  month.  "They've  got  a  much 
different  philosophy  now.  They're  being 
much  more  open  about  what  they're 
doing,"  says  Forcellini,  who  helped  the 
company  speed  up  video  compression. 

A  lot  of  folks  in  Hollywood  are  get- 
ting calls  from  Redmond  about  Media 
9 — but  not  whom  you  might  expect. 
Rather  than  waiting  for  the  studio  bosses 
to  embrace  the  digital  age,  Microsoft  is 
taking  the  unorthodox  tack  of  ingratiat- 


ing itself  from  the  bottom  up.  It  is  woo 
ing  Hollywood's  small  fry:  postproduc 
tion  shops,  broadcast  technicians,  inde 
pendent  filmmakers  and  the  small  arm 
of  folks  who  toil  anonymously — bu 
wield  influence  on  the  technical  side  c 
the  industry.  Contrast  that  strategy  wit] 
crosstown-Seattle  archrival  RealNet 
works,  which  spends  much  of  its  tim 
arranging  content  deals  with  Majo 
League  Baseball,  ABC  News  and  others. 

"In  terms  of  relationships,  there' 
been  a  pretty  dramatic  evolutio 
recently  with  our  outreach  and  success 
in  wooing  the  "trusted  vendors"  to  Bi 
Hollywood  rather  than  just  the  studio 
says  Jonathan  Usher,  a  Microso 
digital  media  director. 

But  even  a  software  giatit  lil< 
Microsoft  may  have  had  little  otht 
choice.  The  entertainment  conglomei 
ates  have  a  stranglehold  on  conten 
With  the  now-defunct  Napster  still  ! 
painful  memory,  the  studios  are  in  r 
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sh  to  make  their  movies  and  music 
y  easier  to  rip  off  by  digital  thieves, 
spite  a  sophisticated  digital  rights 
inagement  system  embedded  in 
idia  9.  "Hollywood's  power  over  the 
cades  hasn't  come  from  saying  'yes.' 
s  from  saying  'no,'"  says  Richard 
)herty,  director  of  research  of  Envi- 
ineering,  a  market  research  outfit. 
After  spending  S500  million  and 
ree  years  of  research  on  the  new  media 
ftware,  Microsoft  boss  Bill  Gates  has 


ade  winning  over  Hollywood  a  pri- 
ity.  Never  mind  that  the  software 
aker  doesn't  make  money  directly 
)m  sales  of  the  software,  which  will 
built  into  its  Windows  XP  operating 
stem  by  January.  Gates  wants  it  to 
come  the  de  facto  standard  by  which 
ntent  is  converted,  transmitted  and 
ewed,  whether  on  a  PC,  handheld, 
levision  or  set-top  box. 

Why?  Because  all  the  digital  cou- 
nt sloshing  through  the  pipes,  in 
rn,  could  reignite  sales  of  Windows- 
ised  servers,  a  soft  spot  in  Microsoft's 
St  portfolio.  Server  software  grew 
St  5.8%  last  year,  to  $5.1  billion,  whUe 
•sktop  platform  software  grew  16%, 
$9.3  billion.  Microsoft  also  is  push- 
g  into  small-business  software  (see 
iry,  p.  298).  Gates  sees  Media  9  kick- 
irting  the  PC  business.  "It  creates 
other  justification  for  either  getting 
'C  for  the  first  time  or  moving  up  to 
PC   that   has   the   power   in   the 


audio/video  area,"  he  says. 

The  last  time  Microsoft  overhauled 
its  media  software,  it  unveiled  it  at  the 
House  of  Blues  on  Sunset  Boulevard  in 
1999.  Microsoft  Corporate  Vice  Presi- 
dent William  Poole  lobbied  executives 
at  Sony  Music,  Warner  Music  Group 
and  Universal  Music  Group — but  made 
little  headway.  "I  was  unable  to  get  any 
of  them  to  make  a  commitment  more 
than  to  not  speak  out  against  our  tech- 
nology," Poole  recalls.  True  to  form  in 
dishy  Hollywood,  critical  comments 
leaked  out  anyway. 

"They  were  looking  for  something 
that  would  be  cool  for  their  computer 
users,"  says  Lawrence  Kenswil,  president 
of  Universal  Music  Group's  ELabs  unit. 
"We  were  looking  for  something  that 
would  support  the  sale  of  music,  not  just 
giving  away  music." 

Lesson  learned.  This  time  Microsoft 
held  the  requisite  splashy  introduction  in 
September  for  the  beta  version  of  Media  9 
at  the  new  Hollywood  &  Highland 
entertainment    and    shopping 
complex.   It   featured   Gates 
himself  awkwardly  sharing  a 
stage  with  such  entertain- 


ment luminaries  as  Titanic  director  James 
Cameron,  rap  star  LL  Cool  J  and  Beatles 
producer  George  Martin. 

But  that  was  the  extent  of  the  glit- 
terati. Microsoft  has  instead  spent  much 
of  its  time  working  behind  the  scenes 
with  the  likes  of  Tandberg  Television, 
which  makes  broadcast  encoding  equip- 
ment, and  Avid  Technology,  which  makes 
special-effects  workstations.  Some  70 
smallish  content  providers,  chipmakers 
and  software  designers  now  design  digital 
media  products  on  its  Media  9  platform. 
Meanwhile,  Gates  tell  FORBES  the  com- 
pany is  now  finally  working  with  the  stu- 
dio-controlled Movielink  online  network. 

"In  the  grand  scheme  of  things, 
we're  just  a  little  software  company," 
says  Microsoft's  Poole,  tongue  planted 
firmly  in  cheek.  "We're  not  able 
to  address  the  very  specific  market 
needs  and  the  complex  business  and 
technical  processes  that  drive  the  film, 
music  and  broadcast  industries.  What 

we  are  able  to  do,  though,  is  build  a 

^^^^    platform  that  can  enable  the 

k -^^^1     specialists  and  experts  in  the 

*\^^^  industry  to  do  it  better  and 

at  lower  cost."  F 


I  Want  im  ESPN! 


Free  access  to  sporfs  on  the  Web,  a 

long-cherished  right  of  procrastinators 
everywhere,  is  on  the  wane. 

Web  site  operators  strapped  for  cash  (and 
hard-pressed  to  hawk  ads)  have  found  that 
sports,  like  sex  and  stock  tips,  sells.  Basic 
commodity  news,  like  scores  and  schedules,  is 
still  gratis,  but  fans  who  want  more  are  now 
being  asked  to  pull  out  their  credit  cards. 

Disney's  ESPN.com  boasts  100,000 
subscribers  who  pay  $40  a  year  for  its 
"Insider"  product,  which  includes  a  rumors  tip 
sheet,  NFL  draft  minutiae  and  links  to  other 
sports  stories.  "Sports  fans  will  pay  for 
information  that's  provided  on  a  timely  basis, 
particularly  for  areas  that  aren't  well  served," 
says  John  Kosner,  the  site's  senior  vice 
president  for  business  operations. 

RealNetworks,  which  has  750,000  sub- 
scribers for  its  mix  of  online  audio  and  video 
streams,  says  its  sports  category,  which  includes 


pro  baseball,  basketball  and  Nascar,  is  its  most 
popular  offering.  This  month  the  company  began 
offering  an  $8-a-month  service  that  lets  sports 
obsessives  track  college  recruits  and  high  school 
"all  star"  camps. 

Football  is  a  particularly  potent  draw  for 
online  jocks.  Pay-for-play  versions  of  fantasy 
football,  whf^Jilets  would-be  coaches 
assejijble  their  own  virtual  rosters,  are  taking 
off:  Sportsline.com  Chief  Executive  Michael 
Levy  says  subscription  dollars  for  the  site's 
pretend  pigskin  league  will  account  for  more 
than  25%  of  revenue  in  the  fourth  quarter,  up 
from  5%  a  year  ago. 

And  football  fans  seem  the  most  willing  to 
pay  to  read— and  kvetch— about  their  teams 
online,  particularly  from  afar.  The  Milwaukee 
Journal  Sentinel  }ms  12,000  subscribers 
paying  up  to  $30  a  year  for  its  extended  Green 
Bay  Packer  coverage;  75%  of  subscribers  live 
outside  Wisconsin.  —Peter  Kafka 


QUTFRONT 

t  nuS3IT16  Holders  of  Conseco  securities  are 
fighting  over  the  scraps  available  in  a  forthcoming 
reorganization,  by  phyllis  berman 

THINGS  HAVEN'T  BEEN  PRETTY  AT  CONSECO  FOR  A  LONG  TIME,  BUT,  IF  IT'S  POSSIBLE, 
they  are  getting  even  uglier  in  Carmel,  Ind. 

First,  chief  Gary  Wendt  got  kicked  out  in  early  October,  leaving  him  with  the  purely 
ceremonial  title  of  chairman.  Unless  he  qualifies  for  imemployment  compensation,  he 
will  have  to  squeak  by  on  what  he's  already  been  paid,  including  $45  million  upfront; 
a  further  $8  mOlion  just  weeks  before  he  announced  that  the  financial  services  company 
would  default  on  its  bonds;  and  a  $  1 .5  million  annual  annuity  payable  from  age  65  to 
death  for  himself  and  his  second  wife. 

Thomas  H.  Lee,  the  leveraged  buyout  king,  has  $500  million  of  egg  on  his 
face.  That's  what  he  invested  in  Conseco  in  1999  in  the  form  of  convertible 
preferred  stock.  He  stands  to  lose  most  or  all  of  the  sum  in  a 
reorganization,  which  likely  will  have  creditors  forgiving  $4.6 
billion  of  debt  in  return  for  new  equity,  whOe  wiping  out  existing 
equity  holders. 

Behind  the  creditors  but  ahead  of  Lee  in  the  soup  Une  are  holders 

of  $1.9  billion  in  preferred  trust  certificates,  led  by  John  Devaney  of 

United  Capital  Managem.ent.  Devaney  has  some  leverage:  By  claiming 

that  these  shares  are  really  debt,  he  can  gum  up  a  reorg  plan.  That  would 

threaten  to  delay  the  reorganization  long  enough  that  insurance  regulators 

could  step  in  with  a  liquidation  plan  that  would  leave  all  parties  with 

nothing.  So  the  debt  holders  may  throw  a  few  crumbs  Devaney's  way. 

Common  shares  recendy  traded  at  a  nickel.  This  price  would 

seem  to  represent  a  wildly  bullish  view  of  Conseco's  prospects.     F 


I  Have  a  Little  List 

Brandes  Investment  had  great 
plans  for  selling  mutual  funds  in 
Canada.  Until  a  certain  roster 
surfaced,  by  michael  maiello 

IT'S  THE  SMALL  THINGS  THAT 
can  screw  up  your  '^?st-laid  plans. 
In  March  Charle.  Hes  an- 

nounced that  his  ^;if  L'o- 
based  F^.indeslnvcstir/:!ii 
ners,  wh  ' !  i  .nanagc-s  '^fir  , 
for  institUiu  .  .tlclieTii^ :;' 
Barings,  woui !  for  the  first  tin  i 
offer  mutual  hi  i.l^:  to  retail  in 
vestors.  He  w.v;  .^omg  to  start  'h 
Canada.  Brandes  hired  -'t^ht  ompk  s 
from  a  competitor,  AIM  ■  ids  Manag( 
mcnt,  manager  of  $23  billio:.  in  Can  u!  i. 
Big  mistake.  One  ncv\  iicsperson  ir- 
rived  at  Brandes  in  June  w '''  .^  «mpulci- 
diskhoklingan  MM  database oi'-oooo    \- 

52      I     c)    R    1!    1     S   ■  Oclobcr  . 


vestment  advisers.  Canadian  mutual  funds 
are  mostly  sold  through  brokers,  so  the 
database  is  crucial. 

Oliver  Murray,  president  of  Brandes  in 
Canada,  says  he  discovered  the  AIM  data- 
base in  July  and  tried  to  appease  AIM  by 
suspending  three  employees  and  deleting 
the  database.  He  even  called  AIM  President 
Philip  Taylor  to  make  amends. 
"Usually  these  disputes  are  re- 
solved leader  to  leader,"  says 
Murray. 

Not  good  enough  for  AIM. 
In  August  it  sued  Brandes  for 
$380  million  iuid  asked  to  keep  it 
from  doing  business  with  any 
cidviser  on  the  AIM  list — basically 
all  advisers  in  Canada.  If  granted,  the  in- 
junction would  effectively  keep  Brandes  out 
of  Canada's  frmd  business. 

God  forbid  a  money  manager  misap- 
propriates a  CD  containing  all  publicly 
traded  stocks.  Would  an  injunction  say  he 
can't  own  any  of  Uiern?  F 


Muni  Madness 

Some  local  officials  are 
playing  the  stock  market—     | 
on  margin,  by  matthew  swibei! 

In  1999  the  city  of  Philadelphia  issuii 

$1.3  billion  in  bonds— not  to  build  highways  < 
schools,  but  to  play  the  stock  market.  Eggec 
by  Wall  Street,  city  officials  tried  to  make  up 
an  unfunded  public  employee  pension  liabili 
>  1 1  i  ,  .  by  borrowing  at  6.6%  and  invei 
O  ing  in  stocks.  So  far,  the  ci; 
^  is  down  $40  million  on  iti 
gamble,  apart  from  UBS! 
PaineWebber's  underwi 
ing  fee  of  $4.7  million,  j 
C  Over  the  last  15  year? 

7 fni > "^^^  cities  and  states  have  issuee 
least  $15  billion  in  so-called  pension 
obligation  bonds  and  used  the  proceeds  int, 
part  to  buy  stocks.  This  may  come  as  a  sun 
prise  to  some  of  the  bond  issuers,  but  it  tuul ' 
out  that  stocks  sometimes  go  down  as  wels^ 
up.  Evidently  believing  that  an  upward-mof 
market  is  more  or  less  guaranteed,  at  least; 
over  the  average  20-year  life  of  the  bondsi 
some  issuers  took  the  bold  step  of  raisi 
pension  benefits  or  reducing  their  conti 
tions  to  the  plans.  i 

How  did  public  officials  get  into  inves 
with  borrowed  money?  The  roots  of  this  ] 
go  back  several  decades,  to  when  states 
cities  could  make  an  arbitrage  profit  by  I 
rowing  at  low  tax-exempt  rates  while  invi 
the  proceeds  in  higher-yielding  taxable  fi 
Over  the  years  Congress  has  largely  pluggj 
this  tax  arbitrage  loophole.  But  it  whetted! 
appetites  of  investment  bankers.  In  the  d 
bull  market  the  bankers  told  bond  issuei 
Philadelphia  that  you  didn't  need  a  tax  a. 
to  get  rich.  All  you  needed  was  to  borrow 
money  in  the  bond  market  and  invest  it  in 
higher-return  stock  market.  [ 

The  market's  fall  has  slowed— but  no 
stopped— the  flow.  West  Virginia  is  consi 
ing  issuing  $4  billion  in  bonds,  the  bulk  o 
which  would  go  into  the  teachers'  pensiot 
fund.  New  Orleans  borrowed  $170  million 
2000  at  7%  for  its  firefighters'  retirement ;  '' 
fund.  And  in  April  voters  in  the  Boston  su     ; 
of  Stoneham  approved  a  plan  to  issue  at 
$61  million  in  bonds  for  pension  fund  use 
Sighs  State  Representative  Paul  Casey,  tl 
lone  skeptic  at  the  last  town  meeting:  "Pe 
are  still  being  seduced  by  rates  of  return  I 
don't  factor  in  the  risk  of  the  stock  mark  J 


One  client  at  a  u 


Iven  for  a  rafjidly  grbvving'tllecGm,  wpfefi  ift^aS'bSrdrto'Decome  As^'r-BCiTics-ffi  TeiecommunicaTions  company, 
laturally,  they  came  to  Morgan  Stanley.  We  set  to  vyork  to  overconie  regulatory  and  regional  obstacles,  making  a  once 
nthinkable  acquisition  possible.  The  result? ttie  company  grew  significantly.  And  new  lines  of  communication  were 
ipened.  Such  complex  challenges  are  our  passion.  Such  clienftsuccesses  are  our  mission.  What  can  we  do  for  you? 

nts  and  services  Offered  tjy  seoirities  affiliates  ol  Morgan  Stanley,  including  Morgaji  Stanleys  Co:  Incorporated,  member  SIPC.  Morgan  Stanley  Dean  Witter  Asia  Limited  and 
Star iey  Japan  Limited.  Issued  and  aporoved  iri  the  UK  by  Morgan  Stanley  &  Co.  International  Limited,  regulated  by  the  FSA.  and  in  Singapore  by  Morgan  Stanley  Dean  Witter  Asia 
:.  '6!  Pte.  Employee  names  have  been  changed  to  protect  their  privacy,  Morgan  Stanley  and  One  Client  At  A  Time  are  service  marks  of  Morgan  Stanley  ©  2002  Morgan  Stanley 


For  Sale:  Us6d  Jets 

Duck!  MountirtlMriPors  In  tlie  airline  Industry  are  starting  to 
spread  to  thifin^eiai  markets  |  by  mark  tatge 


Behind  BoeiiiiCo.'s  recent  $250  million 

noncash  charge  for  the  third  quarter  to 


top  six  carriers  have  borrowed  $98  billion  on 
(and  off)  their  balance  sheets  and  can't  pay 


cover  the  declining  value  of  planes  leased  by    it  all  back,  given  that  the  airline  industry  is 


its  financearm,  lies  a  calamity  in  the  mak- 
ing. With  orie-fifth  of  the  U.S.  passenger 
fleet  already  grounded,  used-jet  prices  are 
down  40%  to  80%.  If  UAL  files  for  Chapter  II, 
as  everyone  expects,  another  110  or  so 
planes,  a  fifth  of  the  United  fleet,  will  be 
looking  for  new  users,  further  depressing 
prices. 

Who  loses?  Boeing,  since  United  is  its 
biggest  customer.  And  banks  and  finance 
companies,  which  provided  the  capital  for 
airplanes  bought  or  leased  by  airliners.  The 


expected  to  lose  a  titanic  $8  billion  this  year. 
About  50%  of  the  U.S.  jet  fleet  is  leased  from 
such  companies  as  General  Electric  Capital 
Aviation  Services,  International  Lease 
Finance  Corp.  (a  unit  of  AIG)  and  CIT  Group. 

GE  has  some  $30  billion  in  financing  out- 
standing and  claims  to  be  adequately  capital- 
ized despite  having  to  take  back  upwards  of 
50  aircraft  since  Sept.  II.  As  the  underlying 
planes  have  fallen  in  value,  so  has  the  value 
of  the  passthrough  securities  backed  by  the 
jets.  Banks,  insurers  and  mutual  funds  have 


plowed  $40  billion  into  these  bonds.  The  col- 
lateral was  supposed  to  insulate  them  from 
losses. 

"Many  tenders  can't  sell  these  assets 
because  there  is  no  value  in  them,"  says 
Robert  Agnew,  president  of  Morten  Beyer  i, 
Agnew,  an  aircraft  valuation  firm.  US  Air- 
ways, operating  under  Chapter  II,  has 
mothballed  57  older  jets  in  California's 
Mojave  Desert.  A  majority  of  its  Boeing 
planes,  which  it  plans  to  phase  out,  are 
financed  by  GE,  J. P.  Morgan  Chase  and 
Bank  of  America,  reports  airline  consul- 
tancy Back  Aviation.  US  Air  could  drop  its 
fleet  of  311  jets  down  as  low  as  245,  say 
attorneys  familiar  with  the  case. 

Leasing  companies  have  resisted  taking 
writedowns  by  shifting  used  jets  to  Africa  on 
Asia.  The  dangers:  greater  credit  risk  and 
planes  likely  to  be  worth  a  lot  less  when  thet 
come  off  lease.  Stand  by  for  a  rough  ride.   I 


Overcapacity:  Planes  i 
piling  up  as  fast  as  losse 


Big  Daddy 


How  to  get  a  bank  to  back  your  very  own  venture 
fund— even  if  you  haven't  worked  for  one. 

BY  BERNARD  CONDON 

GARDINER  W.  GARRARD  III  DOESN'T  LACK  CHUTZPAH. 
Amid  the  dot-com  carnage  of  April  2000  he  launched  a 
venture  capital  aind — and  brazenly  announced  plans 
to  raise  $100  million.  This  from  a  32-year-old  whose 
main  job  experience  was  investing  in  real  estate  at  small 
Atlanta  firms  for  a  few  years. 

But  Garrard  TI!  had  one  thing  goii  '  for  him:  He  is  the  eldest 
son  of  the  wealthy  Cu- 
diner  v ;.  .  :  rd  Jr.  The 
father  runs  a  real  estate 
firm  inCo'pnb">-  ',  nn  ' 
is  one  of  t  i 

brokers.  A  r. 
Garrard  Street  d 

after   the   family.   . 
miles  away  sits  Syn. 
Financial,  an  $18  billion 
(assets)  bank  run  by  Jaui  ,s 
Blanchard,  a  friend  oi  the 
elder  Garrard.  Garrard  jr. 


Total 
in  Gardiner  Garrard  Ill's 
venture  capital  fund. 


has  been  a  member  of  the  Synovus  board  for  three  decades;  hi 
is  chairman  of  the  compensation  committee  that  sets  Blar  | 
chard's  salary. 

The  son  ended  up  raising  $38  million  for  his  outfit,  Tot  j 
Technology  Ventures,  and  most  of  it  came  from  Synovus.  "Thl 
type  of  practice  is  worrisome  because  it  could  compromise  til 
father's  independence  as  a  director,"  says  Kenneth  Bertscll 
director  of  corporate  governance  at  pension  fund  TIAA-CREJ 
which  holds  1.9  million  Synovus  shares. 

Synovus  and  Garrard  III  insist  that  Garrard  Jr.'s  relationshj 
with  Blanchard  played  no  role  in  the  bank's  decision  to  back  til 
fund.  (The  father  declines  to  comment.)  The  son  says  he  becanj 
interested  in  venture  capital  while  getting  his  M.B.A.  at  Emo 
University  during  the  Internet  bubble.  He  put  money  froj 

fi-iends  and  family  into 
firms,  investing  $10,000 
$500,000  in  each;  hesaj 
10  are  still  extant  but  woi  j 
name  them. 

After    graduating 
1999  Garrard  III  went 
work  at  an  Atianta  firm  tl  I 
invests  in  malls,  apartme  j 
buildings  and  other  real  > 
tate;  his  dad  owned  a  sts 
in  the  firm.  But  the  younj  I 
Garrard  couldn't  shake  1 


Synovus' 


*Synovus' 
commitment  to  other 
VC  funds  and  startups. 
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hat  if  the  body  could  heal  itself?  By  developing  methods  to  treat  and  cure  disease  using  the  body's  own  genetic  code,  Human  Genome  Sciences  is  shaping  the  future 
medicine.  It's  that  same  commitment  to  improvingiives  that  has  earned  them  a  place  in  the  NASDAQ-100  Trust:  lyi  ^k  ^SPl  J|k  fTjinMni 


^,i1..j|g|JkV 


(sf  fof  more  ii*(tn3tion,  adt^  poientii'fes.  a^i  pKspepttis'ffead  i  CJ»eftii!\'  naers  yixi 


OUTFRONT 


venture  bug.  So  he  hooked  up  with  Thomas  Smith,  a  former  IBM 
sales  manager,  and  pitched  to  Synovus  the  idea  of  starting  a  fi- 
nancial services  venture  fund.  The  bank  threw  in  $25  million  of 
shareholders'  money.  Then  Garrard  and  Smith  tried  to  raise  more 
from  a  dozen  or  so  institutions,  with  little  luck.  Most  of  the  re- 
maining money  came  from  family  and  friends. 

Blanchard  says  he  wasn't  bothered  by  Garrard's  inexperience. 
"We  didn't  do  it  to  help  his  career,"  he  says,  but  so  the  bank  could 
have  an  "ear  to  the  ground"  on  new  technologies.  He  says  his 
friendship  with  Garrard's  father  was  a  "plus"  because  he  knew  the 
son's  "talent,  capability  and  value  system."  The  two  families  are 
close.  Blanchard  has  taken  fishing  trips  with  the  father  at  the  Gar- 
rards'  vacation  home  in  Michigan.  While  at  Emory,  the  younger 
Garrard  got  Blanchard  to  come  speak  twice  to  his  fellow  M.B.A. 
students. 

Garrard  III  is  said  to  be  smart  and  diligent;  Smith,  55,  is  seen 


as  a  reassuring  presence.  But  the  ex-IBMer  had  no  venture  capi- 
tal experience.  The  fund's  results  have  been  mixed.  It  has  invested 
$13  million  in  eight  companies,  three  of  which  had  landed  earlier 
personal  investments  from  Garrard  III  and  Smith  before  they 
pumped  in  more  money  from  the  Synovus  fund.  (Synovus  says  it 
was  aware  of  this.)  Connecture,  an  insurance  software  firm,  re- 
cently sold  a  moneylosing  Web-based  insurance  broker  repre- 
senting half  its  business.  Juniper  Financial,  a  credit  card  company 
recendy  sold  out  to  Canadian  Imperial  Bank  of  Commerce  in  a 
transaction  that  wiped  out  most  of  its  venture  backers. 

Synovus  says  it  is  "not  at  all  disappointed"  in  the  fund'j 
record.  The  bank  has  tossed  $5  million  more  into  the  kitty. 

Garrard  is  getting  paid  handsomely  for  his  on-the-job  train, 
ing:  He  and  Smith  split  a  management  fee  of  2.25%  of  assets 
annually.  That  comes  to  a  gross  take  of  $855,000  a  year  befon 
expenses,  even  if  the  fund  makes  no  money. 


Buddies-in-Law 


Martha  Stewart,  Dennis  Kozlowski  and  the  Rigas  clan  have  more  in  common  than  their  legal  headaches. 

Their  defense  lawyers,  as  this  swirling  org  chart  attests,  have  had  a  vibrant  boy's-club  thing  going  since  the  1960s,  when  they  all 
worked  for  Robert  Morgenthau,  then  a  U.S.  Attorney  and  now  the  Manhattan  D.A.  going  after  Kozlowski  with  allegations  of  tax 
evasion  and  such.  They  not  only  pass  one  another  in  court,  but  they  attend  the  same  annual  Christmas  party  and  May  reunion,  play 
tennis  at  the  same  Columbia  University  court,  have  couples  nights  with  the  wives  and/or  vacation  together  on  Martha's  Vineyard. 
BY  EMILY  LAMBERT  AND  ALLISON  FASS 


Peter  Fleming  Jr. 

John  Rigas 
(Adelphia) 


Paul  Grand 

Tim  Rigas 
(Adelphia) 


I  Lawyer 

I  Client  (company  name) 


Relationships 


Stephen  Kaufman 

Dennis  Kozlowski 
(Tyco) 


Charles  Stillman 

Joseph  Nacchio 
(Qwest) 


Worked  for  Morgy 
Golf 


Robert  Morvillo 

Martha  Stewart 


Gary  Na""  talis 

Gary  Winni  ,. 
(Global  Crossing) 


Arthur  Liman 

Deceasud       ji 


Elkan 
Abramowitz 

Joshua  Berman 

(Tyco) 


Lewis  Liman 

Samuel  Waksal 
j^    (ImClone) 


Tennis 
-#- 

Marital  links 

Same  law  firm 

Board  members  Museum 
of  Jewish  Heritage 

Houses  on  Martha's  Vineyard 
Father/son 
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len  the  world  went  dinpl,  Linear  Technology  chose  to  stay  analog.  From  wireless  technologies  to  satellitp  systems,  they've  continuously 
ked  beyond  conventior||wisdoni,  securing  their  position  as  one  of  the  leading  integrated  circuit  Ikl^jk  iSff^'^^(f'''M'''M''''l 
nufacturers.  It's  that  saqtieadherence  ||y^^nct  that  has  earned  them  a  place  in  the  NASDAQ-1 00  Trust:    ■^^^^^•■^''^^^■J^"!^''^ 
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Hidden  Treasure 

The  Vanguard  fund  group  won't 
say  how  much  its  top  execs 
earn.  But  there  are  clues. 

BY  NEIL  WEINBERG 


NONPROFIT  VANGUARD  GROUP 
has  long  been  a  vocal  advocate 
of  shareholder  rights  and  cor- 
porate disclosure.  So  what  does 
the  mutual  fund  giant  say 
about  its  own  executive  pay?  Just  about 
nothing.  But  tidbits  are  now  starting  to 
leak  out,  and  they  just  might  raise  eye- 
brows among  its  loyal  investors,  who 
ostensibly  own  the  enterprise. 

The  fund  vendor  runs  a  bonus  pro- 
gram in  which  all  11, 000  ciiiployees  receive 
phantom  shares  that  pay  out  bard  cash.  In 
June  the  company's  board  nicrca.>ed  the 
per-unit  payout  by  13% — while  publicly 
traded  competitors  like  Stilwell  Financial 
and  Franklin  Resources  are  seeing  protits 
squeezed.  But  note  that  Vanguard's  incen- 
tive pay  system,  created  in  1984  by  founder 
John  Bogle,  is  more  or  less  the  inverse  of 
what  you  would  see  at  a  for-profit  '  rm. 
Most  corporations  reward  workers  for  in- 
creasing revenue-^;  Bogle  wanted  to  reward 
his  for  decreasing  revenues,  at  least  as  a  per- 
cent of  assets.  Payouts  are  keyed  to  em- 
ployees' sucvi'ss  in  serving  customers 
promptly  and  reelucing  expense  ratios. 

The  employees  li.n  '  figured  out  what 
side  their  bread  is  Inii  ■  n.  In  the  past 
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decade  Vanguard's  average  expense  ratio  has 
fallen  from  0.42% 'of  assets  annually  to 
0.27% — even  as  for-profit  fund  groups  have 
been  larding  on  ever  higher  expenses. 

Determining  the  reward  is  suppos- 
edly the  preserve  of  Vanguard's  inde-. 
pendent  board  members.  Curious, 
then,  that  an  independent  director 
speaking  on  background  refers  ques- 
tions about  the  formula  to  Chief  Exec- 
utive John  Brennan,  who  is  likely  the 
biggest  beneficiary  of  the  payout.  Bren- 
nan was  not  available  for  comment. 

For  top  executives  this  payout  can 
amount  to  as  much  as  90%  of  total  com- 
pensation. Since  the  plan's  inception,  ac- 
cording to  documents  that  Vanguard 
does  not  share  with  its  owner-customers, 
the  payout  has  risen  seventeenfold,  to 
$61.50  per  share.  The  payout  has 
climbed  70%  since  1997,  when  Vanguard 
let  slip,  in  some  obscure  Securities  &  Ex- 
change Commission  filings,  that  Bogle 
was  making  $3.3  million  and  Brennan, 


Naming  Rites 


Ever  Upward 


Vanguard  says  worker  dividends  reflec 
investor  savings.  Yet  dividends  improvt 
even  in  years  when  expense  ratios  don't. 


I  II  I  I  I  I  I  r 

'84  '90  '95  '00  '02 

Sources.  Upper:  Independent  Adviser  for  Vanguard 
Investors:  FT  Interactive  Data  via  FactSet  Research  Systent! 

then  the  number  two,  $1.9  million.  Give 
the  chief  executive's  pay  back  then,  Breri 
nan  now  looks  to  be  bringing  home  $ 
million  or  more,  but  the  amount  is 
closely  guarded  secret  no  longer  discernibi 
in  SEC  reports.  If  he's  getting  free  oper 
tickets,  there's  no  way  of  knowing  it.      I 
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If  you  thought— hoped— a  down  economy 

would  force  a  return  to  more  traditional 

stadium  names,  like  Lambeau  Field  and 

Fenway  Park,  it's  not  happening.  Nearly 

$500  million  in  naming  deals  were  signed 

by  corporations  this  year  at  seven  venues 

housing  teams  in  the  four  major  pro  sports     C  ^^  ( 

(see  table).  Even  the  embarrassment  of  an  J  ^  "" 

Enron  bankruptcy  doesn't  deter.  "Naming  righ^B^^^^ 

continue  to  thrive  because  they  still  offer  the  railmlivwlny  sponsorship 

category,"  says  Dean  Bonham,  chief  executive  of  the  sports  marketing  firm 

Bonham  Group.  The  economy  may  be  having  some  impact,  though:  Gillette  and 

Office  Depot  got  better  deals  than  their  predecessors.  -Lesley  Km 
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Stadltim  name 

Former  stadium  name 

NAMING  RIGHTS             " 

Total 
value 
(Smil) 

Average 

annual  value 

(Smil) 

Former  av 

annual  vali 

(Smil) 

Lincoln  Financial  Field     new  stadiuifr . 

Minute  Maid  Park'^"        Enron  Field 

Gillette  Stadium   '          CMGI  Field 

RBC  Center             "     Rale^  Emertainment  Sports  Arena 

Edward  Jones  Dome       Trans  World  Dome 

St,  Pete  Times  Forum      Ice  Palace : 

Office  Depot  Center        National  Car  Rental  Center 

Estimate.  NA:  Not  applicable. 

$140             $7.0            NA 
100              3.6              $3.3 
•     95'               6.3'             7,6 

80 
32 

4.0 
2.7 

NA 
1.6 

NA 

30 
15 

2.5 

1.5 

2.5 

LISTED  OlSlf^JX^ 


Chairman  f^^ 
TMP  Worldwide  inc. 


iTsier;  iivir  won(HMiPcontinues  to  piace  ine  mosi  crmcai  componem 

iration:  its  people.  By  marketing  talenWhroughout  the  career  cycle  JMFs  unique  emptoyment  strategy  ^tes   Byi  J^  BSPl  JL  fli"!! 
opportunities  worldwide.  It's  that  same,«nfilpreneurial  spirit  that  has  earned  them  a  place  in  the  NASDAQ-IO^^st?  ■^#^^*fc«#^*if  •i^ 
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AlTaCK  AUS  some  marketers  desperate  to  ignite  sales  are  knocking  rivals  in  ads.  This  cheap  creative  trick 
is  common  among  underdog  brands  thai  hopeip^boost  their  own  image.  But  these  days  even  heavyweight  companies  are  naming 
names.  It's  risky  stuff.  Distracted  consumers  are  apt  to  remember  the  rival  brand  better  than  the  paying  advertiser.  And  irked 
competitors  sometimes  fight  back  in,  court.  Here  are  a  few  current  combatants. 


APPLE 

Ads  feature  unvarnished 

folks,  like  awkward  teen 

Hamilton  Morris,  who 

have  switched  from  PCs 

and  Microsoft's  Windows. 

The  memorable  Morris 

says  his  Apple 

iPod  makes  him  feel 

"powerful." 


MICHELOB 

The  Anheuser-Busch 

brand  slammed  import 

Stella  Artois  as  "ordinary" 

and  "overpriced"  in  recent 

outdoor  ads.  Didn't  hurt 

Interbrew's  Stella. 

Its  U.S.  sales  jumped  an 

estimated  110%  through 

September. 


,CK  IN  THE  BOX 

Burger  chain  features 

real  people  with  the  same 

names  as  bigger  chains 

or  their  mascots,  such 

as  Ronald  MacDonald 

and  Wendy,  who  agree 

that  JITB  food  is  much 

improved. 

Borderline  hokey. 


D^ 


GATEWAY 

Blatant  unfavorable 
comparisons  to  Apple 
and  Dell  computers  are 

punctuated  with 

twists  on  their  catchy 

ad  taglines:  "Think 

Smarter"  and  "Dude, 

arc  you  still  getting 

a  Dell?" 
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TORENGOS 

Procter  &  Gamble 

tries  to  make  a  splash 

with  its  new  chip  by 

bashing  and  flashing 

the  bag  for  a  "generic" 

rival,  which  is  a  dead 

ringer  for  Frito-Lay's 

popular  Tostitos. 

—Allison  Fass 


A  48-YEAR-OLD  RHODE  ISLAND 
woman  was  sitting  in  her 
parked  Subaru  when  an  1 8- 
year-old  who  had  been  talking 
on  his  cell  phone  and  chang- 
ing the  radio  station  slammed  into  her 
car,  leaving  her  paralyzed. 

Who's  responsible?  The  18-year-old 
and  the  car's  insurer,  sure.  So  was  the 
teen's  father:  It  was  his  car,  and  so  he's 
responsible  for  what  the  teen  does  with  it. 

But  the  father  didn't  literally  own 
the  car.  He  had  leased  it,  from  Chase 
Manhattan  Automotive  Finance  Corp., 
which  held  the  title.  Invoking  a  concept  called  "vicarious  liabil- 
ity," the  woman's  lawyer  asked  du  ,ourt  to  make  Chase  pay  up. 
The  Rhode  Island  Supreme  Court  agi  ced,  and  in  August  a  jury 
awarded  the  woman  $28  million,  probabl}  the  largest-ever  vicar- 
ious liability  judgment. 

Auto  lessors — the  captive  finance  arms  of  automakers,  banks 
and  independent  leasing  companies — are  terrified.  "It  has  high- 
lighted our  exposure,  and  sent  a  signal  to  plaintiffs'  lawyers," 
says  Jeffrey  I  evine,  Chase  Auto  Finance's  general  counsel.  "We're 
exiting  the  Rhode  Island  leasing  business,  aiid  we're  evaluating 
whether  to  do  t'^t  sanK'  in  New  York." 

Vicarious  liabiHtv  !.)\vs  have  been  around  for  decades, 
intended  to  make  c,u  ov.v  >  be  careful  who  ihey  let  operate 
what  amounts  (o  a  dsm^erous  instrument.  No  one  argues  the 
concept,  but  the  conrei  -:  '  hcs  leasing.  Lease  i.ssuers  argue 
they  own  the  car  in  m  id  exercise  no  more  control  over 

how  it's  driven  than  a  ba.  ''nances  a  car  purchase.  (Banks 


Guilt  by  Association 

You  get  into  an  auto  accident.  Who's 

liable?  Why,  your  leasing  company, 

of  course,  by  Jonathan  fahey 


take  liens,  not  titles,  for  cars.)  Most 
states  agree,  but  a  handful  of  eastern 
ones — including        Connecticut. 
Maine,  Maryland,  New  York  and 
Rhode  Island — don't.  In  the  past 
two  years  35 1  vicarious  liability  case5 
have  been  filed,  nearly  double  the 
historical  pace,  asking  for  a  total  o 
$1.6    billion,    according    to    tht 
National  Vehicle  Leasing  Associa 
tion.  In  1999  a  family  in  a  one-ca! 
crash  sued  Ford  Motor  Credit  ove: 
the  accident  that  they  caused.  Fore 
settled  for  $281,000. 
Lessors  attempt  to  cover  vicarious  liability  costs  with  highe 
fees  (about  $300  extra  per  lease)  in  the  East;  some  spread  the  risl 
nationwide.  Insurance  is  hard  to  come  by:  The  number  of  insur 
ers  willing  to  insure  leasing  outfits  in  New  York  has  dwindle< 
from  22  in  1997  to  3  today 

Another  response:  Finance  companies  are  offering,  or  wil 
soon  offer,  plans  in  New  York  that  function  like  leases  bu 
transfer  titles  to  car  buyers.  There's  a  tax  cost,  though:  If  titl 
is  transferred,  the  leasing  firm  no  longer  has  depreciatio) 
with  which  to  shelter  income  from  tax.  Customers  will  hav 
to  pay  sales  tax  on  the  full  value  of  the  car,  instead  of  just  th 
lease  payments. 

"These  laws  place  the  financial  burden  in  a  place  where  it  ca 
be  better  handled,  with  the  leasing  companies,"  insists  Mar 
Decof,  the  Rhode  Island  attorney  who  tried  the  Chase  case. 

Strange  public  policy — make  the  financier  of  a  transactio 
liable  for  the  widget.  Well,  deep  pockets  are  deep  pockets.        I 
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Do  you  have 


a  ivilderness 
to  conquer? 


4r 


A  mountain 
to  climb? 
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38' 
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No  roads,  no  signs,  no  gravity  and  no  oxygen.  What  th 
Apollo  program  did  have  was  a  gifted  guide  at  Missio 
Control.  Gene  Kranz's  split-second  solutions,  unerrin 
instinct  and  calculated  calm  helped  put  man  on  the  moon  an 
saved  the  crew  of  Apollo  13. 

Wc,  too,  use  every  resource  to  guide  our  clients  to  succ. 
Evaluating  their  alternatives.  Maximizing  their  returns.  Ar 

focusing  our  creati^ 

resources   on   addir 

and  maintaining    valu 

Consistently  guiding  our  clients  to  long-term  success  is  t' 

reason  we  once  again  rank  #1  in  aftermarket  IPO  support.* 


#  1  in  aftermarket 
IPO  support 


Top-performing 


A  dangerous  journey  across  a  vast  uncharted  territory.  Lewis  and 
Clark  chose  the  young  Native  American  Sacagawea  to  help  lead 
their  expedition.  As  a  guide,  she  scoured  and  negotiated  their 

way  across  the  Louisiana 
Purchase  to  the  Oregon 
coastline.  And  back  again. 
As  you  grow  your  company, 
you'll  want  resourceful  guidance  too.  Capital  markets  experts 
who  know  your  industry  customs,  speak  the  language,  and 
scout  the  trails  when  the  going  is  tough.  You'll  want 
nothing  less  than  the  journey-proven  organization  ranked  as 
the  industry's  top-performing  lead  manager.''"'""'" 


lead  manager 


Guides  for  the  journey." 


[T^bancorp 

Piper  Jaffray* 


The  right  guides  know  the  territory  ahead.  They  are 


resourceful  and  improvise  when  options  are  few. 


TAKE  ^  ^ 


differentiate  between 


possibility   and  peril.   They  react   aggressively  to 


changing      conditions.      And      remain      firmly  f 
committed  to  their  clients'     THE  fvICrXJ. X 


success.   You'll   find   those   same   traits   inherent 


in  the  best  investment  bankers,   analysts,  traders 
and  institutional      CtXTTTJ  Hi  brokers. 


In    the    guides    at   U.S.    Bancorp    Piper  Jaffray. 


Guides  for  the  journey. 


[T^bancorp 

Piper  Jaffray. 


®    Ux 


Before  you  rope  your  company  to  any  investment 


bank,  be  sure  they  can  pull  their  weight.  Know 


Guides 


that    they    can 


lead  when  you're  blazing  new  trails.  Be  confident 


that  they  measure  their         VOXl    C3iXX 
|J]^"^J^|§|  iJ  ^      success— by  yours.  And  when  you 


get   to   the   top,    don't   forget   to   enjoy   the   view. 


Guides  for  the  journey. 


[T^bancorp 

Piper  Jaffray* 


EQUITY  CAPITAL  MARKETS  OFFICES:         MINNEAPOLIS  SAN  FRANCISCO  NEW  YORK         LONDON         CHICAGO         MENLO  PARK         SEATTLE         TEL  AVIV' 

Secunnes  products  and  services  are  ottered  through  U.S.  Bancorp  Piper  Jaffray  Inc.,  member  SIPC  and  NYSF,  Inc.,  and  a  subsidiary  of  U.S.  Bancorp.  piperjaffray.com 

^Strategic  alliance:  Secunnes  products  and  services  are  offered  through  Nessuah  Zannex  Ltd.  under  an  agreement  with  USBPJI.  *  Based  on  IPOs  underwritten  and  08/02  ECM-4''7k 

trading  data  from  the  penod  I- 1-01  to  6-30-02.  **  Mergers  &■  Acquisitions,  2000  "Best  in  M8cA  Awards"  '"^'^  Based  on  year-end  return  from  offer  price  for  all 
IPOs  and  follow-on  offerings  completed  in  2001.  Rankings  include  all  bookrunning  managers  that  completed  at  least  10  transactions  in  2001.  Source:  Dealogic. 


Sir  Edmund  Hillary  was  the  first  to  stand  atop  Mt.  Everest. 
He  took  Tenzing  Norgay,  a  gifted  Sherpa  guide  who'd  spent 
years  on  Everest's  slopes.  The  knowledge,  toughness  and  intuition 
gained  there  had  already  taken  Norgay  within  meters  of  the 
nit  only  months  hefore  Hillary's  climb. 

M&A  Mid-Market  Bank  of  the  Year 

.   vi     you're    climbing    a    mountain    or    buying    and 

vinies,  an  experienced  guide  is  indispensable  for 

nid   finding   the   surest   route  to   the   top. 

I     expectations,     even     in     volatile     market 

,   reaffirms  t)ur  reputation  as  the  industry's  leading 

V  advisor  for  growth  companies.** 


Take  the 


uide  t 


The  capital  markets  have  changed  dramatically  in  recent  months.  You  need  a  guide  who  knows  the  territory  ah 
and  provides  leadership,  executes  with  precision,  and  delivers  exceptional  results.  Already  this  year  we've  guitlg 
clients  on  transactions  worth  more  than  $14  billion  and  maintained  ouc  number  one  sinking  in  afterrrarket  IP<5 
support.  In  times  like  these,  the  right  guide  makes  all  the  difference. 


Selea  2002  Transactions 


Multifoods 


W 


5134550000 


'niMI  Public  Offertig 


DRL  Holdings,  Inc. 


^r— — **— T' 


RA  I  T 


Folio*  O  'Cfte-irg 


SmitK  Nephew 

•      r\a3  acquired 


S120. 536.100 

Thoiuuurie,  Mmu.i. 

Follow-On  Otfenng 


SOI FRA 


K-It^lr^i 


KY^J-KHNt- 


Inilial  Public  Offtrmg 


J*actory 


CACI 


Follow-On  Oflering 


ePredi^ 


Haas  Wheat  Capital  Partners 

has  sold  a  minority  interest  in 

NBC  Acquisition  Corp.  to 


^ 


]  Alpha 


supcr\/alu 


7  50%  Notes  Due  2012 


IIISTUUMn.MC 

Follow-On  Otfenng 


ILabCorp 


Follow -On  Offenng 


Annaly  Mortgage 
Management,  inc. 

Follow -On  Offenng 

January  2002 


(HHRTliQUSEB 

has  sold  39  lesiaufants  to 
KnuMuniiMC. 


$209  576  000 


Initial  Public  Offering 


AEROPOSTALE 

Initial  Public  Offering 
M»yJ002 


9  IO,U3U,UUU 


dB 


Community 

first  r.~..,.  .. 


Capital  Securities 


CHARLES  RIVER 

LAiKJKAinRILS 

Convertible  Offering 


/^U   NORTHWtVr 


WiNTRUST 

Rnancial 

Follow-On  Offering 


Onyx 


ISIYFI 

has  acquired 


$262,000,000 


>4IK 


HealthSCOPE 


has  been  acquired  by 


MCG 

Follow-On  Offenng 


p€DinTRi)S: 


Block  Trade 
May  2002 


S355. 250.000 


Convertible  Offering 


SYKTFVIR 
has  been  acquired  by 

aj  Afrwt.'icfin 


w 


MEDICAL 
GROUP 


Follow-On  Offering 


GAIX 


Convertible  Offering 


Initial  Public  Offering 
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Hot  Seat 

El  Paso  Chairman  Bill  Wise  is 
under  attack  from  all  sides. 

Now  what?  BY  DANIEL  FISHER 

IT'S  NOT  A  VERY  NICE  TIME  TO  BE 
William  Wise.  California  utility  regu- 
lators are  painting  the  chairman  of 
Houston-based  El  Paso  Corp.  as  the 
Antichrist,  shareholder  Oscar  Wyatt  is 
decrying  his  Jack  Welch-style  perks  and  a 
federal  administrative  judge  just  slapped 
his  pipeline  company  with  a  ruling  that 
opens  the  door  to  bilhon-doUar  damages 
over  California's  onetime  energy  crisis. 

Wise's  punishment,  if  he  survives, 
will  be  to  clean  up  the  mess  he's  made. 
There's  about  $20  billion  in  assets  he 
needs  to  discard,  analysts  say,  including 
refineries  El  Paso  acquired  when  it 
bought  Wyatt's  Coastal  Corp.  for  $24  bil- 
lion last  year,  and  a  troubled  portfolio  of 
international  power  plants.  Wise  also  has 


m 


to  think  about  jettisoning  El  Paso's 
energy-trading  operation,  once  his 
pride  and  joy,  which  is  expected  to 
generate  12%  of  pretax  earnings  next 
year  but  which  requires  at  least  $  1  bil- 
lion in  capital  and  exposes  the  com- 
pany to  financial  risks.  Debt  analysts 
recently  cut  El  Paso's  rating  to  one 
notch  above  junk.  "We  had  a  trading 
business  larger  than 
what  we  could  afford," 
Wise  acknowledges. 

His  immediate  chal- 
lenge is  to  overturn  the 
Sept.  23  ruling  by  Curtis 
Wagner,  chief  judge  of  the  Federal  En- 
ergy Regulatory  Commission,  that  El 
Paso  restricted  the  flow  of  gas  into  Cal- 
ifornia in  late  2000  and  early  2001.  That 
bolsters  claims  by  the  state's  Public  Util- 
ity Commission  that  El  Paso  used  its 
control  of  the  pipeline,  which  supplies 
about  40%  of  California's  demand,  to 
drive  gas  prices  from  around  $2  per 


Veeow: 
Wise  may 
have  to  dump 
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Organ  Pact 

You  save  money  at  Sam's  Club.  Can  you  save  your  life  with  an 
organ  club?  by  brigid  mcmenamin 

If  you  someday  need  a  new  heart  or  liver  or  kidney,  and  no  friend  or  Ifin  can 

donate,  you  will  find  yourself  at  the  mercy  of  UNOS,  the  federal  contractor  that  rations 
human  organs  to  the  $3  billion  transplant  industry.  Each  day  17  Americans  die  on 
UNOS'  waiting  list.  i  v  1 1  i 

Can  a  Web  site  do  a  better  job?  Retired  Nashville  insurance  broker        ^^ 
David  J,  Undis,  48,  has  started  a  not-for-profit  organ-sharing  site,  s^ 

tifesharers.com,  that  is  supposed  to  increase  your  odds  of  getting  an 
organ  in  time  to  save  your  life. 

LifeSharers  is  based  on  a  mutual  pact:  You  promise  that  when  you 
die  you  will  give  first  dibs  on  your  organs  to  the  LifeSharers  member 
who  then  ranks  highest  on  the  federal  waiting  list,  letting  the  organs  go       > 
to  someone  else  only  if  no  member  can  use  them.  The  reciprocal  agree- 

WNnnrn.nsn  \yniir  ndri<;  in  case  youVe  over  in  need  of  an  organ.        ( 
1^'  ..  organs  on  Ebay?  No.  These  donations, 

't  forbidden  by  federal  law,  provided  the 
Ipple  know  that-there  were  only  75  directed 


dono 
donati 

Undi-, 
needs  at  lea 
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hut  the  statistics  aren't  in  his  favor.  Thte  club 
"'"'""  healthy  young  people  who  ride  motorcycles 
'  a  SO^o  chance  that  om 
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0  people. 
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thousand  cubic  feet  past  $16. 

Wise,  a  lawyer  who  has  spent  his  entii 
32-year  career  at  El  Paso,  calls  the  ruin 
"fatally  flawed."  Its  reasoning  is  indeed  ci 
rious.  The  judge  dismissed  charges  that : 
Paso's  merchant  arm  made  illegal  prof 
trading  California  gas.  Instead,  he  found 
had  failed  to  operate  at  maximum  aUo\ 
able  operating  pressure — odd,  given  th 
this  pressure  is  usually  the  upper  limit  f 
safety  and  El  Paso  was  under  federal  i 
strictions  after  an  August  2000  pipeli 
explosion  killed  12  campers  in  N( 
Mexico.  Loretta  Lynch,  head  of  Ca 
fornia's  PUC,  calls  the  safety  argume 
"a  total  red  herring"  and  says  El  Pa 
probably  profited  fi-om  higher  pric 
in  ways  the  judge  didn't  see. 

Wise  might  prevail  before  the  HE 
board  or  in  appeals  court,  but  the  n 
ing  increases  pressure  to  settle  with  d 
tbrnia.  Meantime,  El  Paso's  stock  is  do\ 
90%  fi-om  its  2001  high  of  $75. 

As  for  the  $4  million  El  Paso  lent  h 
to  invest  in  its  telecom  unit  (and  t 
$257,000  profit  he  gave  to  charity  wh 
the  company  bought  back  his  stake  in  1 
fost-fading  venture),  Wise  sounds  pe 
tent:  "That's  the  one  area,  that  if  I  had 
do  over,  I  would  have  done  differendy.' 
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Breguet.   La   passion   iaisse  des  traces. 

Wristwatch  "Classique"  in  18-carat  yellow  gold.  Self-winding  movement  with  a  72-hour  power 
reserve  Date  calendar  in  a  dial  aperture  at  3  o'clock.  Subdial  for  the  seconds  at  6  o'clock. 
Silvered   gold   dial,   hand-engraved   on   a  rose-engine     Water-resistant 


Depuis  1775 


Breguet   Boutique,   779   Madison   Avenue,    New   York,    (212)    288-4014   -   www.breguet.cor 
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Final  E 


This  fall,  a  Certified|/i.!  ; 

exam,  similarto  Mar  exam, 

will  start  testing  business  ■ 

school  graduates  in  areas  Iji 

finance  anrfeconomics.  He;.,^ 

what  about  testing  for  ethics?  -Dan/e/  Lyons 

1.  You're  borrowing  money  from  your  company,  interest  free. 
How  long  should  you  take  to  pay  back  the  loan? 

a.  One  year 

b.  Ten  years. 

c.  Wait  a  minute-l  have  to  pay  this  back? 

2.  You're  a  young  analyst  at  an  investment  bank.  The 
underwriters  want  you  to  produce  a  glowing  report  about  a 
worthless  telecom  company.  What  should  you  do? 

a.  Quit;  contact  the  SEC. 

b.  Write  the  report,  but  gripe  about  it  in  an  e-mail. 

c.  Stand  on  principle;  rate  stock  "Buy,"  not  "Strong  Buy." 


3.  An  investment  banker  offers  you  1,000  shares  in  a  hot  new 
issue  and  asks  you  to  hire  his  bank  for  your  company's 
underwriting.  How  do  you  respond? 

a.  You  can't  fake  the  shares— all  graft  goes  to  your  wife's 
account. 

b.  Accept  the  shares,  then  smolder  when  you  learn  your  CFO 
got  1,500. 

c.  Take  the  shares  but  don't  sell  them.  Someday  that  Global 
Crossing  stock  is  going  to  be  worth  a  fortune! 

4.  You're  meeting  the  purchasing  agent  at  an  important  customer. 
You'd  like  to  present  him  with  a  nice  gift.  What's  appropriate? 

a.  Tiffany  cufflinks. 

b.  "Tiffany"  from  the  escort  service. 

c.  On  everything  he  orders,  a  10%  "refund"-in  small,  unmarked 
bills. 

5.  What  is  appropriate  compensation  for  members  of  a  board  of 
directors? 

a.  Nominal  fee;  airfare  to  board  meetings.  j 

b.  Stock  bptions, 

c.  Blindfolds,  earplugs,  duct  tape. 


6.  Youi    l;.;,^^::.,  _ . 
buy  man^ 
audit  reporri 

a.  "Return  on-  ^, 
the  capital,  thei 

b.  "Shareholders  . 
more  equity  he  getv 

c.  "Prepaid  expenses, 
to  the-Knick»-^ 
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'Shareholders  fe  have,  the 
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*   An  excess  of  car  factories  eviscerated 
Detroit's  passenger  car  profits.  SUV  profits 
may  be  next,  by  Jonathan  fahey 

DETROIT  AS  A  WHOLE  DOESN'T  MvVKE  ANY  MONEY  SELL-i 
ing  passenger  cars:  U.S.  drivers  buy  domestic  cars  only 
if  coaxed  with  huge  givebacks.  Detroit's  car  assembly 
plants  are  running  at  just  77%  of  capacity,  a  number 
that  is  propped  up  by  those  rebates  and  0%  loans. 
Light  trucks  have  been  another  story:  The  domestics  have 
flourished,  keeping  their  pickup  truck,  minivan  and  SUV  plant; 
running  at  86%  of  capacity. 

But  look  out:  Demand  for  SUVs,  while  still  very  strong 
is  flattening  (see  chart),  while  overall  light-truck  plant  capac-. 
ity  is  still  growing  fast.  That's  mainly  because  foreign  brands 
such  as  Toyota,  Honda,  Nissan,  BMW  and  Hyundai,  are  step- 
ping up  production.  By  2004,  1  million  units  of  Nortt 
American  light-truck  capacity  will  be  added,  bringing  th( 
total  to  10.4  million. 

Even  worse  for  the  domestics,  the  new  foreign  plants  ani 
flexible — they  can  quickly  switch  from  making  SUVs  to  mini- 
vans  or  cars  if  the  market  changes.  Each  of  the  Big  Three  hai 
plants  dedicated  to  one  type  of  vehicle — sometimes  to  a  singh 
model.  "It's  a  grisly  time,"  says  David  Cole,  president  of  th( 
Center  for  Automotive  Research.  "And  if  you're  the  guy  with 
fixed  capacity,  you're  in  a  whole  lot  of  trouble." 

If  U.S.  buyers  who  love  their  foreign  cars  start  patronizinj 
those  brands  for  their  SUVs,  and  SUV  demand  stays  flat 
Detroit's  overcapacity — and  already  thin  profits — could  dete 
riorate  further. 


3.5  (mil)        ^  y 

U.S.  sales  of  spoi-t  utili 
vehic[6s\V^       ;'      i 
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ientlemen,  start  your  shopping. 

ell,  maybe  not  just  yet.  The  first  task  is  to  get  those  closets  ready 
house  a  whole  new  business  wardrobe.  In  case  you  haven't  gotten 
memo,  it's  bye-bye  business  casual,  hello  business  formal. 

Hooray  for  the  American  male,"  says  John  Stollenwerk,  president  of  Wisconsin- 

ed  shoe  company  Allen  Edmonds.  "He's  putting  on  suits  and  colorful  shirts,  and 

ing  pretty  good  about  how  he  looks  and  the  impression  he  makes." 

The  more  casual  attire  of  a  year  or  two  ago  was  a  manifestation  of  our  perception 

t  the  rules  of  business  had  changed,  that  everything  was  easy,  that  all  one  needed 

do  to  get  rich  was  be  a  day  trader  or  start  a  Web  site.  But  we  have  learned  in  a 

y  severe  way  that  the  rules  have  not  changed,"  says  Brad  Martin,  chairman  and 

;0  of  Saks  Incorporated.  "There  is  a  clear  realization  that  there  is  nothing  easy  or 

sual  about  business.  Business  is  by  definition  a  serious  enterprise  and  business 

ire  should  reflect  that  seriousness." 

^dds  Elisabetta  Canali,  global  communications  director  for  Canali:  "The  new  for- 
jlity  IS  rooted  in  a  return  to  traditional  values.  Men  are  gravitating  toward  clothes 
Jt  reflect  those  values,  which  include  elegance  and  quality,"  she  says.  "The  inter- 
ting  twist  this  season  is  that  the  best  clothes  are  now  traditional  and  modern  so 
to  reflect  the  man  who  wears  them." 

Many  people  thought  this  return  to  traditional  office  wear  might  never  come,  that 
nerican  men  would  be  jumping  straight  from  chinos  to  space  suits  before  the  cen- 
y  came  to  an  end.  Just  last  year,  the  concept  of  "Dress-Up  Thursday"  -  an  idea  pro- 
ulgated  by  many  in  the  fashion  industry  to  spark  the  tailored  clothing  business  by 
kir»g  men  to  return  to  just  one  day  of  formal  dressing  per  week  -  was  considered 
jghable,  if  not  downright  inconceivable.  The  conventional  wisdom  was  that  men 
ould  have  to  be  forcibly  coerced,  whether  by  corporate  mandate  or  possibly  gun- 
)int,  into  getting  back  into  the  whole  suit-and-tie  garb  even  for  a  mere  eight  hours. 
The  same  cannot  be  said  of  women,  for  whom  there  has  been  a  great  deal  more 
ixibility  within  the  realm  of  corporate  attire.  For  one  thing,  women  have  far  more 
)tions  when  it  comes  to  dressing  up,  not  to  mention  access  to  subtler  degrees  of 
rmality.  Slacks,  suits,  dresses  and  skirts  are  all  technically  apropos  of  formal 
omen's  wear  this  fall  -  just  as  they  have  been  in  seasons  past. 

D  FLASH  IN  THE  PAhi 

ash-forward  to  today;  No  longer  are  rush  hour  trains  and  commuter  car  lanes  filled 
ith  men  in  ill-fitting  polo  shirts,  slightly  wrinkled  khakis  and  shoes  that  truly  belonged 
I  the  tennis  court  or  golf  course.  From  the  hallowed  halls  of  Wall  Street  lav/  firms 


design 


illMII 


NlllWlBMflWiral 


with  every 
collection  that 
undertake, 
is  one  of 
comfortable 
simplicity  and 
casual 
elegance." 

—  Giorgio  Armani 
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Every  one  of  our 
garments  is 
designed  in  Italy 
using  the  most 
uxurious  and 
innovative  fabrics. 
Attention  is  paid 
to  every  detail,  and 
our  long-standing 
tradition  of  hand- 
~""^~'6  tailoring 
'  "our 
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to  the  glitzy  corridors  of  midtown  media 
beinemoths,  men  are  walking  tall  again  in 
the  kind  of  clothing  that  connotes  both 
confidence  and  competence.  And  if 
they're  still  wearing  that  same  suit  and  tie 
when  it's  time  for  dinner,  that's  just  fine 
and  dandy.  (Although  there's  nothing 
wrong  with  changing  into  a  fabulous 
blazer,  knit  top  and  pants  for  the  evening.) 

"One  of  the  things  that  has  interested 
me  most  is  this  movement  back  to 
suits,"  says  David  Wolfe,  creative  direc- 
tor of  The  Doneger  Group,  a  New  York- 
based  buying  office  and  trend  forecaster. 
"A  lot  of  people  thought  that  men  would 
maybe  start  wearing  more  sport  coats 
again,  but  instead  of  going  from  A  to  B 
(the  sport  coat),  they  bypassed  'B'  and 
went  straight  back  to  suits." 

"There  is  a  marked  trend  in  'dressing 
up'  this  year  that  is  demonstrated  by  the 
return  of  business  attire  in  the  work- 
place," says  Philipp  Wolff,  director  of 
worldwide  communications  for  Hugo 
Boss.  "Unlike  prior  years,  men  are  now 
wearing  a  traditional  suit,  shirt  and  tie 
combination  to  the  office." 

UNIFORM  AND  FUNCTION 
Remarkably,  it  took  neither  an  edict  from 
the  CEO's  office  nor  the  barrel  of 
a  Smith  &  Wesson  to  prompt 
this  sea  change.  As  of  now, 
only  a  few  corpor  nions, 
law  firms  and  investment 
banks   have   actually  aban- 
doned the  so-called  bu5 


.Farra  .inoQ. 


ness  casual  code  of  dressing.  One  exce 
tion  is  investment  banking  giant  Lehm 
Brothers.  Since  March,  it  has  require 
personnel  who  work  in  offices  that  ho 
clients  to  once  again  wear  "formal"  bu 
ness  dress  -  defined  as  a  suit  and  tie  f 
men  -  leaving  only  "back-office"  empic 
ees  with  the  freedom  to  choose  th 
workaday  attire.  Another  leading  financ 
firm,  Bear  Stearns,  recently  opted  fo 
stricter  approach  to  corporate  dress-L 
Since  September  30,  all  male  employe 
("back-office"  included)  have  be 
required  to  wear  a  suit  and  tie,  except 
Fridays,  when  they  have  the  option 
wearing  a  sport  jacket. 

Mercedes-Benz  also  reversed  cour 
back  in  the  spring,  when  it  notified 
employees  that  "formal  business  dres 
would  replace  "business  casual"  as 
September,  excluding  Fridays  and  t 
summer  months.  "We  wanted  to  gi 
them  sufficient  time  to  update  th 
wardrobes,"  says  senior  spokespers 
Donna  Boland  of  the  time  gap.  "And  n( 
that  we're  back,  people  seem  pretty  C( 
tent  with  the  decision." 

The  car  giant  had  first  instituted  "bi 
ness  casual"  way  back  in  1995,  with  1 
proviso  that  those  personnel  who  w( 
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Tag  Heuer 


expecting  visitors  or  going  out  to  nneet- 
ings  dress  more  formally.  The  result  was 
"a  two-tier  system  that  didn't  seem  to 
really  be  working,"  says  Boland.  "You 
had  half  the  company  dressing  up,  and 
the  other  half  dressing  down.  So  we 
decided  that  we  really  needed  a  uniform, 
and  that  meant  we  could  go  up  in  terms 
■  of  dress,  or  dowti.  We  chose  to  go  up. 
When  you  consider  who  we  are  as  a 
.•company,  and  the  fact  that  how  one 
dresses  is  the  extension  of  our  brand,  we 
knew  \'.iiat  kind  of  message  we  wanted 
to  senc  :  ^  our  customers." 


Available  at  Saks  Fifth  Ave. 

Other  companies  may  be  institutinc 
change  in  coming  months.  Or  they 
discover  there  is  no  need  to  write 
memo.  For  even  in  organizations  w 
there  is  no  official  company  poli( 
place,  savvy  businessmen  have  rel< 
ed  their  informal  clothes  to  weel 
wear  and  replaced  them  with  smarti 
every  sense  of  the  word)  attire. 

THE  ECONOMY'S  DOWN,  SO  ORES 

So  what  actually  caused  men  to  vi 
tarily  retreat  to  the  sartorial  splend 
yesteryear?  Not  surprisingly,  it  took 
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A  WELL-TIED  TIE  IS 
MAN'S  FIRST  SERIOUS 


-OSC.4.R  WILDE 


more  than  an  uncertain  economy  -  rising 
unemployment,  decreasing  revenues  -  to 
quicl<ly  reverse  the  business  casual  trend. 
Many  top-level  executives  never  cot- 
toned to  the  concept  of  the  more  infor- 
mal workplace  wardrobe;  yet  they  went 
along,  both  on  a  personal  and  profes- 
sional level,  in  the  interest  of  keeping 
employee  morale  high.  No  company 
wanted  to  lose  a  top  performer  to  a  rival, 
or  worse  yet,  a  fledgling  dot-com,  over 
the  relatively  insignificant  issue  of 
whether  one  really  needed  to  wear  a 
jacket  in  the  office. 

However,  once  the  proverbial  ball  was 
back  in  their  court,  upper  management 
jumped  on  the  chance  to  dress  again  in  a 
more  traditional  manner.  And  the  lower 
ranks  quickly,  shall  we  say,  followed  suit. 
The  message  is  now  loud  and  clear;  the 
well-dressed  man  gets  the  promotion, 
the  corner  office,  the  new  client. 

"I  think  it  is  so  important  not  to  look 
sloppy  in  today's  economy,"  says  Wolfe. 
"Anyone  who  wants  to  move  up  in  a 
company  is  taking  their  cues  from  the 
top.  Upper  management  used  to  dress 
like  the  30-somethings,  no  matter  what 
their  age  was,  because  they  were  afraid 


of  not  looking  'cool.'  But  I  don't  think  a 
body  is  betting  that  their  'coolness 
enough  to  keep  them  in  the  workpli; 
anymore." 

"Men  today  have  one  choice,  and  ii 
is  to  get  serious  at  work  again,"  c( 
ments  Bob  Green,  executive  vice  pr 
dent    of    sales    and    marketing 
Ermenegildo  Zegna,  the  luxury  Ita 
clothing  manufacturer.  "And  those 
are  choosing  to  work  more  seriously 
going  back  to  a  classic  way  of  dress 
That  doesn't  mean  even/one  everywl, 
is  wearing  suits  every  day;  the  suit- 
concept  is  more  of  a  big-city  thing, 
most  men  are  dressing  better,  no  m; 
where  they  live  or  what  level  of  v 
they  do.  Those  who  wore  khakis  are 
wearing  serge  pants;  those  who  v 
dress  trousers  are  now  adding  a  bl; 
And  eventually  everyone  will  be  ad 
suits  to  their  wardrobe,  to  some  exte 

FASHIONABLY  FORWARD 
Proof  of  that  dictum  is  Joseph  Molii 
designer  for  Bruno  Magli,  the  Italian-b 
fashion  house.  "I  think  that  men  are 
ing  to  formalize  things  in  their  lives  as 
as  in  their  wardrobes.  So  men  are  bi 
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"More  and  more 
men  are  seeing  the 
need  for  a  watch 
wardrobe,  Men 
have  fewer 
aocessories  to 
choose  from  than 
women,  and  this  is 
onaway  that  a 


"  V  J 


more  suits  and  dressier  slacks.  And  I 
think  they  see  this,  as  I  do,  not  as  going 
backward,  but  taking  a  new  step  for- 
ward," he  notes.  "Even  I  ann  buying  more 
suits  than  I  used  to  because  I've  decided 
I  like  the  way  I  look  and  feel  in  them." 

"The  suit  will  once  again  become  the 
basis  for  most  work  situations,"  says 
Christopher  Bailey,  design  director  for 
Burberry.  "Men  understand  the  classics 
and  feel  comfortable  in  this  kind  of  sil- 
houette." 

"I  think  men  today  don't  necessarily 
want  to  look  like  peacocks.  They  want  to 
look  like  men,"  adds  John  McCoy,  CEO 
of  Components  by  John  McCoy,  the 
exclusive  licensee  of  Cifonelli,  the  Italian- 
Parisian  bespoke  tailors. 

"I  think  men  look  fabulous  in  suits," 
concurs  Gary  Wasserman,  design  direc- 
tor for  Cifonelli,  which  has  numbered 
such  legendary  performers  as  Fred 
Astaire,  Cary  Grant  and  Marcello  Mas- 
troianni  among  its  clientele.  "It's  so  nice 
that  men  can  now  have  beautiful  clothing 
for  every  part  of  every  day." 

Today's  man  wants  to  look  great  both 
during  the  day  and  at  night,  a  far  en/  from 
just  two  years  ago  when  people  dressed 
down  for  even  the  most  upscale  party. 
"During  the  dot-com  bubble,  I  would  rarely 
wear  a  suit  or  tie,"  says  Scott  Drevnig,  an 
internet  marketing  veteran  in  New  York 
City.  "Whether  in  my  office,  or  the  parties 
.  I  went  to  after  work,  they  just  didn't  seem 
welcome.  Now  it  just  seems  right  again  to 
put  them  on,  whether  for  a  professional 
situation  or  just  to  go  out  to  dinner.  Not 
only  do  .  think  I  look  better,  I  actually  feel 
more  cc!>  ifortable.  Especially  in  New  York, 


I  think  if  you're  dressed  up,  you  cani 
from  work  to  a  business  dinner  or  t 
club,  and  you  always  look  appropriate 


THE  OUTCAST  IS  OUT 
So  if  fashion  designers  and  former 
commers  are  wearing  suits  on  a  reg 
basis,  does  that  mean  we  will  be  see 
suits  on  men  who  work  in  all  of  the 
ative  fields?  Very  possibly.  Especial) 
it's  the  independent  film  producer  wh 
trying  to  secure  another  round  of  fini 
ing  or  the  e-zine  publisher  calling 
clients  to  get  advertising. 

"Businesses  today  are  looking  for 
right  degree  of  creativity,  pragmatism 
decorum  in  the  workplace,"  says  Re 
W.  Cohen,  president  of  Comeliani  US 
high-end  Italian  clothing  company.  "At 
end  of  the  1990s,  creativity  reigned 
was  fine  to  sleep  under  your  desk  in 
shirt  if  you  had  a  great  idea  in  the  m 
ing  -  but  there  was  a  lack  of  a  car 
business  decorum.  Now  I  think  th 
changed  almost  180  degrees.  If  you  c 
have  a  suit  and  tie  on  in  the  office, 
simply  don't  look  proper.  You  car 
thought  of  as  an  outcast,  as  oppose 
the  recent  past  where  business  d 
may  have  made  you  look  like  the  out^ 
I'm  positive  that  proper  business  i 
doesn't  stifle  creativity." 

Perhaps  not,  but  since  being  out  of 
is  one  foot  away  from  being  in  the  ui 
ployment  line,  men  are  taking  their  ■ 
ion  cues  from  their  bosses,  their  cli 
and  their  peers  to  ensure  their  stabii 
the  workplace.  "A  suit  will  aiway 
appropriate  for  business,"  says  Gi( 
Armani,  the  Italian  fashion  designer 
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"Wearing  a  suit  is  lil<e  wearing 
a  safety  belt:  it  reduces  the 
risk  factor. 

No  matter  what  the  occasion, 
you  can  never  really  be 
overdressed  in  a  suit," 

PauletteGarafolo,       ^.^ 
CEO.  HlckeV-Pmfimpin 
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has  revolutionized  and  re-revolutionized 
suit  styles  for  the  past  quarter  century. 

A  SERIOUS  ISSUE 

Not  all  men  needed  convincing  to  go  back 
to  a  more  formal  way  of  dressing.  Like 
many  professionals,  Kenneth  M.  Moltner, 
a  top-level  attorney  at  Bressler,  Amery  & 
Ross,  P.C,  a  downtown  New  York  law 
firm,  and  the  chairperson  of  Manhattan's 
Community  Board  8,  spent  the  last  two 
years  in  a  dressing  dilemma.  He  never  felt 
entirely  comfortable  tn/ing  to  emulate  the 
fashion  world's  idea  of  business  casual  - 
a  fancy  tweed  sport  jacket,  a  merino  knit 
top  and  nubby  woolen  trousers.  So  his 
workaday  wardrobe  alternated  between 
suits,  which  he  often  wore  for  12  or  14 
hours  at  a  stretch,  and  weekend-like 
sportswear.  Now,  suits  are  a  uniform  he 
happily  puts  on.  "It's  not  just  that  I  like  the 
way  I  look  in  a  suit,  but  more  importantly, 
I  think  suits  set  the  proper  tone  and 
atmosphere  for  the  office.  I  feel  more  seri- 
ous and  taken  more  seriously  when  I  am 
in  a  suit,"  says  Moltner. 

Indeed,  "seriousness"  is  something  of 
a  mantra  in  21st-century  America.  In  the 
aftermath  of  September  1 1 ,  the  frivolity 
of  brightly  colored  sport  shirts  and  car- 
toon-character neckties  in  the  workplace 
seemed  slightly  inappropriate.  The  U.S. 
has  been  in  a  period  of  national  mourning, 
from  which  we  are  just  beginning  to 
emerge,  and  dressing  like  the  party  is  still 
in  full  swing  is  no  longer  cutting  it. 

"The  world  has  changed  irrevocably, 
and  so  h.3s  the  way  American  men  pre- 
sent the>mselves,"  says  Christina  John- 
son, president  and  CEO  of  Saks  Fifth 


Avenue  Enterprises.  "Wearing  a  suit 
signal  that  you  are  in  tune  with  the  w( 
at  large.  And  I  think  it's  so  important 
men  to  not  only  feel  good  about  th? 
selves  but  to  look  commanding.  It's  v 
different  sitting  across  a  conference  tc 
from  a  man  in  khakis  and  a  polo  shirt 
one  in  a  great  shirt  and  tie.  I  think 
forgot  about  the  importance  of  image 

THE  POWER  OF  POSITIVE  DRESSIN 
The  right  wardrobe  absolutely  proje 
the  right  image.  And  for  American  n 
that  image  includes  power  and  contrc 
think  after  September  11,  Americ 
wanted  to  be  seen  as  powerful  ag 
and  that  has  contributed  to  the  re 
gence  of  suits,"  says  John  Morales,  f 
of  merchandising  and  design  for  Hie 
Freeman,  the  103-year-old  Amer 
company  known  for  its  classic-loo 
and  elegant  apparel. 

They  also  want  to  gain  both  res| 
and  approval  from  their  peers,  and 
suit  often  engenders  both;  casual  v\ 
conversely,    rarely  does  that   kin( 
double  duty.  "When  I  arrive  at  my 
station  in  Connecticut  in  the  morni 
still  see  some  guys  going  to  their  of 
in  polo  shirts  and  khakis,"  says 
Simpson,  creative  director  of  Oxx 
Clothes.  "And  the  first  thing  I  like  tc 
them  is,  'if  you  had  to  fire  some 
today,  could  you  summon  enough  au 
ity  to  do  it  in  that  outfit?'  Showing  res 
and  earning  respect  is  what  is'  most 
today  in  business,  and  your  clothes 
to  reflect  that.  It  is  so  important  not ' 
overdressed  or  underdressed,  but  r. 
properly  dressed." 
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Not  surprisingly,  it  took  little  more  than  an  unG( 
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inomy  to  quickly  reverse  the  business  casual  trend. 
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these  more  conservative  times, 
g  underdressed  is  an  accident  wait- 
0  happen.  "The  suit  is  like  a  safety 

It  reduces  the  risl<  factor  in  how 
)le  perceive  you,"  says  Paulette 
folo,  group  president  of  Hickey-Free- 
.  "America  has  always  been  about 


making  a  good  first  impression,  and  no 
matter  what  the  occasion,  you  can 
always  do  that  in  a  suit." 

"Whether  by  thought  or  appearance, 
impressing  other  people  has  always  been 
important  in  business,  and  this  hasn't 
changed,"  says  Comeliani's  Cohen,  who 
also  recommends  suits  as  a  proper  way 
of  dressing  -  especially  for  those  making 
their  first  steps  in  the  business  world. 

DONT  SWEAT  THE  TRANSITION 
That  lesson  may  indeed  be  a  new  -  and 
very  important  -  one  for  the  20-something 
generation.  Many  of  them  are  just  enter- 
ing the  workplace  and  have  no  prior  expe- 
rience with  the  concept  of  appropriate 
business  wear.  Others  may  have  a  year  or 
two  of  work  experience  in  the  dot-com 
world,  where  they  were  given  six-figure 
offers  while  wearing  flannel  shirts  and 
grubby  jeans.  £ut  that  sort  of  outfit  will 
hardly  fly  in  today's  marketplace. 

Fortunately  for  these  fledglings,  manu- 
facturers and  retailers  alike  are  there  to 
ease  their  transition  from  denim  jackets  to 
double-breasted  suits.  "We  had  a  young 
man  come  to  us  who  had  just  gotten  his 
first  big  job  in  a  major  New  York  law  firm 
and  he  had  never  worn  a  suit  before," 
says  Garafolo.  "I  think  it  was  understand- 
able that  he  came  to  us,  that  he  wanted 
to  choose  something  American  classic." 

BODY  OF  EVIDENCE 
Unlike  some  of  their  predecessors, 
today's  first-time  buyers  may  also  be 
looking  for  a  little  bit  of  status  when  pur- 
chasing their  first  suit.  "The  younger  gen- 
eration is  really  very  brand-conscious, 


ven/  label-driven,  so  the  name  on  the  suit 
will  make  a  real  difference  to  them,"  says 
David  Wolfe.  "And  because  they  don't 
have  the  same  financial  responsibilities  as 
men  in  their  30s  and  40s,  they  may  be 
willing  to  spend  more  on  a  suit.  And  I 
think  that  is  especially  true  if  the  suit 
complements  his  body.  Young  guys  today 
not  only  have  better  bodies  than  guys  of 
the  past,  but  they  see  themselves  as 
sexual  objects.  So  it's  no  surprise  that 
they  prefer  body-conscious  clothing." 

While  most  companies  don't  have  a 
specific  collection  that  caters  to  20-some- 
things,  Corneliani  has  introduced  "Trend," 
a  grouping  that  is  geared  toward  the 
younger  buyer,  and  which  has  a  slightly 
lower  price  point  than  the  main  collection. 
And  in  both  collections,  Corneliani  is 
favoring  a  body-conscious  cut.  "Suits  are 
more  than  just  body  cover,"  says  Cohen. 
"One  of  their  jobs  is  to  enhance  a  man's 
self-esteem." 

Few  designers  know  more  about 
enhancing  both  self-esteem  and  the  body 
than  Giorgio  Armani.  This  season's  col- 
lection is  no  exception.  "My  collection  for 
fall  emphasizes  the  body  without  con- 
stricting it,  with  silhouettes  that  capture 
the  precision  of  military  tailoring,"  says 
the  legendary  designer.  "It  is  this  return 
to  dressing  well  that  looks  modern  in 
today's  business  environment." 

"Men  are  finally  coming  in  and  telling 
us  that  their  old  suits  are  inappropriate," 
says  Zegna's  Bob  Green. 

INVESTMENT  DRESSING 
More  likely  than  not,  the  average  busi- 
nessman still  owns  a  suit  or  two,  even  if 
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Since  the  founding 
of  our  company 
almost  1 00  years 
ago,  we  have 
maintained  that  the 
suit  is  the  business 
card  of  style.  For 
the  modern  man  in 
a  leading  role, 
.yxury  apparel, 
'^d;tailoring 
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they've  been  doing  little  more  than  gath- 
ering dust  in  his  closet.  And  while  most 
men  are  reluctant  to  part  with  an  old 
favorite,  they  would  do  well  to  reconsid- 
er sticking  with  the  tried-and-true. 

"Self-presentation  is  far  down  on  the  list 
for  many  men,"  says  David  Wolfe.  "So 
they've  gone  to  the  back  of  their  closets 
and  just  pulled  out  their  old  suits  and  ties 
and  started  wearing  them  again,  which 
isn't  necessarily  a  good  thing.  Unfortu- 
nately, it  takes  a  while  for  new  clothes  to 
become  a  demand  item  for  most  men." 

That  kind  of  mindset  needs  to  change. 
The  savvy  businessman  doesn't  want  to 
be  perceived  as  out  of  place,  and  an  out- 
of-date  suit  is  a  sure  way  to  achieve  that 
unwanted  goal.  Yet  since  everyone's 
purse  strings  are  a  little  bit  tighter,  the 
boom  years'  spending-for-spending's  sake 
mentality  is  not  appropriate  either.  Invest- 
ment dressing  is  once  again  the  norm. 

"Men  want  to  see  value  in  their  clothes, 
which  means  they  are  spending  their 
money  intelligently,"  says  Bruno  Magli's 
Joseph  Molinaro.  "But  that  also  means 
men  are  willing  to  spend  more  on  a  par- 
ticular item  if  they  perceive  it  to  be  a  good 
value.  And  that  translates  into  designers 
being  able  to  use  better  materials." 

Without  question,  the  "q"  factor -qual- 
ity -  is  now  often  the  deciding  one  for  the 
male  consumer.  "A  man  should  always 
seek  to  buy  quality,"  says  Burberry's 
Christopher  Bailey.  "You  want  clothes 
that  will  last  and  you  want  clothes  that 
look  good  all  the  time.  Clothes  that  are 
made  well  show  their  quality  -  that  goes 
u)r  the  fabric  as  well  as  the  construction 
of  the  Qh  ment." 


Saks'  Brad  Martin  agrees.  "There 
renewed  emphasis  on  the  notion  of 
ity.  Men  want  to  ensure  that  they  are  i 
ting  what  they  paid  for,  and  a  quality 
is  always  seen  as  a  good  value." 

THE  CUSTOM-ER  IS  ALWAYS  RIGHT 
Does  one  always  get  what  one  has 
for?  Take  the  example  of  a  custom-m? 
suit,  which  can  run  from  the  mid-four 
ures  into  the  five-figure  range.  The  qi 
tion  lingers:  Is  custom  merely  an  exti 
agance  -  fine  for  the  Donald  Trumps 
the  world,  but  not  something  even 
average  CEO  needs  to  consider?  Acct 
ing  to  master  tailor  Domenico  Span( 
Domenico  Spano  Custom  Clothier; 
custom  suit,  especially  one  made  in  a 
ticularly  classic  style  or  fabric,  is  an  ex 
lent  value,  since  it  can  be  worn  for  m 
years  without  looking  dated.  "It  sa 
you  money  in  the  long  run,"  he  says. 

Not  to  mention  that  there  is  no  sul 
tute  for  the  kind  of  personal  service 
years  of  experience  custom  clothiers 
Spano  and  his  team  of  Italian-trai 
master  tailors  can  provide.  Plus,  cus 
truly  lets  the  customer  have  his  say: 
can  have  patterns  actually  made  f 
scratch,  so  if  a  piece  of  wallpaper 
vides  inspiration,  just  bring  it  in. 

"I  always  tell  my  customers  thai 
most  important  name  is  not  the  on 
the  label,  but  the  name  of  the  custon 
he  says.  "I  also  remind  them  that  I 
match  their  personality  and  their  pre 
sion  to  their  clothing.  A  banker  sh 
dress  differently  from  a  lawyer,  a 
senior  executive  should  dress  differ 
from  a  junior  executive." 
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Today's  man  wants  to  look  upscale,  a  far  cry  from  1 
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's  ago  when  dressing  down  was  the  order  of  the  day. 


;asure  for  measure 

:  given  the  high  cost  of  custom  cloth- 
,  many  men  have  begun  to  gravitate 
i/ard  its  first  cousin,  made-to-measure 
thing.  Lii<e  custom-made,  a  made-to- 
asure  suit  is  fitted  specifically  towards 
ir  measurements  (hence  its  name), 
ich  is  especially  helpful  these  days  as 


men  with  more  athletic  builds  find  stan- 
dard sizing  less  to  their  liking.  (Of  course, 
It  is  equally  helpful  for  men  who  have  put 
away  one  too  many  hors  d'oeuvres  at  the 
after-work  cocktail  party.) 

On  the  downside,  the  choice  of  pat- 
terns for  made-to-measure  suits  is  far 
more  limited  than  it  is  for  custom,  and 
the  tailoring  is  not  always  as  precise.  On 
the  upside,  the  wait  for  made-to-measure 
IS  usually  less  than  it  is  for  custom.  Taking 
this  entire  concept  one  step  further,  Saks 
IS  now  offering  Saks  Signature,  a  quicker 
and  less  expensive  variation  of  made-to- 
measure  clothing.  Amazingly,  suits  will  be 
ready  in  approximately  two  weeks  -  the 
same  amount  of  time  it  takes  your  neigh- 
borhood tailor  to  alter  a  suit  -  and  will 
cost  under  $1,000. 

Dan  McCampbell,  Saks'  vice  president 
of  men's  fashion  merchandising,  believes 
this  program  will  attract  a  whole  new  cus- 
tomer. "It's  not  really  designed  for  the  tra- 
ditional made-to-measure  guy.  He  doesn't 
really  mind  the  eight-  to  ten-week  waiting 
period.  He  wants  the  luxe  touches,  the 
handmade  detailing,  and  he's  willing  to 
pay  for  it.  Here,  we're  going  after  the  cus- 
tomer who  is  more  comfortable  with 
technology  -  the  customer  who  is  a  little 
more  budget-conscious,  but  who  still 
wants  something  special  in  fit  or  look.  It 
really  opens  a  whole  new  avenue  for  us." 

One  also  doesn't  have  to  go  to  either 
custom  or  made-to-measure  for  suits  that 
have  that  touch.  Hand  stitching  and  other 
custbm-like  detail  are  also  available  in 
better  off-the-rack  clothing.  In  fact, 
Oxxford  and  Hickey-Freeman  are  among 
the   companies  that  have   long   been 


known  for  this  attention  to  detail.  "Cus- 
tomers really  value  the  handmade  touch 
of  our  suits,"  says  Hickey-Freeman's 
John  Morales. 

EASY  AS  ONE,  TWO,  THREE 
Whether  one  is  buying  custom,  made-to- 
measure  or  off-the-rack,  the  primary  issue 
remains:  How  does  one  spend  both 
wisely  and  well?  More  than  a  question  of 
looking  "modern,"  one's  suit  choices  -  in 
style,  pattern  and  fabric  -  must  commu- 
nicate seriousness  and  appropriateness, 
along  with  old-fashioned  good  taste. 

What  defines  bad  taste?  While  we 
might  all  agree  not  to  wear  an  orange-and- 
chartreuse  Nehru-inspired  suit,  taste  is  oth- 
erwise a  fairly  subjective  matter.  Yet,  fash- 
ion experts  agree  on  a  handful  of  no-no's. 
Let's  start  with  the  button  issue,  the  men's 
equivalent  of  the  hemline.  Four-button 
suits,  which  look  good  only  on  basketball 
players  and  men  on  stilts,  are  definitely  on 
the  been-there,  done-that,  don't-do-it-ever- 
again  list.  Otherwise,  men  should  feel  free 
to  choose  from  a  variety  of  models  - 
three-button  suits,  two-button  suits,  and 
even  double-breasted  suits,  which  are 
seeing  a  real  resurgence  this  season. 

"There  is  nothing  quite  so  classic  as  a 
three-button  suit,"  says  Spano.  "It  shows 
you  are  a  serious  person,  and  it  never 
goes  out  of  style."  But  whether  a  style 
was  popular  70  years  ago  or  seven 
weeks  ago,  Spano  also  believes  no  style 
is  necessarily  "out"  as  long  as  it  looks 
great  and  fits  well  on  the  wearer.  He 
even  proposes  that  men  of  less-than- 
perfect  body  types  can  look  great  in  a 
double-breasted  suit. 


'What  men  are 
seeking  when  it 
comes  to  apparel  is 
not  how  many  gray 
suits  they  need, 
but  rather  specific 
solutions  to  their 
lifestyle  needs," 


■Jack  Simpson 
Creative  Directc 
Oxxford  Clothes 


#xxfnrh^lat 
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Indeed,  the  tailoring  genius  will  be  look- 
ing to  the  past  for  inspiration.  Specifical- 
ly, he  IS  basing  many  of  his  custonn-made 
clothes  this  fall  on  designs  that  were 
popular  in  the  1930s,  an  era  that  many 
consider  to  be  the  golden  age  of  men's 
fashion  -  thanks  in  large  part  to  such 
fashion  icons  as  Can/  Grant,  Gan/  Cooper 
and  the  Prince  of  Wales. 

Hickey-Freeman  is  another  company 
that  is  using  the  1930s  as  a  touchstone. 
"I  think  a  lot  of  designers,  including 
myself,  are  looking  to  U.S.  history,"  says 
Morales.  Not  surprisingly,  the  company  is 
drawing  largely  on  its  own  history  and 
sticking  with  what  it  knows  best,  the  so- 
called  boardroom  suit.  "We  have  been 
providing  the  uniform  for  corporate  Amer- 
ica for  over  100  years  with  this  suit," 
says  Paulette  Garafolo. 

Corneliani's  Cohen  says  his  company  is 
encouraging  customers  to  return  to  the 
once-favored  two-button  model,  albeit  now 
with  Its  new  slightly  higher  button  place- 
ment. "We're  not  suggesting  radical 
changes.  Men  are  not  inclined  to  re-create 
an  entire  wardrobe  from  scratch  every 
season." 

Saks'  Dan  McCampbel 
also  espouses  that  phi- 
losophy, which  is  why 
he  favors  the  higher 
two-button  and  double- 
breasted  suits  as  fash- 
ion statements  for  both 
this  season  and  beyond. 
"I  would  say  10%  of  the 
suits  we  are  showing  for 
fall  are  double-breasted. 


and  even  if  that's  not  a  big  number,  it'j 
lot  bigger  than  it  has  been,"  he  notes., 
"The  two-button  jacket  is  importaj 
again,  but  the  three-button  model  remaij 
the  mainstay,"  says  Burberry's  Baile 
"And  we  are  definitely  seeing  renewt', 
interest  in  the  double-breasted  silhouett 
specifically  the  six-on-two  style." 

STRIPE  IS  THE  STAR 

As  for  color  and  pattern,  think  Americc 

favorite  pool-hall  game,  solids  and  stripe 

True,  a  few  men  will  still  be  yellir 
"Check,  please."  Canali  is  favoringc 
"modern  interpretation"  of  a  Prince  '. 
Wales  plaid,  as  is  Armani.  But  suits  v\a 
be  primarily  muted,  to  once  again  give  c 
the  air  of  serious  business  at  hand, 
think  every  man  should  have  navy  soli 
a  charcoal  gray  solid,  a  navy  dress  strip 
and  an  oxford  gray  suit,  either  in  a  strip 
or  solid,"  says  Hugo  Boss's  Wolff. 

In  fact,  much  like  the  1950s,  the  mi 
in  the  gray  flannel  suit  could  be  th 
decade's  iconic  figure  -  except  th; 
thanks  to  fabric  innovations,  it  won 
exactly  be  flannel.  "We're  really  seeing 
return  to  classic,  dark  colors, 
says  Zegna's  Bob  Greei 
"Any  time  th< 


J 


BriiQ£L.Ma' 


Wxxiarb  ClotljEs 


oxxfotdsclothes.com 


ADVERTISEMENT      24 


SAKS       FIFTH      AVENUE 


Being  underdressed  is  an  accident  waiting  to  happei 


Dom 


e' 


Available  at  Saks  Fifth  Avenue 


business  gets  tough,  men  start  to  retur 
to  the  classic." 

Dark  also  equals  authority,  ado 
Oxxford's  Jack  Simpson,  and  busines' 
men  need  all  the  authority  they  can  g( 
in  today's  troubled  times.  "We  especic 
ly  recommend  dark  suits,  what  we  c 
elegant  business  wear,  for  meetings  ( 
events  where  there  will  be  an  exchana 
of  ideas.  It  commands  both  authority  an 
respect.  Respect  in  business  is  vital.  S 
if  it's  respectful  to  be  wearing  a  dark  su, 
then  by  all  means  do  it.  And  if  not,  fim! 
just  make  sure  whatever  you  we.: 
demands  the  same  respect." 

For  those  willing  to  invest  in  a  moi 
extensive  wardrobe,  suits  and  jacke 
with  a  reddish  tone  top  the  to-buy  lis^ 
especially  since  they  will  coordinate  vei 
well  with  fall  neckwear.  Also  up  for  co; 
sideration:  suits  in  a  richer  medium  blu 
taupe  and  even  olive-like  greens.  "Gre( 
is  a  very  flattering  color  on  many  me 
but  they  don't  necessarily  wear  it,"  cor 
ments  Simpson. 

As  for  non-solids,  there  is  no  questic 
that  the  other  key  word  for  fall  is  stripe 
Yet  once  again  subtleness  is  the  go; 
narrow  pinstripes  are  far  more  prevale 
than  broad  chalk  stripes,  and  there  is  i 
increase  in  tone-on-tone  striping.  "A  I 
of  my  customers,  especially  those  in  tl 
financial  world,  are  favoring  stripes 
says  Spano. 

"We  are  seeing  the  reinterpretation 
the  stripe,  using  beautiful  alternatii 
colors.  Nothing  is  loud;  everything  is  v€ 
subtle.  Lots  of  reds  and  blues,  with 
Art  Deco  feel,"  says  McCampbell.  "It'; 
nice  alternative  to  the  classic  pinstripe 
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nop  for  Fall  at  the  Men's  Store  at  any  Saks  Fifth  Avenue  and  earn  a  Forbes  reward 
ased  on  your  spending  from  October  15  to  November  15,  2002 


[CHRISTOPHER 
•  I     BUCKLEY 


Spend  $1 ,500-$4,999 

Receive  a  Fortes  Reward:  A  signed  copy  of  Cinristopher  Bucl<ley's  fortlncoming  novel,  No  Way  to  Treat  a 
First  Lady. 


oend$5,000-$14,999 

jceive  a  Fortes  Reward;  A  dinner  cruise  for  two  aboard  tine  Forbes  Highlander  yacht.  Dinner  aboard 
irtes'  elegant  151  -foot  yacht,  the  Highlander,  is  always  a  memorable  event,  Guests  enjoy  cock- 
Is  while  touring  the  yacht,  which  boasts  an  eclectic  art  collection,  a  1 9-foot  Cigarette,  a  23-foot 
xizi  and  2  BMW  motorcycles.  The  cruise  in  New  York  Harbor  offers  guests  gourmet  cuisine  and 
iking  views  of  the  Statue  of  Liberty  and  the  New  York  City  skyline. 


Spend  $15,000-$49,999 

Receive  a  Forbes  Reward:  An  all-expenses-paid  trip  for  two  to  the  Forbes  Trinchera  Ranch  in  Col- 
orado. Trip  includes  Friday  and  Saturday  night  accommodations  at  the  Ranch,  all  meals  and  appro- 
priate seasonal  activities,  plus  round-trip  coach  airfare  and  ground  transportation  to  and  from  the 
Alamosa  airport  in  Colorado. 


pQnd  $50,000  or  more 

3ceive  a  Forbes  Reward:  An  all-expenses-paid  trip  for  two  to  the  Forbes  Chateau  de  Balleroy  in  Nor- 
andy,  France.  Trip  includes  Friday  and  Saturday  night  accommodations  at  the  Chateau,  tours  of  the  art- 
Drk,  gardens  and  lawns  and  all  meals,  plus  round-trip  business-class  airfare.  Forbes  will  reimburse  recip- 
it  for  car  rental  for  Friday  Saturday  and  Sunday  to  allow  travel  to  and  from  the  airport  in  France  and  local 
^htseeing.  Recipient  and  guest  will  depart  from  the  U.S.  Thursday,  arrive  in  France  Friday,  and  depart  for 
s  U.S.  on  Sunday. 


mpty  fill  out  the  registration  card  and  send  it  in  to  Saks  Fifth  Avenue  with  your  receipts  to  redeem  your  reward. 


claim  your  spending  reward,  check  off  your  spending  level,  fill 
It  the  form  on  the  registration  card  and  mail  the  card-and  your 
iks  Fifth  Avenue  receipts  to: 

iks  Fifth  Avenue  Dressing  Up  America  Rewards  Program 
tn:  Vice  President  of  Mart<eting 
:  East  49th  Street,  6th  Floor 
^wYork,  NY  10017 


Please  note:  SFAE  and  Fortes  employees  and  their  families  are  not  eligible.  Only 
residents  of  the  48  contiguous  United  States  can  participate.  Events  and  travel 
reward  dates  are  subject  to  scheduling  availability  at  the  Forbes  properties.  Air- 
fare must  originate  from  the  48  contiguous  United  States  only  Purchases  must 
be  made  between  October  1 5  and  November  1 5,  2002.  Deadline  to  enroll  in  the 
Rewards  program:  November  30,  2002.  Returns  will  be  adjusted  in  calculation  of 
reward.  Taxes,  if  any  on  the  rewards  are  the  sole  responsibility  of  the  recipient. 
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'We  are  featuring 
old-world  designs 
with  modern 
stripes  and 
colorings  — 
our  theme  is 
dressing  up  for 
the  city  and 
dressing  up  for 


-L-OtharReiff, 
Creative  •Director, 
Hugo  Boss 


"We  are  definitely  seeing  classic  flan- 
nels in  chalk  stripes,  pinstripes,  along 
with  Prince  of  Wales  checks  and 
tweeds,"  says  Bailey. 

THE  COMFORT  ZONE 
If  there  is  one  area  where  innovation  truly 
reigns,  however,  it  is  in  fabrics.  Heavy, 
scratchy,  itchy,  uncomfortable... these  are 
all  words  of  the  past,  never  to  be  repeat- 
ed again.  "We  really  became  aware  of 
how  important  comfort  was  to  a  man 
during  the  era  of  casualization,"  says 
David  Wolfe.  "And  thanks  to  technology, 
suits  are  now  being  made  using  lighter- 
weight,  more  breathable  fabrics.  I  think 
once  a  man  tries  one  of  these  suits  on, 
he  will  discover  that  his  old  suits  are  not 
nearly  as  comfortable  as  a  new  one." 

"We  can  spin  yarns  more  finely  than 
ever  before,"  says  Simpson.  "That 
means  you  can  weave  the  same  great 
textures  in  much  lighter-weight  clothes 
than  we  could  just  a  few  years  ago.  For 
example,  we  took  some  of  the  cloths  that 
we  used  back  in  the  1930s  to  our  mills 
and  had  them  made  to  reflect  today's  cli- 
mate. They  are  now  six  ounces  lighter." 

"Textiles  have  become  so  much  more 
sophisticated  in  the  past  few  years," 
agrees  Cifonelli's  Gary  Wasserman. 

SEASONS  CHANGE 

One  benefit  of  this  new  revolution  in  fab- 
rics is  that  men  can  -  and  should  -  go 
back  to  the  concept  of  seasonal  suits. 
Remember  the  good  old  days  when 
every  man  had  one  wardrobe  for  fall  and 
winter,  and  another  for  spring  and 
summe'  '^  Anyone  who  wore  his  tropical 


wool  suit  constantly  from  Septemt 
through  May  knows  that  when  the  c( 
winds  of  February  blow,  this  fabric 
be  versatile,  but  it  isn't  ever/thing  it  v\ 
cracked  up  to  be. 

"  I  consider  the  whole  notion  of  the  ye 
round  suit  blasphemous,"  says  Spar 
who  goes  one  step  further  than  most 
suggesting  that  men  own  two  suits 
each  of  the  four  seasons.  "The  fact  i: 
man  is  never  going  to  be  truly  comfortai 
in  a  year-round  suit;  he's  too  hot  in 
summer  and  too  cold  in  the  winter." 

Cohen  is  in  full  agreement;  the  all-yi 
suit  is  simply  not  right  for  the  21st  centi 
man.  "I  think  we  need  to  get  away  frc 
this  concept  of  all-season  suits  a 
remind  men  that  they  need  to  create  V 
distinct  wardrobes  for  themselves." 

RICH  RULES 

Where  do  you  start?  With  fall  now  in 
swing,  and  winter  literally  just  around  i 
corner,  men  should  be  focusing  on  "ri 
luxurious  fabrics,"  says  Cifonelli's  Jc 
McCoy.  And  there  is  absolutely  no  fat 
richer,  more  luxurious  and  warmer  tt" 
cashmere.  Once  relegated  to  sweate 
blazers  and  horse  blankets,  this  lux 
than-luxe  fabric  is  increasingly  being  u5 
in  suits.  In  fact,  the  100%  cashmere  5 
is  now  yours  for  the  asking. 

"There  is  now  a  worsted  cashmi 
available  for  suits  that  I  think  is  just  incr 
ible,"  says  Domenico  Spano.  "It  holds 
shape  and  drapes  beautifully.  It  reali 
the  ultimate  in  luxury.  But  I  don't  thin 
is  for  everyone,  and  not  just  because 
its  price.  It's  the  kind  of  suit  I  wo 
recommend  to  the  chairman  of  the  boat 


HUGO       BOSS 
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For  those  of  you  who  haven't  gotten  the  nnemo,  it's  t| 


Cori 


Available  at  Saks  Fifth. 
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ay  good-bye  to  business  casual,  hello  to  business  formal. 


lore  often  than  not,  though,  cashmere 
lended  with  wool  to  create  a  nnodern- 
flannel.  "If  a  businessman  told  me  he 
id  buy  only  one  suit,  I  would  say  a 
rcoal  gray  wool/cashmere  blend, 
/be  with  a  buffalo  horn  button,"  says 
ipson.  "It  is  always  stunning,  and  I 
k  nothing  looks  more  masculine." 


"A  gray  flannel  suit  with  a  white  shirt 
and  burgundy  tie  is  my  ideal  for  a  classic 
look,"  adds  Green.  Meanwhile,  wool-and- 
cashmere  blends  are  also  popular  at 
Burbern/,  especially  for  the  older  customer. 
For  the  younger  one,  Bailey  recommends 
a  mohair  blend  as  a  fashionable  option. 

Of  course,  there  is  absolutely  nothing 
wrong  with  a  tried-and-true  wool  suit. 
Giorgio  Armani  names  wool  as  his  fabric 
of  choice  for  fall.  But  customers  can  be  a 
little  overwhelmed  these  days,  as  textile 
mills  produce  more  grades  of  wool  than 
ever,  particularly  so-called  super  wools. 
And  if  one  picks  the  highest  grades,  the 
"super  200s"  and  up,  custom-made  suits 
can  cost  as  much  as  a  small  car. 

Remarkably,  Spano  doesn't  recommend 
hose  fabrics  to  his  customers.  "Compa- 
nies have  really  overdone  it  with  this  con- 
cept of  'super'  fabrics.  Some  of  the  higher 
grades  are  just  too  thin.  To  me,  the  quality 
of  the  wool  is  the  most  important  thing, 
and  you  can't  go  wrong  with  topflight 
wools  from  the  British  and  Italian  mills." 

BLAZING  A  NEW  TRAIL 
Choosing  the  right  fabric  is  also  a  major 
consideration  when  it  comes  to  sport 
jackets  and  blazers.  And  yes,  the  well- 
dressed  man  needs  a  few  of  those  in  his 
closet  as  well,  even  if  he  will  be  wearing 
them  to  work  less  frequently  than  before. 
A  fabulous  jacket  is  perfect  for  casual  Fri- 
days, days  when  you  may  be  sure  you 
won't  be  seeing  clients,  and  especially  for 
going  out  after  work,  "i  think  we  will  be 
seeing  a  lot  more  men  going  out  to  dinner 
in  a  great  sport  jacket, "  notes  Morales. 
All  the  experts  agree  that  the  classic 


navy  blue  blazer  is  the  season's  must- 
have  item,  since  it  will  take  you  from  the 
workplace  to  the  showplace  with  extreme 
ease.  "It  is  especially  good  for  business 
travel,  when  you  can  be  wearing  an  open- 
collar  shirt,"  says  Simpson.  "I  have  three 
or  four  of  them  and  wear  them  constantly, " 
says  Saks'  McCampbell. 

But  man  cannot  live  by  solids  alone.  Pat- 
terned sport  coats  are  also  prescribed  to 
give  his  wardrobe  a  little  panache.  "A  tai- 
lored sportcoat,  dress  trousers  and  a  long- 
sleeve  polo  shirt  in  a  luxurious  fabric  is  a 
great  look  for  business,"  says  Jean  Marc 
Gallot,  president  of  Salvatore  Ferragamo. 

"A  tonal  plaid  jacket  with  a  subtly  con- 
trasting dress  trouser,  paired  with  a  dress 
shirt  and  tie,  is  what  we  think  of  as  busi- 
ness modern,"  says  Simpson.  "It  has  a 
more  relaxed  flavor  than  a  suit,  but  it  is 
still  respectful." 

Simpson  also  notes  that  men  seem  to 
have  the  most  trouble  picking  out  the 
right  sport  jacket,  which  may  be  one 
reason  the  "business  casual"  movement 
never  really  took  off. 

"I  have  seen  a  lot  of  men's  closets,  and 
there's  often  two  patterned  sport  coats  in 
there  that  have  been  worn  forever,  and 
two  more  that  are  barely  worn  and  clear- 
ly not  their  taste  at  all.  When  you  ask, 
they  will  tell  you  that  their  wives  talked 
them  into  it,  or  some  salesman.  I  like  to 
tell  them  that  a  patterned  sport  jacket  is 
probably  the  most  personal  thing  they  will 
own,  so  to  be  very  careful  about  what 
they  choose.  I  also  mention  that  unless  a 
guy  is  in  excellent  shape,  a  well-cut  sport 
jacket  will  also  be  the  most  flattering 
piece  of  clothing  he  puts  on." 
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"I  think  men  are 
coking  to  formalize 
things  in  their  lives, 
as  well  as  in  their 
wardrobes.  But  I 
don't  see  that  as 
going  backward. 
I  think  it's  a 
newsten^^^A'ard,' 


BRUNO  MAGL 


Although  not  a  traditional  blazer, 
Baldessarini's  nappa  leather  two-button 
black  blazer  is  Wolff's  choice  for  its  versa- 
tility. "It  is  a  great  layering  piece  for  colder 
weather  and  it  can  be  worn  as  outerwear 
during  the  milder  temperatures,"  he  says. 
"Blacl<  IS  a  basic  color  that  goes  with  even/- 
thing,  and  the  leather  gives  the  blazer  a  spe- 
cial quality."  Elisabetta  Canali  recommends 
a  three-button  corduroy  sport  coat.  "It  is  a 
piece  that  can  go  from  the  city  to  the  coun- 
try with  ease,"  she  says. 

Since  the  sport  coat  is  still  with  us,  so 
should  a  few  knit  shirts,  turtlenecks  and 
other  "non-dress"  shirts  remain  part  of 
your  business  wardrobe.  "Suits  and  tai- 
lored sport  coats  can  absolutely  be  acces- 
sorized with  turtlenecks  and  long-sleeve 
polo  shirts,  as  long  as  they  are  in  luxuri- 
ous fabrics,"  says  Gallot. 

And  for  the  truly  fashion-forward  busi- 
nessman, "a  knit  or  sweater  that  is  fitted 
to  accentuate  the  form  can  take  the  place 
of  a  jacket,"  says  Giorgio  Armani. 

A  SOLID  DECISION 

However,  no  items  of  clothing  are  really 
making  more  of  a  comeback  this  season 
than  the  dress  shirt  and  necktie.  Given 
how  "out  of  fashion"  they  were  the  past 
couple  of  seasons,  men  will  be  stocking 
up  on  these  items  in  great  numbers  to 
ensure  they  have  the  right  balance  of 
classic  and  fashion-forward  furnishings. 
For  truly  classic  appeal,  men  should  alter- 
nate between  solid  white  and  solid  blue 
dress  shirts,  say  experts.  For  a  touch  of 
panache  augment  the  basics  with  a  hand- 
ful of  shirts  in  muted  colors,  such  as  beige, 
pale  green  or  gray,  along  with  not-too-bold 


stripes,  white  shirts  with  detailing,  and  [ 
haps  even  a  subtle  check  or  brighter  c( 
shirt  for  more  casual  occasions. 

"I  think  men  will  start  with  very  claj 
looks  in  furnishings,  the  blue  shirt  and 
white  shirt.  They  want  to  look  very  n( 
understatedly  elegant,"  says  Mora! 
"But  I  think  men  will  quickly  star! 
show  more  expression  in  furnishings 
venture  out  a  little  more  once  tl 
become  comfortable." 

"Younger  guys  who  never  had  to  we 
dress  shirt  are  rediscovering  them  and 
izing  they  can  also  be  a  fashion  item,"  s 
Wolfe.  "I  think  you  will  even  see  th 
wearing  dress  shirts  on  the  weekend. 

THE  STRONGEST  LINK 
One  area  that  all  the  fashion  gurus  agrei 
is  that  the  French  cuff  is  de  rigueur 
season,  especially  for  formal  events  and 
level  business  meetings.  "It  really  mak 
statement  and  sets  you  apart,"  says  Co 
And  with  French  cuffs  on  the  r 
sales  of  cufflinks  are  also  blossom 
"Cufflinks  are  one  of  the  few  accessc 
men  can  wear  to  give  them  true  stat 
as  well  as  a  way  of  really  showing  1 
individuality,"  says  men's  jewein/  dej 
er  Robert  Tateossian.  "When  you  chc 
a  red  Murano  glass  cufflink,  it  mak 
different  statement  than  if  you  pi 
sterling  silver  one  such  as  our  hinge 
With  cufflinks,  you  can  go  a  little  ci 
have  a  I'ttle  fun,  and  yet  still  be  discre 

THE  GOLD  STANDARD 
While  best  known  for  his  silver  cuffi 
many  inset  with  semiprecious  sto 
Tateossian  is  introducing  a  new  collei 


RIINO  M  Al,.LJ,: 


'People  should 
wear  clothes  that 
they  feel  comfortable 
in,  If  you're  not 
comfortable  in  a 
gray  pinstripe 
suit  or  a  pink  shirt, 
find  something 
else.  It's  the  same 
with  accessories, 
They  should 
make  you  feel 
comfortable." 

Robert  Tateossian 
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Armani  Collezioni 


this  fall  featuring  18-karat  gold  and  precious 
stones.  "Our  clients  have  shown  a  real 
demand  for  this  type  of  item,"  he  notes. 

Tateossian  is  not  alone  in  upping  the 
ante.  Tag  Heuer,  the  upscale  watch  com- 
pany known  for  its  stainless  steel,  sporty 
walches,  is  also  debuting  its  "Gold"  col- 
lection this  fall.  It's  not  for  the  faint  of 
heart  -  (■■  the  faint  of  wallet  -  with  prices 
rising  tt>  'early  $20,000  for  the  Monza 
Calibre  36,  -i  limited  edition  18-karat  rose 
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gold  chronograph  with  an  ultraprec 
movement.  "It's  perfect  for  the  m 
formal,  more  corporate  occasion,"  s 
brand  manager  Blair  Lawson.  "Gold  n 
sets  the  tone  in  terms  of  prestige." 
However,  Lawson  doesn't  think 
man  should  keep  that  watch  on  his  v 
24-7.  "It's  great  to  wear  with  a  suit  di 
the  day,  but  to  go  out  at  night,  you  m 
want  to  put  on  a  stainless  steel  watc 
one  with  a  crocodile  strap.  Men  h 
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'  always  remind 
my  customers  that 
I  can  match  their 
personality  and 
their  orotession  to 


A  banker  should 
dress  differently 
from  a  lawyer,  and 
a  senior  executive 
should  dress 
differently  from  a 
^--=-"-  ixecutive," 
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fewer  accessories  to  choose  from  than 
women,  and  watches  provide  men  with 
a  way  to  put  variety  into  their  daily 
wardrobe." 

THE  ART  OF  THE  MATTER 
For  true  variety,  however,  a  man  can 
always  turn  to  his  neckwear.  "We  have 
absolutely  seen  a  big  return  to  neckwear; 
the  tie  is  back,"  says  Jean  Marc  Gallot, 
president  of  Salvatore  Ferragamo,  which 
is  known  for  its  wonderful  variety  of 
prints.  "Blue,  red,  yellow  and  black  con- 
tinue to  perform  best  for  us,  but  I  think 
appropriate  fall  shades,  such  as  green, 
orange  and  teal,  are  also  important  and 
add  excitement  to  the  wardrobe." 

"Neckwear  is  really  art.  It's  the  one  thing 
a  man  can  wear  to  show  off  his  taste, " 
says  Cifonelli's  Wasserman.  "For  us, 
stnpes  are  very  strong,  as  well  as  historic 
patterns  that  come  from  our  archives. 
Men  are  much  more  comfortable  wearing 
pattem-on-pattern  than  ever  before." 

"We  are  also  seeing  a  return  to  the  clas- 
sic patterns,"  says  Bailey.  "Prints  are  get- 
ting incredibly  strong  play  now,  and  stripes 
are  also  having  a  rebound,  whether  it's 
two  different  colors  or  one  color  mixed 
with  a  coordinating  satin  stripe." 

"Striped  ties  are  our  number  one  fashion 
trend,"  says  Green.  "We  are  also  seeing 
men  choose  more  serious  colors  than 
before:  navy,  red  and  especially  burgundy." 

Yes,  even  ties  can  be  serious  business. 
Boss's  Wolff  recommends  a  wardrobe 
made  up  of  16  ties:  four  in  solids  and  12 
ifi  sti ipc-  r  patterns,  which  go  well  with 
■ne  strip  z.:!  and  checked  shirts  the  com- 
pany alS'.      vors 


BEST  FOOT  FORWARD 
What  you  wear  on  your  feet  is  just 
important  as  what  you  wear  above  the 
Shoes  often  make  the  right  (or  wrong)  fi 
impression  -  so  above  all,  make  sure  th 
are  properly  shined.  Says  Allen  Edmoni 
John  Stollenwerk:  "Men  notice  the  she 
other  men  wear.  When  I'm  on  a  plane  i 
put  my  feet  almost  in  the  aisle  (I'm  o' 
six  feet  tall),  passengers  in  the  next  s* 
or  across  the  aisle  ask  me  about  my  she 
(I'm  also  a  salesman).  They  wouldn't  Ic 
if  the  shoes  were  not  polished.  No  c 
has  a  good  opinion  of  unshined  shoes. 

The  next  most  important  criterion  is  i 
ther  style  nor  color,  but  fit.  "A  man  does 
necessarily  comment  at  the  end  of  the  i 
when  he  takes  off  his  shoes,  'I  felt  gc 
today,'  but  you  can  be  sure  he  will  mak 
remark  if  his  feet  hurt,"  says  Bruno  Mac 
Joseph  Molinaro.  For  that  reason,  mor( 
his  customers  are  considenng  the  expei 
of  custom-designed  shoes  from  the  cc 
pany's  Platinum  Collection.  "We  are  see 
real  growth  in  this  area." 

Fit  means  fitting  well  as  soon  as  you 
them  on,  adds  Stollenwerk.  "A  sf 
should  feel  good  as  soon  as  you  tn/  it 
Don't  be  fooled  by  the  salesman's  tacti' 
saying  shoes  will  fit  better  with  wear.  T 
won't.  If  they  aren't  comfortable  from 
moment  you  slip  into  them,  you've  triec 
the  wrong  size  or  the  wrong  shoe." 

Even  with  the  return  to  dressing 
expect  to  see  a  lot  of  rubber  and  high-t 
materials  on  the  bottoms  of  your  fi 
"One  reason  men's  shoes  feel  more  o 
fortable  today  is  that  more  and  m 
companies  are  using  composite  sok 
says  Stollenwerk.  "I  particularly  like 
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'Shoes  should  fee 
good  as  soon  as 
you  try  them  on, 
If  they  aren't 
comfortable  from 
the  moment  you 
slip  into  them, 
you've  tried  on 
the  wronq  size 
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Corneliani 


rubber  sole  we  source  from  France  and  use 
on  our  Dress  Casual  collection  of  suit  and 
sport  coat  footwear  The  shoes  have  a  firm 
grip  on  sidewalks  when  it  rains  and  storms, 
vet  give  the  appearance  of  fine  leather- 
soled  footwear.  They're  a  real  plus  for  com- 
'"^uters  and  businessmen  on  the  go." 

"The  casual  revolution  really  made  us 
aware  of  our  desire  for  comfort, "  adds 
Molinaic    '  it's  not  like  rubber  soles  were 


Available  at  Saks  Fifth  Aver 

all  that  necessary  for  good  health  - 
bodies  were  designed  for  shock  - 
they  are  definitely  more  comfortable 

BUCKING  THE  TREND 
The  tops  of  our  shoes,  however,  wi 
harkening  back  to  another  era:  cap  t 
wing  tips  and  other  lace-ups  are 
footwear  of  choice  for  today's  well-dre: 
man,  "A  basic  cap  toe  or  wing  tip  is  a  r 
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OVAL   OKKICE 


;  Edmonds 

For  All    Walks  of  Life" 


Styles  from  business  to  casual,  sizes  5-18  and  widths  AAAA-EEE.  Truly  the 
widest  selection  available.  And  with  our  Recrafting '  process  they'll  be  ready 
for  a  second  term.  For  a  catalog  and  nearest  dealer,  call  1-800-235-2348. 

Made  in  USA  Shars /mm  top  to  bottom:  Hoisted.  HHIcrest.  Hyron  alletiedmonds.COm 


m: 


%^.s 


L 


&v 


'With  Saks  Signature, 
we're  going  after  the 
customer  who  is 
more  comfortable 


the  customer  who 
is  a  little  more 
Dudget-conscious, 
but  who  still 
wants  something 
:.aQecial  in  fit  or  look  " 
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When  it  comes  to  color,  just  remeri 


Left:  Canali;  Right:  Ermenegildo  Zegna 
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it's  okay  to  think  outside  the  black. 


for  any  suit  ensemble,"  says  Ferragamo's 
Gallot.  "But  a  slip-on  shoe  like  a  Venetian' 
loafer  can  provide  a  great  feel  to  a  blazer, 
and  I  .think  footwear  in  a  rich  buckskin  or 
cashmere  suede  is  a  very  elegant  look." 

And  when  it  comes  to  color,  just  remem- 
ber: It's  okay  to  think  outside  the  black. 
"Men's  shoes  do  not  have  to  be  black," 


says  Stollenwerk.  "Or  brown.  There  is  a 
resurgence  of  what  I  call  the  luggage  tans 
and  the  chestnuts.  We  successfully  intro- 
duced 'Chili,'  a  brown  calfskin  with  a  hint 
of  a  hot  spice,  and  added  a  touch  of  red  to 
our  black  palette.  We  call  the  calfskin  color 
'Merlot.'  Dressing  successfully  today  is 
dressing  with  eclectic  style  and  with  the 
introduction  of  more  color.  Men  like  it." 

"Black  will  always  be  business  basic, 
but  chocolate  can  be  an  excellent  com- 
plement to  gray  or  navy,"  says  Gallot. 
"Bordeaux  and  paprika  are  timeless 
colors,  as  is  auburn." 

Once  again,  the  younger  consumer 
may  have  more  options.  Gallot  sees  noth- 
ing wrong  if  they  choose  a  more  squared- 
toe  shoe.  And  for  casual  days,  an  "ath- 
leisure"  shoe,  merging  the  virtues  of 
athletic  footwear  and  dress  shoes,  is  just 
fine,  says  David  Wolfe. 

TOPPING  IT  OFF 

Last,  but  in  some  ways  first,  in  this  new 
wardrobe  is  the  proper  coat.  "Your  coat 
is  your  first  presentation  to  the  world," 
says  Spano. 

Just  as  the  all-season  suit  is  no  longer  in 
vogue,  neither  is  the  all-season  coat.  Says 
Hickey-Freeman's  Morales:  "The  trend  for 
more  seasonable  wardrobing  definitely 
extends  to  coats.  And  I  think  once  again, 
men  want  to  return  to  that  elegant  stance 
of  having  a  real  topcoat  or  overcoat,  rather 
than  an  in-between  commuter  coat." 

"The  year-round  raincoat  just  doesn't 
cut  It  anymore,"  says  Cohen,  adding  that 
a  knee-length  wool  outer  piece  can  be  a 
good  choice,  as  opposed  to  the  tradition- 
al overcoat. 
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'Coordination  of  a 
man's  wardrobe  is 
very  important, 
That's  why 
in  this  collection, 
everything  works 
with  everythina. 
It's  foolproof.' 
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"Leather  is  huge  for  fall.  It's  a  wonderful 
category,"  says  Wasserman.  "I  love  coats 
that  can  go  over  suits  or  sport  coats  during 
the  weel<,  but  then  lool<  great  over  a  T-shirt 
and  jeans  on  the  weekend. 

"I  favor  a  three-quarter-length  leather 
coat,"  says  Gallot.  "It  can  be  worn  over  a 
suit,  it  travels  well,  and  it  looks  wonder- 
ful with  casual  attire  as  well." 

"We  are  seeing  a  certain  interest  in 
leather  jackets  -  those  that  are  clean-lined 
as  opposed  to  the  sportier  or  more  safari 
type,"  says  Molinaro.  "There's  also  a  lot  of 
interest  in  buttons,  as  opposed  to  zippers, 
which  give  the  coats  a  dressier  edge." 

Other  experts  prefer  nnore  traditional 
fabric  than  leather.  Spano's  number  one 
choice  would  be  a  gray  herringbone 
Chesterfield,  followed  by  a  navy  blue 
cashmere  overcoat  and  a  camel  hair  over- 
coat. As  for  length,  he  thinks  the  coat 
should  fall  just  above  mid-calf. 

"I  think  an  overcoat  should  be  function- 
al, rather  than  just  for  show, "  says  Zegna's 
Green.  "I  recommend  either  a  shorter- 
length  overcoat,  which  can  also  be  used  for 
weekend  wear,  or  a  reversible  cloth  coat, 
maybe  in  cashmere,  with  a  waterproof 
fabric  on  the  other  side." 

Now  you  know  the  bottom  line:  Your 
wardrobe  needs  updating.  But  don't  get  over- 
whelmed; help  IS  there  if  you  need  it  from 
stores,  manufacturers  and  other  experts. 

"I  believe  our  role  is  to  assist,  to  edu- 

•cate  and  to  interpret,"  says  Saks'  Christina 

Johnson.  "Our  job  is  not  just  to  give  you 

hoices,   but   to   make   the   choosing 

easier  ■ 

"As  1  ■  ',  we  are  seeking  solutions  to 
lur  life-r  'e  needs  when  it  comes  to 
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apparel,"  adds  Simpson.  "And  above | 
we  are  seeking  balance." 

For  Saks  Fifth  Avenue  Store  locatici 
please  see  page  42. 

Brian  Scott  Upton  has  more  thanl 
years  of  experience  as  a  top-level  nml 
zine  editor  and  writer,  specializini\ 
celebrity  profiles,  performing  arts,  fast 
and  cuisine.  The  former  managing  ec 
of  DN R,  Fairchild  Publications '  prer  j 
fashion  magazine  for  men,  Brian 
contributed  to  such  esteemed pub\ 
tions  as  The  New  York  Times  Maga2| 
W,  The  New  York  Observer,  New 
Post  and  Encore. 
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"Luxury,  quality  and 
style  are  the  key 
components  to  the 
well-dressed  man. 
t  is  the  special 
touches  that  define 
the  look,  Whether  it 
is  the  perfect  pair  of 
shoes,  an  elegant 
silk  tie,  a  unique 
fcase  or  the 
■""  fa. leather 
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Saks  Fifth  Avenue  Store  Locations 
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ALABAMA 

Birmingham  (205)  298-8550 

ARIZONA 

Phoenix  (602)  955-8000 

CALIFORNIA 

Beverly  Hills  (310)  275-4211 
Carmel-by-the-Sea  (831)  624-6300 
Fashion  Valley  (619)  260-0030 
La  Jolla(858)  551-6100 
Mission  Viejo  (949)  347-5100 
Palm  Desert  (760)  837-2900 
Pasadena  (626)  396-7100 
Pales  Verdes  (310)  265-2600 
Santa  Barbara  (805)  884-9997 
San  Francisco  (415)  986-4300 
South  Coast  Plaza  (714)  540-3233 

COLORADO 

Denver  (303)  393-6333 

CONNECTICUT 
Greenwich  (203)  862-5300 
Stamford  (203)323-3100 

FLORIDA 

Bal  Harbour  (305)  865-1100 

Boca  Raton  (561)393-9100 

Dadeland  (305)  662-8655 

Fort  Lauderdale  (954)  563-7600 

Fort  Myers  (239)  489-0980 

Naples  (941)  592-5900 

Orlando  (407)  812-4500 

Palm  Beach  (561)  833-2551 

Palm  Beach  Gardens  (561)  694-9009 

Sarasota  (941)364-5300 

Tampa  (813)371-5100 

GEORGIA 

Atlanta  (404)  261-7234 

ILLINOIS 

Chicago  (312)  944-6500 
Highland  Park  (847)  681-5100 
'Oakbrook  (630)  574-7000 
Old  Orchard  (847)  676-3450 

OUISIANA 
New  Orleans  (504)  524-2200 

iV:^,R^^       \1D 

Chevy(:i;se  (301)  657-9000 


MASSACHUSETTS 
Boston  (617)262-8500 

MICHIGAN 

Troy  (248)  643-9000 

MINNESOTA 

Minneapolis  (612)  333-7200 

MISSOURI 

Kansas  City  (816)931-6000 

St.  Louis  (314)  567-9200 

NEVADA 

Las  Vegas  (702)  733-8300 

NEW  JERSEY 

Riverside  Square  (201)  646-1800 
Short  Hills  (973)  376-7000 

NEW  YORK 

New  York  (212)  753-4000 
Garden  City  (516)  248-9000 
Southampton  (631)  283-3500 
Walt  Whitman  Mall  (631 )  350-1 1 00 

OHIO 

Beachwood  (216)  292-5500 
Cincinnati  (513)  421-6800 
Columbus  (614)  430-3500 

OKLAHOMA 

Tulsa  (918)744-0200 

OREGON 

Portland  (503)  226-3200 

PENNSYLVANIA 

Bala  Cynwyd  (610)  667-1550 

Pittsburgh  (412)263-4800 

SOUTH  CAROLINA 
Charleston  (843)  853-9888 
Hilton  Head  (843)  341-2088 

TEXAS 

Austin  (512)  231-3700 

Dallas  (972)  458-7000 

Fort  Worth  (817)  590-3500 

Houston  Galleria  (713)  627-0500 

San  Antonio  (210)  341-41 11 

VIRGINIA 

Tysons  Galleria  (703)  761-0700 

For  more  information,  please  call 
1-800-347-9177,  7  a.m.  to  midnight  I 
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loophole  in  New  York  ethics  laws  allows  New 
York  City's  five  borough  prosecutors  to  avoid 
making  the  financial  disclosures  required  of 
other  elected  officials.       — William  P.  Barrett 

Here's  That  Spelling:  M-U-D 

The  American  Hotel  &  Lodging  Association  is 
barred  from  holding  a  yearly  hotel  owner/ 
money  manager  seminar  under  the  name  "Meet 
the  Money."  The  trade  group  just  lost  a  trade- 
mark infringement  suit  brought  by  Jeffer,  Man- 
gels, Butler  &  Marmaro,  a  Los  Angeles  law  firm 
with  a  big  hotel  practice  that  had  been  using  the 
moniker  for  its  own  mixer.  Now  there's  no  love 
lost  between  the  trade  group  and  Jeffer  Man- 
gels. "So  what  if  they're  unhappy?  I  just  hope 
they  spell  my  name  right,"  blusters  name  law 
partner  James  Butler  Jr.        — RiShawn  Biddle 

Extreme  Deductions 

DC  Shoes  Co.,  the  hot  Vista,  Calif  maker  of  skateboard  footwear, 
netted  $4.4  million  in  1998  but  reported  only  $1.6  million,  the 
Internal  Revenue  Service  alleges.  In  seeking  $1.1  million  in  taxes 
and  penalties,  the  feds  cite  a  long  list  of  aUeged  sins,  including 
omitted  proceeds  from  asset  sales,  undocumented  entertain- 
ment expenses  and  dividends  deducted  as  expenses.  The  firm  is 
disputing  all  in  U.S.  Tax  Court.  — Janet  Novack 

Clients  Win— But  Only  After  They  Lose 

Class-action  lawyers  suing  John  Hancock  have  reached  a  tenta- 
tive nationwide  settlement  in  which  1.5  million  policyholders 
will  get  money — if  they  die  fast.  The  lawsuit,  in  a  Santa  Fe,  N.M. 
state  court,  claimed  the  insurer  hid  the  14.6%  annual  interest 
rate  charged  when  life  insurance  customers  financed  the  yearly 
premiums.  Under  the  proposed  deal,  valued  at  $30  million,  each 
class  member  who  croaks  within  a  year — or  nine  months,  if  age 
60  or  higher — would  get  an  extra  $800  to  $1,400  in  death  bene- 
fits. The  three  plaintiff  law  firms,  however,  would  get  cash  fees  of 
up  to  $9  million,  dead  or  alive.  — W.P.B. 


II  1=4 1 1  ■.■J  •■  1 1 IH  l^Mkt  1 1 1  K^iiJ  1 1  Lis  lAi  E»iiJ  I K1 1 1 1 1  III  VM  ii  ^J  n  H 1 1  ■  ^AVA'i 

Since  fired  Tyco  International  general  counsel  Mark  Belnick  was  charged  with  falsifying  records  to  hide  a  $14  million  loan  to 
himself,  legal  scholars  are  debating  whether  a  big  stake  might  inhibit  firm  lawyers  from  blowing  the  whistle  on  bosses.  Belnick's  peak 
holding  was  at  least  $25  million.  Here's  a  list  of  other  heavy  corporate  lawyers— none  accused  of  wrongdoing.     —Matthew  Swibel 

GENERAL  COUNSEL/COMPANY  SHARES'  VALUE  (SMIL)    GENERAL  COUNSEL/COMPANY  SHARES'  VALUE  (SMIL) 

Julian  Soshnick/ Analogic 
1  Gregory  K.  Palm/Goldman  Sachs  Group 

a  E.  Stecher/Goldman  Sachs  G  i  (  u 
I  Joseph  R.  Gladden/Coca-Cola 

T'  tricia  Nachtigal/Ingersoll  Rand 


fs  Ail  in  How  You  Look 

1  1999  Forbes  400  member  Ronald  S.  Lauder  bought  full-page 
ds  in  U.S.  newspapers  urging  business  to  "think  twice"  about 
nesting  in  the  Czech  Republic,  where  practices  "fall  woefully 
lort  of  international  standards."  This  came  after  a  local  partner 
in  away  with  a  profitable  TV  franchise,  knocking  90%  off  the 
ock  of  Lauder's  Central  European  Media  Enterprises.  But  now 
stee  Lauder,  the  cosmetics  firm,  of  which  Lauder,  58,  owns  35% 
nd  is  a  director,  is  starting  its  second  store  in  capital  city  Prague. 
ays  a  flack,  "We  thought  that  customers  would  hate  us  because 
f  the  campaign,  but  they  keep  coming."  — Tomas  Kellner 

Jnlike  the  Disclosure  Rules  for  Tyco 

ongtime  Manhattan  District  Attorney  Robert  M.  Morgenthau 
.  scion  of  an  Old  Money  family.  (His  grandfather  made  a  fer- 
ine in  New  York  real  estate;  his  philanthropist  dad  was  FDR's 
reasury  secretary  and  a  fellow  Dutchess  County,  N.Y. 
mdpwner.)  Morgenthau,  83,  who  eagerly  pursues  white-collar 
rime,  now  has  charged  various  ex-Tyco  International  officials 
'ith  fraud.  So  where  does  he  invest  his  own  bucks?  Sorry  A 


imnsEiTiniESii 


4,462,290 

$177.0 

1 .430,000. 

96.0 

646,326 

43.4 

614,842 
715,424 

29.3 
24.6 

F.  Samuel  I  berts  lll/Stepan  Co. 

936,925 

$24.3 

Owen  O.  Gleason/CH  Robinson  Worldwide 

811,388 

21.9 

David  Goldberg/Public  Storage 

651,214 

20.8 

Sherman  L  Goldberg/Bank  One 

403,109 

14.8 

Raymond  I.  Skilling/Aon  Corp. 

687,012 

14.3 

I 


^ludes  direct  and  indirect  holdings.  Sources:  Thomson  Financial;  Securities  &  Exchange  Commission  fdings. 
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Stranger 

Some  blockbuster  authors  are    ^^^ 
so  busy  getting  rich  they  have  to 

hire  people  to  help  write  their  books.  I  by  tomas  kellner 

Than  Fiction 


For  bestselling  author  James  Patterson,  writing 

books  is  a  cratt,  like  making  automobiles,  "l^look  at  it  the 
way  Henry  Ford  would  look  at  it,"  he  says.  "I  have  a  feel- 
ing for  what  kind  of  car  people  want."  His  readers  can 
have  any  kind  of  novel  they  want — and  not  just  in  black: 
grisly  murder,  spectacular  fantasy,  weepy  romance,  even  a 
historical  tale  set  in  the  Crusades.  Detective  Alex  Cross  of 
the  mystery  series  by  that  name  is  an  African-American 
widower  in  Washington,  D.C.  The  protagonists  of  his 
Women's  Murder  Club  series,  a  gory  take  on  Sex  and  the 
City,  are  four  females  from  the  Bay  Area. 

Directly  and  indirectly,  Patterson's  factory  generates 
hundreds  of  millions  a  year  in  book  sales  and  film  tickets. 
\   His  piece  of  the  revenue  is  $50  million.  You  need  that  kind 
if  money  to  grease  the  machinery  that  churns  out  three 
bestsellers  a  year  and  keeps  as  many  as  seven 
books  and  tliree  movie  scripts  in  production  at 
the  same  time.  "This  is  commercial  fiction,"  says 
Patterson,  55.  "It's  not  Dostoyevsky." 

Nor  is  it  Stephen  King,  John  Grisham  or 
J.K.  Rowling.  These  bestselling  authors  gener- 
ally stick  to  one  genre — horror,  legal  thriller, 
Hogwarts  Hall  fantasy — and  rarely  produce 


more  than  one  novel  a  year.  Like  Patterson,  they  get  big 
advances  and  movie  rights  and,  in  the  case  of  Harry  Pot- 
ter, some  tidy  licensing  fees  for  toys. 

But  Patterson,  and  others  like  him,  are  in  a  different 
class  of  mass  marketers.  Since  the  1993  publication  oi  Along 
Came  a  Spider,  which  kicked  off  the  Cross  series,  he's  had 
14  bestsellers.  Four  have  become  either  box-ofSce  or  made- 
for-TV  movies.  Patterson  oversees,  stars  in  and  sometimes 
pays  for  TV  ads.  His  publisher.  Little,  Brown,  budgeted 
more  than  $1  million  to  promote  his  books  this  year. 

He  doesn't  wait  for  a  book  to  come  out  before  testing 
the  market.  Patterson  reworked  the  ending  of  Pop  Goes 
the  Weasel  (1999)  after  a  dozen  booksellers,  which  re- 
ceived advance  copies,  complained  that  he  had  left  a  hero- 
ine in  peril.  (A  kidnapped  woman  who  was  presumed 
dead  is  found  alive — with  a  baby  fathered  by  Cross.)  He 
has  polled  participants  in  online  chat  rooms  about 
whether  Alex  Cross  should  remarry. 

Others  are  cashing  in  on  the  hyperbranding  of  their 
names.  Janet  Evanovich,  who  pulls  in  an  estimated  $4 
million  for  each  installment  in  her  Stephanie  Plum  mys- 
teries, eight  books  so  far,  is  branching  out  into  romance 
and  nonfiction.  She  reportedly  has  plans  with  a  media 
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Thf!  Business  of  Bestsellers- 


What's  in  a  Name? 


?  Big  Bucks 


Dante 
Alighieri 

1265-1321 
$0 

The  poet  earned  not  a  florin  for  the 
Divine  Comedy,  but  lived  off  his 
family's  land  and,  after  siding  with 
the  wrong  faction  and  being  exiled 
from  Florence,  at  the  mercy  of  his 
patrons. 


William 
Shakespeare 

1564-1616 

£500 

London  productions  of  his  plays 
gave  the  Bard  enough  dough  to  buy 
a  £120  house  (five  times  the  cost  of 
an  average  family  home)  in 
Stratford-upon-Avon  and  107  acres 
of  land  for  £320. 


Charles 
Dickens 

1812-70 
$20  million 

The  Pickwicl<  Papers  (1836)  earned 
him  a  paltry  £14  per  monthly 
installment.  But  by  the  time  of  his 
U.S.  tour  in  1868,  his  readings  pulled 
in  the  equivalent  of  $2.2  million  in 
today's  dollars. 


George 
Eliot 

1819-80 
$2.7  million 

Maybe  anonymity  wasn't  so  bad. 
Mary  Ann  Evans  negotiated  a 
record  advance— £10,000— for 
Romola  (1862),  later  reduced  to 
£7,000.  And  this  was  a  full  decad 
before  Middlemarch. 

Above  figures  are  estimated  lifetime  earnir^ 


firm  for  a  series  about  bond  bailsmen. 

Adventure  writer  Clive  Cussler  has  be- 
come the  literary  equivalent  of  a  theme 
park.  He  has  120  million  copies  of  his 
books  in  print  and  an  estimated  $10  mil- 
lion (per  picture)  deal  with  Philip  An- 
schutz's  Crusader  Entertainment  to  bring 
two  books  from  his  shipwreck-hunter 
Dirk  Pitt  series  to  the  big  screen.  He's  also 
head  of  the  National  Underwater  &  Ma- 
rine Agency,  a  nonprofit  foundation  that 
searches  for  sunken  vessels.  The  profit 
comes  from  an  affiliated  line  of  paperback 
ihrillcrs  about  undersea  discovery,  called 
NLMA  Files.  Need  a  souvenir?  You  can  pick 
lip  ci  $  1,049  Clive  Cussler  diving  watch 
made  by  the  Swiss  Doxa  S.A. 

Ibni  (Clancy's  $45  million,  two-book 
deal  from  Penguin  Putnam  for  his  Jack 
Ryan  novels  is  o,  ily  part  of  his  multimedia 
empire.  He  also  ot^er.-;  tli  :;•'•  lines  of  mili- 
tary-themed  videogaui.  .  ;uid  p.tperbacks 
including  Tom  Clancy  :-.  Net  Force  and 
Op-Center.  "If  Tom  c;ianc\  didn't  write 
any  Op-Centers,  he  Wi>uld  I  %0  niiMion 
less  rich,"  says  Robert  Gottliel  i'  j  Trident 
Media  Group  chairman  who  L. inched 
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Clancy's  career  and  represented  the  writer 
for  a  decade. 

Publishers  have  become  addicted  to 
megabrand  names.  Retail  spending  for 
books  other  than  textbooks  and  mass- 
market  paperbacks  fell  for  the  second 
consecutive  year  in  2001,  down  2.3%  to 
$10.6  billion.  But  there's  room  at  the  top. 
During  a  recent  week  the  top  100  titles 
accounted  for  1 1%  of  the  book  sales  in  a 
survey  by  Nielsen  BookScan,  flat  from 
last  year.  "There's  a  degree  of  pre- 
dictability with  brand-name  publish- 
ing," says  Peter  Lampack,  Clive  Cussler's 
agent.  "Publishers  are  banking  on  this. 
Everything  else  is  highly  speculative." 

Patterson  is  the  very  model  of  pre- 
dictability. A  former  advertising  execu- 
tive, he  started  as  a  copywriter  in  1971  at 
the  North  American  operations  of  J.  Wal- 
ter Thompson.  By  1990  he  was  running 
the  division.  Along  the  way  he  dabbled  in 
fiction.  His  debut.  The  Thotnas  Berrymaii 
Sumber,  won  the  Edt;ar  Award  for  best 
first  mystery  novel  but  sold  only  10,000 
copies  when  it  first  appeared.  At  the  ad 
agency  he  found  new  ways  to  spread 


clients'  names  around  the  globe,  launc 
ing  Thompson  Total  Branding,  explo 
ing  all  media.  Then — epiphany.  "I  a 
tainly  was  aware  that  I  made  other  peoj 
a  lot  of  money,"  recalls  Patterson,  wi 
quit  Thompson  in  1996.  "Why  should: 
I  do  it  for  myself?" 

And  by  any  means  possible,  it  seer 
Patterson — arguably  the  author  of  t 
megabrand  phenomenon — is  not  the  si 
author  of  his  books. 

The  first  time  he  publicly  shared  a  I 
line  was  in  1996  for  a  Christmas  fable  w 
a  golf  twist.  Miracle  on  the  1 7th  Green.  I 
collaborator:  Peter  de  Jonge,  a  freelai 
journalist  whose  name  also  appeared 
Patterson's  biggest  hit,  last  summer's  j 
Beach  House,  a  murder  mystery  set  in 
Hamptons,  which  has  sold  more  thai  i 
million  copies  in  hardback.  This  year  f 
typeface  roughly  one-sixth  the  size  of  F 
terson's  name,  "Andrew  Gross"  appe  i 
on  the  cover  of  2nd  Chance,  the  numb  f 
two  volume  in  the  Women's  Murder  C 
series.  Who  is  Gross?  "A  writer  who  li 
in  New  York,"  says  a  laconic  release  fr 
publisher  Little,  Brown.  "He  doesn't  re 


"or  a  few  contemporary  megawriters,  anyway.  Their  annual  estimated  earnings  far  surpass  the  lifetime  incomes  of 
jven  the  wealthiest  19th-century  authors,  who  achieved  then-unheard-of  fame  and  fortune  through  serialization. 


fussier 

3. 1931 

>20  million 

>o  possessive  is  Cussler  of  his 
narine  adventure  hero  that  he  has 
rademarked  the  name  Dirk  Pitt. 
You  can  see  why:  The  Pittster  has 
^iven  him  21  bestselling  books 
iince  1973. 


j.K. 
Rowling 

b.  1965 

$40  million 

While  the  world  waits  for  a  fifth 
Harry  Potter  tome,  worldwide  box- 
office  sales  of  the  movie  have 
climbed  above  $1  billion.  Rowling 
has  even  spawned  a  rogue  Chinese 
imitator. 


Stephen 
King 

b.  1947 

$50  million 

Even  if  From  a  Buick  8  is  his  last 
book,  King  isn't  retiring.  Movies 
are  in  the  works  for  Bag  of  Bones 
and  Dreamcatcher,  ABC  is 
launching  Kingdom  Hospital,  a 
King-inspired  miniseries. 


James 
Patterson 

b.  1947 

$50  million 

"Some  publishers  have  been 
hamstrung  by  very  Mickey  Mouse 
views  of  what  a  brand  Is,"  says  the 
father  of  the  megabrand.  "I'm  a 
content  guy.  You  want  content? 
Here,  I'll  give  it  to  you." 


loufces:  The  Shakespeare  Birthplace  Trust;  The  Dickens  Project:  Fred  Kaplan:  Dickens:  A  Biography.  Frederick  Karl:  George  Eliot:  A  Voice  of  a  Century.  Robert  Hollander:  Danfe:  A  Life  in  Works. 


;xist,"  laughs  Patterson.  "Like  Simone," 
■eferring  to  the  computer-generated  char- 
icter  in  the  new  Al  Pacino  movie. 

How  many  of  his  23  books  had  hand- 
Tiaidens?  Ask  people  in  the  publishing 
jusiness  and  they  say,  plenty.  Patterson 
doesn't  like  discussing  the  subject.  Pressed 
)n  whether  he  has  used  writers  in  the  past 
ivithout  disclosing  their  names,  he  offers 
)nly  a  mild  rebuttal.  "I'm  trying  to  think 
f  there  was  anybody  else  [besides  Gross 
mdDe  Jongel,"  he  says.  "Nah,  for  the  mo- 
Tfient  that's  it."  Nor  does  he  seem  eager  to 
:alk  about  acknowledgments  inside  other 
30oks,  such  as  his  2000  paperback  Cradle 
md  All  in  which  he  thanks  Maxine  Paetro, 
i  New  York  writer  and  author  of  How  To 
Put  Your  Book  Together  and  Get  a  Job  in 
\dvertising,  for  helping  him  "remodel  and 
■estore"  the  story.  As  for  assistance  on 
ither  books?  "Let  him  tell  you — I'd  feel 
Tiore  comfortable,"  says  Paetro. 

"The  crux  is,  when  I  receive  a  manu- 
icript,  it's  delivered  to  me  by  James  Pat- 
:erson,"  says  Michael  Pietsch,  his  publisher 
it  Little,  Brown.  "And  whatever  the  byline 
s,  the  quality  is  the  same." 


Patterson  is  by  no  means  the  first  au- 
thor to  use  ghostwriters  (see  box).  Fantasy 
books  "by"  V.C.  Andrews  keep  coming 
out,  even  though  she's  been  dead  for  16 
years.  The  same  is  true  for  the  late 
Lawrence  Sanders,  known  for  his  frothy 
crime  stories;  his  Archy  McNally  series 
marches  on  posthumously.  Robert  Lud- 
lum,  who  died  last  year,  continues  to 
churn  out  new  work:  The  Janson  Direc- 
tive appeared  in  mid-October.  Even  live 
authors  take  on  ghostly  scribes:  Clancy's 
Net  Force  and  Op-Center  books  are  writ- 
ten by  writers  identified  usually  on  an  in- 
side page;  Janet  Evanovich's  romance  se- 
ries of  Christmas  novels  and  a  line  called 
FuU  House  are  co-written;  and  Clive  Cus- 
sler's  NUM.'^  Files  are  penned  with  Paul 
Kemprecos. 

Hey,  who  cares — as  long  as  "authors" 
are  delivering  the  goods  to  readers?  A  few 
cranks  take  it  personally.  Adam  Rice,  a  fiiU- 
time  investor  from  Brooklyn,  N.Y.,  sued 
Penguin  Putnam  last  year  after  discovering 
that  William  I.  Caunitz  wasn't  the  sole  au- 
thor of  cop  potboiler  Chains  of  Command 
(right  there  on  the  copyright  page  the 


book  also  names  Christopher  Newman, 
who  picked  up  Caunitz's  half-written 
manuscript  and  finished  it  after  Caunitz 
died  in  1996),  claiming  the  publisher  de- 
frauded him  by  running  a  "classic  bait- 
and-switch  scheme."  A  New  York  State  ap- 
peals court  threw  out  the  suit. 

Lawrence  Sanders'  heirs  didn't  make 
out  as  weU.  In  2000  Penguin  and  Simon  & 
Schuster  settled  similar  fraud  charges  over 
McNally's  Dilemma  before  the  case  came 
to  trial,  agreeing  to  pay  legal  fees  and 
refund  readers  for  the  book.  When 
McNally's  Alibi  came  out  in  July,  ghost- 
writer Vincent  Lardo  shared  a  tiny  byline 
with  Sanders. 

Literary  agents,  unsurprisingly,  don't 
see  a  problem.  "If  you're  stuck  thinking  of 
authors  as  'writers,'  you're  never  going  to 
[understand  branding],"  says  Gottlieb, 
some  of  whose  clients  work  with  up  to  sbc 
people,  including  writers,  book  packagers 
and  a  business  manager.  "Think  of  ER  as 
the  model,"  he  says  of  the  NBC  soap  opera. 
"Michael  Crichton  creates  the  characters, 
sets  the  tone  and  sits  in  on  meetings  with 
the  writers  and  the  directors,  but  he 


FORBES 


October  28,  2002 


113 


The  Businass  of  Rfistsfillers 

doesn't  write  every  episode.  Remember: 
TV  is  a  format,  film  is  a  format  and  books 
are  a  format.  Unless  you're  talking  to  Far- 
rar  Straus  &  Giroux;  then  it  becomes  a  lit- 
erary experience." 

Roger  Straus,  cofounder  of  FSG,  does 
not  disagree.  "A  lot  of  my  colleagues,  I 
must  say,  are  so  interested  in  the  bottom 


line  that  the  book  could  be  written  by  an 
orangutan,"  he  says.  One  of  his  bestselling 
authors,  Jonathan  Franzen,  wrote  his  2001 
critically  acclaimed  novel.  The  Corrections, 
locked  up  in  a  small  studio  in  Harlem, 
wearing  ear  muffs  and  a  blindfold  to  st§y 
focused.  He  sold  900,000  hardcover  copies. 
Can  he  repeat  that?  His  new  book.  How  to 


Be  Alone:  Essays,  is  doing  poorly. 

Clearly,  the  future  of  publishing  lie 
more  with  the  Jim  Pattersons  than  wit 
the  next  Alexander  Pushkins.  "I  want  th 
reader  to  pick  up  the  book  and  say 
couldn't  put  it  down,"  Patterson  say 
"And  if  I  can  do  that  with  a  co-writer  an 
it's  fun,  then  I'll  keep  doing  it."  I 


A  VaUey  Girl 


Grows  Up 


Francfif^e  ^asca!  has  netted  an  estimated  $(5  million  from  Sweet 

Valie)  ■  ■■:  !  400-book  series  set  in  a  fictional  California  sub- 
urb and  .:!ir'.  ;  at  voiuig  adolescents — without  putting  pen  to 
paper,  much  less  finger  to  keyboard.  Althouj^h  she  has  written 
six  novels  wiii.<,-  Ip,  the  grur.t  woric  for  the  series  is 

done  by  sue  ghi),st\s .  'ioy.  a  New'  :o  k-based  teen-mar- 

keting firm.  Relying  un  a,  xten-sive  30  ;>•:;>:  "bible"  in  which 
Pascal  details  the  characici-,  ;ip..1  locations  i  :  the  series,  they 
have  produced  up  to  five  books  a  month,  earning  ar  estimated 
$5,000  per  volume,  about  onc-tcnth  of  what  Pascal  r  isses.  On 
top  of  that  she  pockets  an  undisclosed  sum  wheneve:     le  sells  a 


script  to  Hollywood  or  Broadway. 

But  despite  250  million  copies  in  print,  in  25  lai 
guages.  Sweet  Valley's  sugar  rush  has  been  on  tl 
decline.  And  so  have  juvenile  book  sales,  down  7% 
2001  from  the  year  before,  to  $1.8  billion.  Pascal,  sav 
marketer  that  she  is,  has  already  broken  ground  in  ne 
territory,  trying  to  keep  pace  with  a  readership  that 
growing  up.  Since  1999  she  has  overseen  the  manufa 
ture  of  24  volumes  in  a  darker  series.  Fearless.  Ga 
Moore,  heroine  of  these  tales,  is  a  brooding,  darede^ 
teenager,  the  abandoned  daughter  of  an  undercover  C 
antiterrorist  agent  and  a  Russian  mother  who  was  mu 
dered.  Lacking  the  gene  that  causes  fear,  Gaia  lives 
New  York  City,  wears  the  hippest  of  urban  slouchy-cf 
clothing  and  rides  a  motorcycle. 

So  far  the  series  is  selling  well — up  to  50,000  copi 
per  book.  "[Teenagers]  like  Fearless  because  it's  t 
graduation  from  Sweet  Valley,  which  is  yesterday,"  S8 
Pascal,  64. 

And  the  big  push  is  on  to  grab  an  even  larger  au( 
ence.  Simon  &  Schuster,  the  series'  publisher,  wanglec 
spot  in  the  August  issue  of  Teen  People.  In  May  t 
imprint  put  out  a  free,  slickly  designed  glossy  for  teei 
featuring  Sarah  Michelle  Cellar,  who  stars  in  Bnffy,  t 
Vampire  Slayer.  The  ad-mag,  distributed 
bookstores  and  libraries,  has  an  intervi 
with  Pascal  (with  nary  a  reference  to  Sw 
Valley).  S&S  has  also  produced  a  FearL 
postcard  that  appeared  on  MaxRacks'  gr 
away  card  racks  in  movie  theaters,  and  has  included  free  bo( 
in  camp  care  packages  this  past  summer.  Alloy's  teen  Web  s 
also  markets  Fearless  next  to  ads  for  its  trendy  jeans,  as  well  as 
chat  rooms  and  celebrity  gossip  columns. 

Pascal  is  already  at  work  on  her  next  series.  The  details  ; 
prefers  to  keep  under  wraps,  though  she  says  it's  aimed  at 
same  audience  as  Fearless.  That  should  keep  her  busy  during 
five  months  of  the  year  that  she  spends  at  her  villa  near  Canr 
in  the  south  of  France.  — Ghana  R.  Schoenbet 
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Introducing   Antimicrobial-Coated    Steel 

Last  year  people  spent  a  billion  dollars  on  all  sorts  of  antimicrobial  products.  Now  they  can  haul 
out  the  hard  stuff,  with  new  AglON™  antimicrobial-coated  steel.  It  suppresses  the  growth  of  bacteria, 
molds  and  fungi  on  products  such  as  building  fixtures,  HVAC  components,  food  and  medical 
equipment,  and  appliances.  And  customers  are  willing  to  pay  more  for  the  added  cleanliness. 
To  learn  how  to  make  steel  products  even  stronger,  call       ——  -^  , 

1-866-571-6351  or  visit  www.aksteel.com/agion.      M^k.   AIvWOQiIUQS 

A  Wholly  Owned  Subsidiary  of  AK  Steel  Corporation 
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AglON  is  a  'rademrtfk  -^'  AglOM  Tecnnologies  LLC 
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Covered  by  Allianz  Grou 


Wherever  you  are.  Whatever 
you  do.  The  Allianz  Group 
is  always  on  your  side. 

To  us,  risk  management  means  thinking  the  unthinkable 
to  prevent  risk  turning  into  loss.  As  one  of  the  worid's 
leading  global  insurers  our  financial  strength  and  technical 
expertise  combine  to  make  Allianz  Group  the  partner 
you  can  trust  whenever  and  wherever  you  need  us. 


Allianz.  The  Power  On  Your  Side. 
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Allianz  proup.  EGurope's  leading  global  insurer 
and  provider  of  financial  services. 


For  20  yeai. 
release  that 
Their  new  re 
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S&P  500  Technology 
Hardware  & 

'  ncnt  index 

Source:  FT  Interactive  Data  Corp.  via 
FactSet  Research  Systems. 
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Off  Peak 

Tech  investors  have 
been  among  the  most 
emotional  buyers  and 
sellers  of  stock.  Now 
the  industry  is  in  a 
sobering,  structural 
change.  This  index 
includes  55  firms 
such  as  Cisco,  Deli, 
Intel  and  Lucent. 


ric  Dean  is  the  ideal  high-tech  buyer.  As  chief  infor- 
mation officer  at  UAL  Corp.,  the  parent  of  United 
Airlines,  he  presides  over  a  budget  of  up  to  $650  mil- 
lion a  year.  But  he  also  exemplifies  a  big  reason  tech 
is  in  a  brutal,  protracted  slump  that  may  not  end 
until  2004 — if  then.  Dean's  annual  budget  is  down 
20%  to  $525  million  a  year  now,  and  he  says  the  big  spending 
days  are  over.  "There  is  no  commercial  incentive  to  upgrade 
computers  anymore.  The  hardware  and  software  guys  know 
it— and  they  are  desperate  about  it,"  he  says.  In  the  Nineties 
the  airline  obediently  went  along  with  the  constant  upgrade 
cycle  that  Intel,  Microsoft  and  other  tech  powerhouses  foisted 
on  corporate  America.  United  usually  replaced  its  15,000  PCs 
every  two  or  three  years.  Now  Dean  says  he  will  do  the  next 
big  overhaul  "in  a  few  years — maybe." 

High  tech  is  in  deep  trouble,  and  that  owes  to  more  than  the 


changes  in  how  businesses  spend  $375  billion  a  year  on  tech- 
nology and  what  they  demand  from  it.  Part  of  the  problem  is 
an  industry  that  has  innovated  to  the  point  of  self-annihila- 
tion. Hardware  and  software  makers  pushed  ever  shorter  prod- 
uct cycles  and  provided  ever  more  power  for  the  same  or  lower 
price,  flooding  customers  with  capacity.  But  many  big  cus- 
tomers have  gone  the  opposite  way,  slowing  and  extending  their 
own  buying  cycles  and  focusing  on  how  to  better  use  what  they 
already  own.  Perhaps  worst  of  all,  some  big  spenders  have  lost 
their  lust  for  the  promise  of  new  technology  Amid  this  cus- 
tomer ennui,  no  Next  Big  Thing — the  fabled  "killer  app"  that 
drives  every  booin — has  yet  emerged  to  offset  it. 

"I  look  at  the  big  new  software  packages  every  two  or  three 
years  now,  and  I  say,  'Wliy  bother?' "  Dean  says,  noting  that  the 
extra  features  are  rarely  worth  the  corporate  root  canal  a  big  up- 
grade requires.  The  only  compelling  reason  to  buy  the  latest 
PC  now,  he  says,  comes  from  jeal- 

~^         ousy — "envy  that  your  kid  at  home 

has  a  better  machine  than  you  do 
/     at  woi-k." 

Yet  Wall  Street  and  Silicon  Val- 
ley seem  out  of  touch  with  tech's 
new  and  bleaker  reality.  Some  stel- 
lar stocks  are  way  down — Cisco  is 
'/  off48%  this  year,  Intel  has  lost  54%  2 

f  and  Oracle  has  slid  39% — but  I 

5e  abounds  for  what  many  analysts  and  techies  see  as  an  in-  § 
"- citable  rebound.  Goldman  Sachs'  veteran  analyst  Richard  ^ 
:/.i^erlund  says  corporate  IT  spending  fell  11%  in  2001,  will  de-  f, 
^'he  1%  this  year  and  may  rise  only  3%  next  year.  Yet  he  is  bet-  I 
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ting  the  growth  rate  will  double  or  better 
in  2004.  He  argues  customers  will  buy 
again  once  profits  pick  up  and  they  have 
:<-'\\\  depreciated  what  they  bought  in  re- 
U's  akin  to  expecting  a  Mer- 
>  '  '  upgrade  merely  because 
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every  two  years  or  so.  It  now  waits  as  long 
as  four  years  because  the  old  machines  still 
have  lots  of  untapped  power.  At  other  sites 
better  tech  means  cheaper  budgets. 
Burlington  Coat  Factory,  which  spends 
$27  million  a  year  on  tech,  had  used  mil- 
lion-dollar servers  to  manage  its  database. 
It  has  replaced  its  big  iron  with  clusters  of 
linked  servers  that  cost  at  most  $200,000 
combined.  "It's  hard  to  spend  what  we 
used  to  spend,"  says  Burlington's  tech 
cliief,  Michael  Prince. 

Another  motive:  spite.  TruServ  Corp., 
a  retailing  cooperative  that  includes  True 
Value  Hardware,  had  2,800  PCs  running 
Microsoft's  Windows  98,  but  when  Win- 


dows 2000  came  out  it  up- 
graded just  100  desktops. 
Chief  Information  Officer 
Neil  Hastie  says  he  saved  $5. 
million  over  two  years.  Hel 
wouldn't  have  upgraded  at  alli 
but  had  to  because  docu- 
ments created  in  the  newer 
release  couldn't  be  easily  usee 
by  the  older  machines.  "It'^ 
peer-pressure  upgrading,"  he 
fumes.  "This  ticks  me  off.  It's 
Bill  Gates'  way  of  generating 
new  revenue." 

The  upgrade  backlash 
seems  to  be  breaking  out 
everywhere.  Last  month  An 
thony  Scott,  the  chief  tech- 
nology officer  at  General  Mo 
tors,  had  executives  fron 
Oracle,  Microsoft,  PeopleSof 
and  other  software  houses  ii 
for  a  reaming.  He  alluded  t( 
the  cruel  reality  of  big  soft 
ware— that  for  every  dolla 
he  spends  on  a  package,  h 
then  must  spend  $5  to  $ 
more  on  consulting  to  mak 
it  work.  "Imagine  a  world, 
he  told  his  suppUers,  "wher. 
your  default  standard  is 
good  start  for  my  busines; 
where  1  don't  have  to  pa 
somebody  to  rework  it  fc 
me."  In  sbc  years  GM  has  ci 
25%  out  of  its  annual  tec 
budget,  trimming  it  to  $3  bi 
lion,  yet  Scott  figures  he  ca 
cut  more  by  holding  back  c 
complex,  ever-changing  software. 

Outdoor  gear  retailer  REI  recently  d 
cided  to  replenish  its  base  of  PCs  on 
once  every  five  years  instead  of  thri 
years,  thanks  to  a  switch  to  flat-pan 
screens  that  last  longer.  Even  tech  firr 
are  slowing  spending.  Unisys  scored 
one-time  windfall  of  $20  million  ai 
aims  to  save  another  $8  million  a  year 
extending  its  average  PC  life  span  b> 
third,  to  four  years. 

Michael  Woeller,  chief  information  < 
ficer  of  Canadian  bank  CIBC,  just  co 
eluded  a  multimillion-dollar  upgrade 
20,000  PCs,  plus  servers  and  networki 
gear  at  1,200  branch  offices.  The  gear 
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Lose  yourself  in  the  new 
Samsung  Portable  DVD  Player. 

Retreat  to  anywhere  with  your  favorite  movies  or 
music.  It's  all  in  one  simple,  stylish  device.  Watch 
or  just  listen  and  let  go. 

•  Large  10"  Screen 

•  Virtual  Surround  Sound 

•  Plays  Multiple  Audio  Formats 

•  Memory  Stick  Compatible 

Find  out  more  at  www.samsungusa.com/dvdl100 

or  1-800-SAMSUNG. 


2  Samsung  Electronics  Co.  Ltd.  Simulated  ioiage. 


Not  Just  digital. ..Samsung  DigitAll! 


SAMSUNG  DIGIT. 

everyone's  invitedi, 
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Cash  in  a  Wired  World 


/^  Ithough  the  U.S.  is  still  nowhere  near 
a  "cashless  society,"  breakthroughs  in 
Internet  and  innaging  technology  are 
revolutionizing  the  way  banks  will  process 
the  flood  of  payments  that  move  through 
their  systems  every  day,  according  to 
Ranjana  Clark,  head  of  Wachovia  Bank's 
Treasury  Services  Division. 

Major  companies  are  becoming  increas- 
ingly sophisticated  in  their  use  of  Web- 
based  cash  management  systems,  and 
consumers  are  gradually  turning  to  debit 
cards  and  online  bill  paying  —  new 
technologies  that  process  payments  more 
efficiently  even  if  they  never  render  cash 
and  checks  obsolete. 

"The  U.S.  is  strongly  addicted  to  paper. 
■Inn't  think  it  will  ever  go  away,"  Ms. 
-,aid  in  a  recent  interview.  "But  the 
'  ed  this  year  noted  that  the  volume  of 
checi'..''  '•-=•"  —  ■  -i  jing  down  gradually 
across  [^  ,  v/stem  since  the 

nnid-199L  ,    part    of    the 

'electroniticc!-  -m." 

A  native  o  Ms.  Clark 

earned  her  MB^.  ■  ''irsity's 

Fuqua  School  of  Be.  made 

North  Carolina  hui  la- 

tional  perspective  an-: 


finance  quickly  vaulted  her  into  the  top 
ranks  at  Wachovia  Bank,  now  the  nation's 
fourth-largest  bank  as  a  result  of  the 
merger  in  September  2001  of  First  Union 
Corporation  and  Wachovia  Corporation. 

An  Industry  Leader 

Today,  Ms.  Clark  leads  the  second- 
largest  treasury  services  operation  in  the 
country,  with  nearly  $2  billion  in  revenues 
and  more  than  100,000  business  and 
corporate  clients.  In  a  business  in  which 
scale  is  the  key  to  profitability,  the  merger 
solidified  Wachovia's  leading  role  in  the 
sector,  she  said. 

"The  banks  had  complementary 
strengths.  Together  we  now  have  an 
unbeatable  product  array,  robust  platforms, 
leading-edge  technology  and  finally,  excep- 
tional customer  service,"  Ms.  Clark  said. 
"We  are  an  industry  leader  today,  and  we 
intend  to  remain  an  industn/  leader." 

In  recent  years,  Wachovia's  commercial 
clients  have  come  to  rely  on  treasury 
services  data  to  manage  payables  and 
receivables,  assist  in  the  prevention  of 
fraud,  and  analyze  cash  flows.  At  the 
same  time,  more  and  more  corporations 
.ire  operating  globally,  increasing  the 


demand  for  managing  payments 
variety  of  currencies  using  the  same  c 
management  platform. 

Wachovia,  a  pioneer  in  the  trea; 
services  arena,  offers  a  broad  rang 
cash  management  services,  inclu 
Web-based  reporting,  image  techno 
and  treasury  consulting.  Seven 
Wachovia's  ten  key  cash  managen 
products  rank  either  first  or  second  ir 
latest  Ernst  &  Young  industry  survey. 

"The  innovations  of  the  past  few  v 
have  given  our  clients  new  technologie 
managing  their  businesses,"  Ms.  (j 
said.  "We  are  committed  to  investii 
our  technology  to  maintain  a  leading 
tion  both  for  the  bank  and  our  custom 

So  what  can  cash  teach  us  about 
treasun/  services? 

It's  not  how  much  you  have,  it's  ■ 
you  do  with  it  that  counts. 


WACHOVIA 

Uncommon  Wisdom 
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TRAPEZE 


TEACH    US    ABOUT 


TREASURY     MANAGEMENT? 


Don't  be  fooled  by  how  simple  it  looks 

A  good  sense  of  timing  and  balance  is  crucial 

Always  work  with  the  strongest  partner jou  can  find 


At  Wachovia,  we  learn  from  the  world  around  us.  By  bringing  insights  and  ideas 

to  the  table,  we've  become  a  trusted  consultant  to  companies  around  the  world. 

We're  also  a  leadt'i?  provider  of  Internet-based  treasury  services.  Talk  to  us.        WACHOVIA 

Together,  we  can  cchteie  uncommon  results.  Call  l-Soo-^'/y-S^oS  today.  Uncommon  Wisdom 
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^                          Analysts  figure  business  spending  on  high  tech  will  recover 

^L                          from  its  postbubble  downturn  and  rebound  to  double-digit 

^^^^K            growth  rates.  Robust  years  pastf  though,  came  mostly  from 

H^HI               hardware  sates,  while  the  new  projections  cite  a  boom  in 

|t           ^^BK                   consulting.and  software.  Because  there's  no  clear 

p;-            ^^fc^:           relationship  between  the  two,  and  lots  of  unemployed 

iP^              '^^^j^^^^^K^ultants,  the  projections  are  a  big  leap  of  faith. 
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replaced  was  running  a  ten-year-old  IBM 
operating  system  called  OS/2.  "We  benefit 
from  missing  one  or  two  upgrade  cycles," 
he  says,  citing  the  cost  and  hassle  of  in- 
stallation and  the  toll  on  the  mind.  "Men- 
tal cycles  are  in  short  supply." 

Even  when  corporate  customers  are 

eager  to  invest,  new  technology  has  a  way 

of  ••<  ducing  demand  for  more  gear.  Web- 

'  vare  from  Salesforce.com  com- 


That  means  its  customers  didn't  have  to 
buy  5,000  servers  costing  $10,000  apiece. 
Net  loss  to  the  industry:  at  least  $49  mil- 
lion. And  counting. 

Telecom  Italia  cut  back  on  Sun  servers 
by  adopting  the  software  of  Critical  Path 
Inc.  for  10  million  e-mail  accounts.  The 
leaner  software  let  Italia  reduce  from  26 
"back-end"  Suns,  at  $200,000  apiece,  to 
only  4;  it  also  cut  from  42  to  just  1 1  "ft-ont 


"Wh-t'c  the  world  look  like  when  THE 
Cii  HDWABE  GOES  TD  ZERO?' 
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■ .  \'  busi-   "  end"  servers  at  $40,000  each.  Critical  Path 

'v'storcc      hosts  e-mail  for  companies,  and  hosting 

')  run      now  poses  25%  of  revenue  and  could 

'I    fits      grow  to  75%  in  five  years.  "It  means  you 

'  Sun      don't  need  as  much  storage,  you  don't 

lillion.      neci.1  a<  many  servers,"  says  Chairman 
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William  McGlashan  ]v.  His  chief  techno) 
ogy  officer,  Michael  Serbinis,  add; 
"What's  the  world  look  like  when  the  coi 
of  hardware  goes  to  zero?" 

Hewlett-Packard's  server  sales  fell  7? 
in  the  second  quarter.  HP  offsets  the  dij 
by  selling  software  that  extends  server  lifi 
but  that  cuts  into  new  hardware  sales.  "It 
hard  for  me  to  swallow,  but  the  box  isn't  < 
important  as  it  used  to  be,"  says  Mai 
Hudson,  an  HP  sales  manager. 

Even  Microsoft,  the  terror  of  tecj 
buyers  for  its  high  prices  and  dictatorshi 
of  the  market,  is  adapting.  The  softwa; 
giant  is  extending  how  long  it  provid' 
support  for  a  software  release.  In  the  pa| 
the  company  supported  only  the  tw 
most  recent  versions  and  ignored  earli 
ones.  Now  customers  want  to  talk  abo' 
years  of  support  rather  than  a  particul 
product  upgrade,  says  Andrew  Erlam 
son,  a  director  in  Microsoft's  produi 
support  group.  The  longer  suppoi 
though,  makes  it  easier  for  businesses 
forgo  an  upgrade — and  that  reduces  tl 
need  for  buying  new  PCs. 

Tech  has  bounced  back  sharply  fro 
downturns  in  the  past,  and  it  may  yet  i 
so  this  time.  Reengineering  fueled  t 
tech  market  in  the  early  1990s,  and  t 
Web  craze  stoked  tremendous  grow 
thereafter.  The  question  is  what  futc 
feature  might  take  hold.  Intel — whi 
keeps  its  own  PCs  about  1 5%  longer  th 
in  the  past — hopes  a  new  wave  of  "mi 
titasking"  will  chew  up  future  processi 
power  and  says  desktop  video  could  he 
More  than  half  of  corporate  PCs  he 
only  one-fifth  the  processing  power 
today's  high-end  chips.  To  multita 
they'll  need  more. 

But  even  then  customers  may  ba 
GM's  DirecTV  division  replaces  its  F 
every  three  years  to  accommodate  i 
growing  volume  of  video  it  ships  arou 
the  office.  Yet  DirecTV  had  to  buy  ni' 
computing  power  to  handle  the  latest 
lease  of  Siebel  Systems'  sales-managem 
software.  "You  think  it  would  work  v\ 
but  it  doesn't,"  says  DirecTV  Chief  Int 
mation  Officer  Robert  Pacek.  "It  will  o 
oet  worse  with  their  next  versions." 


— With  additional  reporting  by 
Victoria  Murphy  and  Erika  Brown 
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Club  World.  The  truly  flat  bed  in  business  class  for  a  better  sleep  to  London.  Refreshing,  isn't  it? 


New  Club  World  is  available  on  most  services  between  North  America  and  London.    ©2002  British  Airways  Pic 


CHARTING  A  MILITARY  OUTCOME 
in  Iraq  is  dicey,  and  some  say  a 
bad  turn  of  events  could  mean 
$100-a-barrel  oil.  But  after  any 
brief  disruption,  the  oil-market  effects  ol 
a  neutralized  or  pro-Western  successor  to 
Saddam  Hussein  are  unmistakably  posi- 
tive. Iraq  sits  on  120  billion  barrels  ol 
proven  oil  reserves,  second  only  to  Saud: 
Arabia's  260  billion. 

"Since  1961,  only  in  the  years  betweer 
1973  and  1980  was  there  any  exploration  o; 
Iraq's  oil  reserves,"  says  Fadhil  Chalabi 
who  was  a  ranking  official  at  the  Iraqi  Min- 
istry of  Oil  from  1968  to  the  mid-70s 
"During  that  short  period  there  were  man> 
discoveries  of  giant  oilfields,  which  coul( 
now  be  developed  very  easily." 

Chalabi  now  directs  the  Centre  fo 
Global  Energy  Studies,  a  London  thinly 
tank  founded  by  former  Saudi  oil  minis 
ter  Sheikh  Ahmed  Zaki  Yamani.  He  ha 
ominous  news  for  the  sheikh's  country 
men:  Iraq's  real  recoverable  oil  reserve 
could  be  double  today's  estimate.  "Ulti 
mately  they  could  exceed  those  of  Sauc 
Arabia,"  Chalabi  says. 

Wow.  Therein  lies  a  partial,  if  hardl 
party-line,  answer  to  the  doubters  who  sal 
that  an  attack  on  Saddam  would  plungl 
Iraq  into  economic  chaos.  After  the  chao; 
it  is  hoped,  would  come  some  oilfield  del 
velopment  that  would  leave  both  Iraqil 
and  the  world's  energy  buyers  better  off  I 
Noteworthy  about  Iraq's  oil  industrl 
is  how  much  of  it  is  going  to  waste — idl| 
wells,  rusting  pipes  and  pumping  stc 
tions  that  haven't  been  serviced  in  moil 
than  a  decade.  It's  kind  of  like  a  Co 
orado  ghost  town,  abandoned  since  thj 
silver-mining  operation  closed  down 
only  the  silver  is  all  still  in  the  grouni 
and  in  unbelievable  quantities. 

A  lot  of  Iraq's  oil  lies  in  huge  virgil 
fields,  discovered  in  the  1970s  before  Sac  I 
dam  turned  the  place  into  a  military  ba 
tion,  but  not  touched  since.  The  Majnoi 
field  close  to  the  Iranian  border,  f(| 
instance,  contains  recoverable  reserves 
1 1  billion  barrels.  That's  equivalent  to  I 
third  of  the  proven  reserves  of  the  enti 
U.S.  And  Majnoun  is  only  one  of  sever 
monster  Iraqi  oilfields  still  waiting  for  ti  j 
first  pump  to  get  cranking. 

Not  only  is  the  oil  in  these  Iraqi  fiel  I 
low  in  sulfur,  it  is  also  close  to  the  su 
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Gusher:  The  Post-Saddam  Premium 

If  Western  oii  companies  were  allowed  to  explore  for  oil  in  Iraq, 
they  would  likely  fiisd  greater  reserves  tlian  in  Saudi  Arabia,  according 
to  the  Centre  for  Global  Energy  Studies.  A  $30  billion  investment  could 
quadruple  Iraq's  oil  production  within  five  years. 
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face.  No  need  to  inject  water  or  gas  or 
chemicals  in  order  to  upgrade  recovery. 
In  short,  it's  cheap  to  produce.  "Iraq  has 
the  lowest  lifting  costs  in  the  world,"  says 
Chalabi.  "I  estimate  it  at  below  $1  a  bar- 
rel, compared  with  Saudi  Arabia,  which  is 
around  $2.50  a  barrel." 

ibis  is  in  a  completely  different 
league  from,  say,  the  Gulf  of  Mexico  or 
' '     ^ '  -  -'h  Sea,  where  it  can  take  $3  to  $4 
''r!  to  the  surface. 

.ason  Iraqi  oil  production 
•ckly  is  that  pipelines 
•  I  -uly  in  place,  though 
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eastern  Mediterranean,  bypassing  the 
Persian  Gulf  entirely. 

Who  would  be  likely  to  get  juicy  deals 
in  postwar  Iraq?  None  of  the  big  Ameri- 
can or  British  oil  companies  are  there.  But 
if  a  U.S. -led  force  succeeds  in  ousting 
Saddam,  it's  a  good  bet  that  these  compa- 
nies will  come  in  as  soon  as  the  fighting 
has  died  down. 

At  its  peak,  in  1980,  Iraq  reached  a 
capacity  to  produce  4  million  barrels  a 
day.  Since  then,  battered  by  wars,  under- 
investment and  economic  sanctions,  pro- 
duction has  declined  to  2  million  barrels. 
"Iraq  will  require  a  minimum  of  $30  bil- 
lion in  investments  to  develop  its  oil 
industry,"  says  Chalabi.  "With  that,  it 
could  reach  a  production  rate  of  7  million 
to  8  million  barrels  a  day  within  four  or 
five  years." 

That's  close  to  what  Saudi  Arabia  pro- 


duces today.  With  such  a  huge  new  s 
ply  of  oil  on  the  world  market,  pr 
could  plummet.  Saudi  Arabia  might 
its  swing  position  within  the  Organ 
tion  of  Petroleum  Exporting  Count; 
and  the  cartel  itself  might  lose  what  1 1( 
ability  it  has  left  to  set  prices. 

"Iraq  is  a  member  of  OPEC,  b 
don't  think  the  other  members  wouli  x 
able  to  restrain  it,  because  Iraq  will  i  :( 
every  dollar  it  can  get  to  rebuild  its  \ 
predicts  Chalabi,  who  also  served  as  t 
ing  secretary  general  of  OPEC  in  the  r  J 
1980s.  "I  could  see  the  price  for  \  s 
Texas  Intermediate  going  from  $30  tc  ai 
to  $15,  and  OPEC  won't  be  able  to  do  ■)' 
thing  about  it." 

So  Saddam's  fall  would,  in  that  s(  se 
be  bad  news  for  some  of  his  rival  reg  « 
in  oil-rich  lands.  But  for  the  rest  ol  n 
world,  a  gusher. 
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Dr.  Seuss^ 

Meet  Milton  Friedman 


Lawyers  for  the  Cat  in  the  Hat  say  the  Supreme  Courti 

should  uphold  Congress'  extension  of  copyrights. 

A  team  of  economists  shows  why  that's  baloney.: 


BY  MICHAEL  FREEDMANf 


YOU  COULD  CALL  IT  THE  DISNEY  SHAREHOLDER 
protection  act.  In  1998  Congress  added  20  years  to  exist-i 
ing  copyrights,  making  corporate  copyrights  good  for  95' 
years  and  those  owned  by  individuals  good  for  70  years 
past  the  author's  death.  Practical  effect:  Disney's  control 
of  its  earliest  Mickey  Mouse  cartoons  extends  to  2023 
and  of  Winnie  the  Pooh  characters  to  2026.  Now  before  the  U.S.' 
Supreme  Court;  whether  this  stretch-out  was  such  a  giveaway  to  Hoi-' 
lywood  that  it  violated  constitutional  standards. 

One  of  the  law's  nonadmirers,  Stanford  law  professor  Lawrence 
Lessig,  makes  a  point  about  copyright  law  by  telling  how  Walt  Disney 
built  his  empire.  The  budding  mogul  made  a  movie  about  a  mouse  ir 
1928  called  Steamboat  Willie.  He  based  it  on  a  Buster  Keaton  featur( 
film,  Steamboat  Bill,  Jr.  He  had  a  hit  in  Snow  White;  the  studio  stoli 
the  plot  line  from  the  Brothers  Grimm.  His  studio  late 
made  The  Hunchback  of  Notre  Dame  by  cribbing  fron 
Victor  Hugo.  The  new  law,  warns  Lessig,  would  crim] 
entrepreneurs  and  innovators  who  want  to  build  oi 
old  literary  themes  the  way  Walt  did.  "It's  insane,"  h 
told  a  software  convention  recently. 

Lessig  made  that  point  before  the  Supreme  Coui 

this  month  in  a  copyright  case  that  is  pitting  big  medi 

companies  like  Disney  against  tiny  Web  sites  and  pub 

ishers.  Lessig  represents  Eric  Eldred,  who  runs  a  We 

site  that  distributes  classic  literary  works  ft^ee  of  charge. 

Eldred  wins,  thousands  of  books,  films  and  musical  scon 

that  would  have  remained  under  private  control  fc 

decades  will  become  part  of  the  public  domain. 

To  make  the  case  that  the  1998  law  should  be  ove: 

turned,  Lessig's  camp  scared  up  the  support  of  1 

prominent  economists,  including  Milton  Friedma 

and  four  other  Nobel  Prize  winners.  The  economists  mal 

the  undeniable  point  that  extending  monopoly  protection  ( 

works  already  created  provides  no  incentive  to  create  ne 

ones.  Dr.  Seuss,  for  example,  is  not  going  to  write  new  Cat 

the  Hat  tales  simply  because  the  copyright  on  the  old  stori 

has  been  extended.  After  all,  he  has  been  dead  for  1 1  yeai 

"This  law  gives  further  protection  to  people  who  ha 

already  invented  something,"  says  Timothy  P.  Bresnahan,  a  Sta 
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ford  economist  who  signed  on  to  the  brief.  "That  gets  it 
exactly  backward." 

What  about  new  work  by  new  artists?  The  economists  say 
the  new  law  doesn't  provide  much  incentive  in  this  case,  either. 
Bear  in  mind  that  most  copyright  works  lose  their  value  quickly; 
Disney  cartoons  based  on  A.A.  Milne's  Pooh  characters,  with  the 
potential  for  a  billion  doOars  in  toy  volume  over  a  lifetime,  are 
quite  the  exception.  Now  factor  in  the  time  value  of  money.  Even 
if  someone  putting  pen  to  paper  today  is  motivated  by  the 
prospect  of  keeping  his  great-grandchildren  in  polo  ponies,  roy- 
alties kicking  in  a  century  hence  aren't  worth  much  today,  on  a 
discounted  present-value  basis.  Add  it  all  up,  the  economists  cal- 
culated, and  the  extra  20  years  add  only  0.3%  to  the  value  of  a 
new  copyright. 

Still,  the  Supreme  Court  does  not  sit  as  a  superlegislature  to 
pass  on  the  economic  wisdom  of  statutes.  Does  the  economists' 
argument  cut  any  legal  ice?  Only  because  of  the  Constitution's 
narrow  wording  on  the  subject.  It  says  that  Congress  can  pro- 


vide for  patents  and  copyrights  good  for  "limited  times,"- am 
only  when  the  purpose  is  to  "promote  the  progress  of  scienc 
and  useful  arts."  Presumably  a  statute  does  not  qualify  if  it  ere 
ates  copyrights  of  practically  unlimited  duration  whose  purpos 
is  to  promote  campaign  contributions  from  Hollywood. 

Lessig's  argument:  Extending  the  monopoly  does  not  pro 
mote  progress;  it  discourages  innovation  by  raising  costs.  Work 
of  music,  literature  and  film  are  often  built  on  older  works.  No^ 
the  aspiring  cartoonist  making  a  movie  must  begin  by  searchin 
for  copyright  holders,  negotiating  licensing  fees  and  potentiall 
paying  legal  fees.  Theaters  are  barred  by  the  Gershwin  Famil 
Trust  from  producing  versions  of  Porgy  and  Bess  with  white  pei 
formers.  A  historical  journal  refused  to  accept  an  article  aboi 
the  Civil  War  that  included  excerpts  from  soldiers'  diaries  unle; 
the  researcher  obtained  permission  from  each  of  the  soldier 
famOies.  And  thousands  of  movies  are  deteriorating  because  th 
companies  that  own  the  copyrights  will  neither  restore  them  no 
make  them  avaOable. 


Publish  or  Perish 


0  you  have  any  old  letters 

II  from  George  Washington? 

I  Better  publish  them  fast, 

^  because  if  you  don't  they  go 

into  the  public  domain  on  Jan.  I, 
2003,  along  with  every  other 
unpublished  work  created  by  anyone 
who  died  before  1933,  says  attorney 
Stephen  Fishman,  author  of  The 
Public  Domain  (Nolo,  2001). 

A  law  passed  by  Congress  in  1976 
abolished  the  perpetual  copyright 
protection  traditionally  afforded 


never-published  works,  substituting  a 
right  that  today  expires  70  years  after 
the  author's  death.  To  soften  the  blow, 
Congress  gave  owners  a  grace  period 
to  publish  or  lose  their  rights  to  works 
by  authors  who  died  before  1933.  If 
you  publish  before  Jan.  I,  2003,  your 
copyright  is  good  through  2047 
even  if  the  creator  has  been  dead 
for  centuries.  The  Bondwoman's 
Narrative,  for  instance,  a  novel  by  a 
fugitive  slave,  would  have  fallen  into 
the  public  domain  on  Jan.  I  if  Harvard 


professor  Henry  Louis  Gates  Jr.  hadn't 
published  it  this  year,  though  he  says 
that  wasn't  his  impetus. 

The  deadline  has  prompted  a 
scramble  to  find  and  publish 
potentially  valuable  old  works.  "People 
are  seeing  this  clock  on  the  wall  and 
they're  saying  we  can  increase  the 
value  of  this  asset,"  says  New  York 
lawyer  Robert  Clarida,  an  expert  in 
copyrights.  The  Christian  Science 
church  in  Boston  is  cranking  out  all  of 
the  writings  of  founder  Mary  Baker 
Eddy,  who  died  in  1910. 

Among  the  biggest  publishing 
binges  of  all  is  at  the  Mark  Twain 
Foundation,  which  released  the 
handwritten  manuscript  of  the  classic 
Huckleberry  Finn  this  year  on  CD-ROM 
and  has  prodded  the  archivists  at  a 
Mark  Twain  project  at  UC  Berkeley  to 
microfilm  and  sell  on  a  Web  site  some 
6,000  letters  and  more  than  100  other 
manuscripts,  notes  Robert  H.  Hirst, 
editor  of  the  project. 

Ironically,  one  such  recent  release 
was  "The  Privilege  of  the  Grave," 
Twain's  1,200-word  essay  about  how  I 
writers  had  best  hold  off  publishing     I 
certain  sensitive  works  until  they're     " 
long  dead.  —Brigid  McMenamin 
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Whoever  said  getting  there  is  half  the  fun 
didn't  have  to  get  there  with  a  three  year  old. 

Search  for     shortest  flights 

SometiiTies  the  best  way  to  get  there  is  the  fastest  way  to  get  there.  Expedia  lets  you 
sort  your  flight  options  by  shortest  flights,  arrival  times,  lowest  price,  and  you  can  change 
your  search  without  using  the  back  button.  Easy  and  secure  transactions  backed  by 
24-hour  customer  support.  It's  never  been  easier  to  find  the  trip  you're  looking  for. 
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Praying  for  profits: 

Jefferson  Gregory, 

chief  executive  of 


The  born-again  Gregory  brothers  worked  a  financial  miracle  from  cast-off  drug  brands 


BY  ZINA  MOUKHEIBER 


LATE  ONE  NIGHT  IN  1987,  JOHN  GREGORY  REACHED  FOR 
a  gun,  ready  to  take  his  life.  His  wife  had  left  him, 
and  his  business — selling  perishable  vaccines  and 
drugs  from  a  small  office  near  Roanoke,  Va. — was  a 
shambles.  All  because  Gregory  had  succumbed  to 
the  ravages  of  alcohol  At  the  last  minute  he  relented,  and 
decided  to  seek  ht:,  iom  a  pastor.  Soon  after,  Gregory 
became  a  born-again  Cii  -tian. 

With  his  new-found  pieiv,  Gregory  went  forth  diid  formed 
Bristol,  Tenn. -based  '       ,  Pharmaceuticals,  named  af^er  Jesus' 


epithet,  the  King  of  Kings.  One  by  one  his  brothers  Jeffersc  | 
Joseph,  James  and  half-brother  Henry  joined  him  in  his  effo  | 
to  build  the  company,  all  becoming  born-again  Christians. 

They  did  a  mighty  job,  lifting  King  from  its  humble  begi  j 
nings  to  an  operation  that  will  earn  $333  million  this,  year, 
38%  from  200 1 ,  on  sales  of  $  1 .2  billion,  predicts  Donald  Ellis  | 
'!'liomas  Weisel  Partners.  The  firm  mints  money  out  of  drugs  1 
hi;',  pharmaceutical  firms  no  longer  want  and  turns  them  ir| 
m  i  ni-blockbusters. 

By  not  having  to  shell  out  billions  of  dollars  on  research  a  I 
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rhe**1  Tasting 

/odka  In  The  World. 

1 998,  the  Beverage  Testing  Institute  of  Chicago  conducted  a  blind  taste  test 
r  more  than  40  vodkas. They  awarded  points  based  on  smoothness,  nose, 
id  most  importantly,  taste.  Of  all  the  vodkas,  Grey  Goose®  Vodka 
■nerged  victorious,  receiving  96  points  out  of  a  possible  1 00. 

aunded  in  1981,  the  Beverage  Testing  Institute  conducts  tests  in 
specially  designed  lab  that  minimizes  external  factors  and 
laximizes  panelists'  concentration. The  Institute  selects 
dges  based  on  their  expertise,  and  its  tasting  and 
:oring  procedures  are  y/idely  praised  as 
le  best  in  the  industry. 
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.re  Vodka 

_  GREY  GOOSE  VODKA 

i  Canadian  Iceberg  Vodka 

}  Stolichnaya  Gold  Vodka 

Z  Staraya  Moskva  Premium 

I  Van  Hoo  Vodka 

1  Stolichnaya  Vodka 

|D  Tanqueray  Sterling  Vodka 

ID  Rain  1995  Harvest  Vodka 

9  Ketel  One  Vodka 

B  Wyborowa  Vodka 

7  Kremlyovskaya  Vodka 

6  Finlandia  Vodka  of  Finland 

&  Alps  French  Vodka 

S  Skyy  Vodka 

2  Original  Polish  Vodka 
2  Glenmore  Special 

2  Fleischmann's  Royal  Vodka 

I  Mr.  Boston  Vodka 

0  Pole  Star  Vodka 

0  Luksusowa  Potato  Vodka 

0  Absolut  Vodka 

8  Cardinal  Vodka 
8  Barton  Vodka 


Country 

FRANCE 

Canada 

Russia 

Russia 

Belgium 

Russia 

England 

USA 

Holland 

Poland 

Russia 

Finland 

France 

USA 

Poland 

USA 

USA 

USA 

Poland 

Poland 

Sweden 

Holland 

USA 

USA 

Brazil 

USA 

USA 
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KING  PHARMACEUTICALS 


lengthy  clinical  trials,  King  cuts  much  of  the  risk  and  nets  fat 
margins:  27%,  compared  with  18%  for  a  typical  pharmaceutical 
firm.  The  company  sells  50  drugs  that  once  belonged  to  compa- 
nies such  as  Bristol-Myers,  lohnson  &  Johnson  and  Glaxo- 
SmithKline.  Drug  firms  have  been  merging  rapidly,  and  com- 
bined companies  typically  try  to  shed  drugs  that  plateau  at  $350 
million  in  order  to  focus  their  sales  force  on  bigger  drugs. 

King's  top  seller,  the  antihypertensive  Altace,  will  likely  gen- 
erate $500  million  this  year,  up  from  $92  million  when  King 
bought  it  fi-om  Aventis  in  1998.  "We  let  opportunities  define  our 
model,"  says  Jeff  Gregory,  47,  King's  chief  executive  since  his 
brother  announced  his  retirement  in  January. 

But  a  fly  has  landed  in  the  holy  water:  King's  strategy  may 
be  losing  steam.  More  bidders  are  going  against  King  for 
branded  drugs.  In  the  past  four  years  prices  have  risen  from  one 
or  two  times  sales  to  as  much  as  five  times.  King  is  also  locked  in 
the  perennial  battle  against  cheaper  generics.  The  stock  fell  7% 
one  day  in  May  on  rumors  of  a  filing  for  a  generic  Altace  (no 
such  filing  emerged).  King's  shares  trade  at  $18,  58%  off  their 
52-week  high,  compared  with  a  28%  drop  in  the  S&P  drug  index. 

MeanwhOe,  rivals  that  once  played  the  same  game  as  King 
have  moved  on  to  research  their  own  potential  blockbuster 
drugs  in  the  hopes  of  far  greater  profits.  Competitor  Forest  Lab- 


making  drugs  for  the  likes  of  Novartis  (then  Ciba-Geigy)  and 
.  Boehringer  Mannheim  (now  part  of  Roche).  In  1994  they  sold 
their  stake  in  Injectables  to  partners  and  focused  on  King. 

Boehringer  was  looking  to  unload  its  painkiller  Anexia,  a  $6- 
million-a-year  seller  that  King  manufactured.  The  brothers 
decided  to  buy  it, -offering  a  $17.5  million  promissory  note 
payable  after  one  year.  As  the  deadline  loomed.  King  found  itself 
unable  to  come  up  with  the  money.  So  instead  it  sold  both 
Anexia  and  a  generic  version  to  Mallinckrodt,  a  medical  prod- 
ucts company  that's  now  part  of  Tyco,  for  $32  million.  Despite 
its  wobbly  start  at  selling  branded  drugs,  Anexia  gave  King  a 
taste  for  bigger  gross  margins:  75%  for  a  brand  drug,  versus  20% 
or  less  for  contract  manufacturing. 

When  the  merger  wave  washed  across  the  pharmaceuticals  in- 
dustry in  the  mid-1990s.  King  picked  up  its  acquisition  pace. 
Wanting  to  build  a  cardiovascular  franchise,  King  set  its  sights 
on  Altace,  which  belonged  to  Hoechst.  Hoechst's  merger  with 
Marion  Merrill  Dow  in  1995  seemed  to  provide  an  opening.  Al- 
tace was  bringing  in  under  $90  million  in  revenues;  Hoechst  had 
stopped  promoting  it,  but  the  drug's  patent  extended  until  2008. 
Jeff  started  lobbying  Hoechst  to  sell  him  Altace.  In  1998  Hoechst 
announced  it  would  merge  with  Rhone-Poulenc  to  create  Aven- 
tis, and  King  got  Altace  for  $363  million,  or  four  times  revenue. 


oratories  spent  $158  mil- 

Hon,  or  10%  of  its  revenue  "Innovatjon  Js  kev.  MergGrs  will  present  more 

in  fiscal  2002,  on  R&D  this 

year; Medk.s pharmaceut.    opportunitjes.  But  mavbe  not  ss  interesting." 

cal  spent  7%.  While  King  '    '  — _,  ^^ 

has  increased  its  R&D  budget  from  $26  million  last  year  to  $35 
million  this  year,  that's  still  only  3%  of  revenue. 

Management  says  the  company  will  do  fine  combining  its 
old  strategy  with  a  low-key  effort  at  drug  development.  In 
November  2001  King  raised  $1  billion  both  for  R&D  and  to  pur- 
chase cast-offs.  In  2000  King  acquired  a  research  outfit  that  is 
working  on  an  injectable  stress-test  drug  for  heart  disease  sus- 
pects who  are  unable  to  hit  the  treadmill  to  get  their  heart  rate 
up.  Despite  those  efforts,  research  will  likely  take  a  back  seat  to 
King's  plan  to  buy  its  way  to  growth.  "The  key  is  not  to  get  ahead 
of  yourself  R&D  is  a  risky  endeavor,"  says  Kyle  Macione,  King's 
president. 

John  Gregory,  50,  won't  be  the  one  to  see  the  changes 
through.  He  retired  a  wealthy  man — his  5%  stake  is  worth  $220 
million — at  King's  shareholder  meeting  in  June.  One  of  the 
company's  two  chaplains  led  with  prayers  and  colleagues  later 
toasted  him  with  soda,  since  alcohol  is  banned  from  company 
functions.  Now  John  devotes  part  of  his  time  to  the  King  Phar- 
maceuticals Benevolent  Fund,  a  not-for-profit  that  spreads  the 
gospel  in  developing  countries,  dispensing  acetaminophen 
tablets  imprinted  with  "Jesus  Loves." 

Preaching  and  profits  have  paired  well  for  the  Gregorys.  By 
the  early  1990s  their  perishable-drug  distribution  business,  Gen- 
eral Injectables  &  Vaccines,  was  being  eroded  by  shrinking  mar- 
gins. In  1993  they  got  into  contract  drug  manufacturing  by 
forming  the  subsidiary  called  King.  They  paid  $5  million  for  a 
former  SmithKline  Beecham  plant  in  Bristol,  Tenn.  and  started 
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Under  the  aegis  of  brother  Joe,  who  is  vice  chairman,  King 
moved  quickly  to  revive  Altace.  It  quadrupled,  to  600,  the  num- 
ber of  sales  reps  promoting  /\ltace.  For  more  marketing  muscle, 
it  teamed  up  in  2000  with  Wyeth,  which  brought  an  additional 
sales  force  of  1,000.  In  exchange.  King  splits  revenue  with  Wyeth. 

Last  year  King  purchased  four  drugs  from  Bristol-Myers  for 
$287  million.  But  the  deal  was  costly.  King  paid  four  times  rev- 
enues, edging  out  more  than  15  bidders.  Though  King  was 
mainly  interested  in  the  beta-blocker  Corzide,  it  was  forced  to 
take  another  beta-blocker,  Corgard,  which  faces  generic  compe- 
tition. A  third  drug,  the  corticosteroid  Florinef,  went  generic 
soon  after  King  bought  it.  "King  paid  a  little  bit  much,"  says 
Peter  Crowley,  head  of  health  care  banking  at  CIBC  World  Mar- 
kets. As  the  tide  shifts  in  favor  of  generic  drugs,  Altace  could 
come  under  fire.  Sbcty  2.5-milligram  tablets  of  Altace  cost  $65. 
You  can  get  the  generic  lisinopril  for  $25. 

King  is  banking  on  continued  consolidation  in  the  drug 
industry  to  create  more  buying  opportunities.  But  its  chief  rivals 
have  moved  on.  Forest  Labs,  which  once  sold  only  generic  drugs 
or  cast-offs,  now  generates  98%  of  its  $1.6  billion  in  revenue 
hom  its  own  pipeline.  Forest's  market  cap  is  more  than  three 
time  King's.  Medicis  also  has  a  diversified  strategy.  "Innovation 
is  key  [Buying]  is  a  great  way  to  start  a  company,  but  a  research 
strategy  is  the  only  durable  strategy,"  says  Medicis  chairman 
Jonah  Shacknai.  "Mergers  will  present  more  opportunities,  but 
maybe  not  as  interesting."  It  might  be  time  for  the  Gregorys  to 
put  a  little  more  laith  in  R&D.  F 
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AEROSPACE 


IN  THE  SLEEPY  TOWN  OF  KERRVILLE,  TEX.,  50  MILES  NORTHWEST  of 
San  Antonio,  an  idled  airplane  factory  is  starting  to  stir.  In  its 
heyday  in  the  1970s  the  300,000-square-foot  plant,  owned  by 
Mooney  Aerospace  Group,  produced  760  piston-powered,  sin- 
gle-engine planes  a  year.  A  Mooney  plane  was  a  mark  of  lux- 
ury— owners  include  billionaire  New  York  Mayor  Michael 
Bloomberg  and  Whoopi  Goldberg.  But  Mooney  stalled  and  was 
sold  out  of  bankruptcy  in  April  to  a  firm  based  in  Long  Beach,  Calif 
The  new  Mooney  has  big  plans  for  the  small-aircraft  industry  (planes 
with  four  to  eight  seats).  It  also  has  a  lot  of  baggage. 

The  California  headquarters  comes  from  a  plane  wreck  known  as 
Advanced  Aerodynamics  &  Structures.  AASI,  until  last  year  run  by  an 
eccentric  engineer  from  Caltech  named  Carl  Chen,  tried  to  develop  an 
ultrafast,  six-passenger  turboprop — called  the  Jetcruzer — that  would 
sell  for  $1.6  million,  about  half  the  price  of  a  similar  plane.  The  result 
was  a  noisy,  overweight  beast  with  a  shifting  center  of  gravity.  Between 
1996  (when  AASI  went  public)  and  2001,  Chen  torched  some  $70  mil- 
lion in  seed  capital  and  didn't  deliver  a  single  plane. 

AASI  ousted  Chen  in  January  and  hired  five  veterans  of  the  airplane 
manufacturing  industry  to  bring  the  firm  back  to  life.  The  new  man- 
agers scrapped  Jetcruzer  and  set  their  sights  on  the  sputtering  $1.2  bil- 
lion (sales)  propeller-plane  market.  Their  first  purchase  was  the  assets 
of  Mooney  Aircraft  Corp.,  for  $9  million  in  cash,  notes  and  stock.  Pig- 
gybacking on  the  55-year-old  brand,  AASI  took  the  name  Mooney 
Aerospace  in  July. 

"The  roll-up  [consolidation  of  the  small-aircraft  industry]  has  to 
happen  while  the  economy  is  weak,"  says  Peter  Larson,  Mooney's  chief 
executive  since  August. 

Larson  aims  to  offer  a  full  range  of  piston  and  turboprop  planes 
for  business  owners  who  want  to  go  a  step  up  from  commercial  airline 
travel  but  can't  afford  $4  million  for  a  small  jet.  Mooneys  go  for  about 
$350,000  (see  table,  p.  144).  Larson  figures  the  timing  is  right:  Prop 
plane  sales  took  a  dive  in  the  1980s,  but  since  1994,  when  Congress 
passed  legislation  eliminating  manufacturers'  liabOity  exposure  to  air- 
craft more  than  18  years  old,  shipments  have  grown  at  an  annualized 
16%  clip.  Last  year  2,030  prop  planes  were  sold,  according  to  the  Gen- 
eral Aviation  Manufacturers  Association. 

At  52,  Larson  is  the  youngest  of  the  new  crew  (one  of  the  five  has 
left).  Larson  began  at  General  Dynamics  as  an  engineer  and  rose  to 
chief  financial  officer  of  its  Cessna  division  (now  a  unit  of  Textron). 
Beside  him  are  engineering  chief  Dale  Ruhmel,  67;  plant  manager  Jack 
Jansen,  75;  and  head  counsel  Nelson  Happy,  58,  who  also  minds  the 
books  and  sniffs  out  new  deals.  Ruhmel  spent  43  years  designing  some 
30  airplanes  for  GD,  Douglass  and  Falcon,  among  others,  while  Jansen, 
a  wisecracking  taskmaster  with  a  suspicion  of  pressed  shirts  and  ties, 
has  logged  55  years,  20  of  those  at  Cessna  and  1 5  at  Piper. 

They'll  need  that  experience  to  make  the  new  Mooney  work.  Com- 


le  new  crew  at  Mooney  Aerospace  want  to  be  top  guns 
making  propeller  airplanes.  First  they  have  to  sell  some. 


BY  BRETT  NELSON 
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AEROSPACE 


ProD  Wars 

Plane 

Total  seats^ 

Top  cruise  speed 

Range' 

Body  type 

Base  cost^ 

Competition  is  stiff  in 

1.  Mooney  Ovation  2 

4 

220mph 

1,378  miles 

aluminum  &  steel 

$355,000 

the  small-aircraft 

2.  Cirrus  SR22 

4 

208 

856 

fiberglass 

289,400 

business.  Look  for 
Raytheon  Aircraft  and 
Piper  to  sell  assets. 

3.  Cessna  Skylane  182 

4 

161 

744 

aluminum 

271,000 

4.  New  Piper  Saratoga  HP 

6 

191 

476 

aluminum 

448,500 

Here's  what  Mooney 

5.  Raytheon  Bonanza  A36 

6 

200 

606 

aluminum 

649,740 

is  selling  against. 

ilncluding  pilot's.  ^  With  seats  full.  ^Includes  equipment  appropriate  for  instrument  flying. 

Sources:  Business  &.  Commercial  Aviation.     M 

petition  is  fierce — from  other  manufacturers,  airplane  charter 
companies  and,  in  the  last  few  years,  from  outfits  that  sell  time- 
shares  on  jets.  A  lot  of  big  names  are  hurting,  including 
Raytheon  and  Piper.  "It's  very  tough  to  make  a  buck  in  this  busi- 
ness," says  Paul  Bertorelli,  editor  of  Aviation  Consumer,  an 
industry  newsletter. 

The  challenges  begin  with  the  labor-intensive  manufacturing 
process  (it  takes  up  to  6,000  worker-hours  to  build  a  prop  plane, 
versus  20  to  assemble  a  car).  But  at  least  Mooney  has  cheap  over- 
head and  gobs  of  raw  capacity.  It  leases  that  big  plant  in  Kerrville 
for  a  mere  $1,500  a  month.  Unlike  Wichita,  Kans.,  the  small- 
plane  capital  of  the  U.S.,  Kerrville  has  no  union  to  wrangle  with 
and  no  rivals  to  battle  for  the  best  workers.  Mooney  employees 
earn  $15  an  hour,  versus  $26  in  Wichita.  Larson  plans  to  produce 
100  Mooneys  a  year.  That  leaves  enough  space  and  tools  to  make 
650  more  planes  without  investing  a  lot  of  new  capital. 

But  first  Jansen  has  to  rev  up  that  factory,  which  for  months 
had  ui'!\  '  ,  making  spare  parts  for  the  10,000  existing 
Mooneys  -  ; '..-  -r^ved,  he  found  plenty  of  parts  that  didn't 
line  up  pro] .  >lv,  adding  hours  of  extra  adjustment. 

Pieces  of  the  so  out  of  whack,  says  Jansen,  that 

the  surrounding,  .3  -addle  en  a  sow."  He  has  since 

retooled  the  fixtures  loi  i  -ig  luselages  and  landing  gear.  He 
also  scaled  do\vn  the  ust  o  ;  .4  million  computer  .system  "that 
could  run  Boeing"  bui  denu  :'d  too  much  time  i.oving  in  data. 
Jansen  says  he  will  keep  cutting  at  imtii  he  flips  die  ratio  of  pro- 
duction to  administrative  staff,  now  about  l-to-2. 
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Jansen  claims  he  clocks  a  decent  3,400  worker-hours  to  built 
each  four-seat  Ovation  2.  Raytheon  burns  about  6,000  hour 
cranking  out  a  six-seat  Beech  Bonanza,  but  Cirrus  Design 
Mooney's  toughest  competitor,  needs  just  1,900  hours  to  mok 
its  all-fiberglass  four-seat  SR22.  Larson  cut  more  costs  by  ditch 
ing  his  dealers,  who  wanted  20%  discounts.  Selling  direct  (a 
Cirrus  does)  through  small  offices  in  New  England,  Florida 
Detroit  and  Long  Beach  has  lowered  Larson's  marketing  cost 
as  a  percentage  of  sales  from  25%  to  9%.  All  that  cutting  let  Lar 
son  chop  the  price  of  the  Ovation  by  20%,  to  $355,000 — stii 
$60,000  more  than  the  comparable  Cirrus  SR22. 

Next  acquisition?  The  propeller  side  of  Raytheon's  aircral 
unit — about  $500  million  in  sales — is  a  drag  on  the  $17  billio; 
defense  contractor's  earnings.  Its  Beech  Bonanza  and  twin-engin 
Baron  lines  might  fit  in  Kerrville.  Rumors  of  a  sale  are  swirling,  bi 
unless  Mooney  can  restructure  its  debt,  raising  money  for  a  de; 
could  be  tricky. 

To  stay  alive,  Mooney  resorted  to  issuing  "toxic"  convert 
ible  debentures  (FORBES,  June  10).  The  converts  carry  a  $10. 
million  face  value  and  convert  to  common  stock  at  an  averag 
20%  discount  to  whatever  the  share  price  happens  to  be  whe 
the  holders  choose  to  exchange  their  securities.  With  shares  i 
a  recent  10  cents  apiece,  the  bondholders  would  be  entitled  t 
135  million  shares,  or  66%  of  the  company,  if  they  converte 
today.  The  kinky  financing  and  Mooney's  slow  sales  (thre 
planes  since  July)  are  keeping  the  stock  from  getting  airborn 
at  the  moment.  I 


ELESS  DRIVING 


bhere  money  in 
/ireless  broadband 
3r  cars?  Automakers, 
ig  carriers  and  hardy 
inovators  are  intent 
n  finding  out. 

y  GHANA  R.  SCHOEHBfcBOEF: 


CARS  CAN  BE  A  BIT  PROSAIC,  SO 
Volvo  has  taken  to  selling 
computers.  At  the  Ford  Motor 
unit's  headquarters,  near 
Gothenburg,  Sweden,  engineers  are 
tweaking  their  new  On  Call  system,  a 
dashboard  screen  that  displays  maps  in 
conjunction  with  a  24-hour  call  center, 
available  for  further  driving  directions, 
concierge  services  or  emergency  911  noti- 
fication. For  those  prone  to  locking  keys 
in  the  car,  the  center  can  also  open  it  up 
remotely.  Future  versions  may  let  the 


Niklas  Wahlberg  heads  Volvo's 
push  to  hook  drivers  on  new 
wireless  services  in  their  cars. 

driver  activate  the  whole  show, 
engine  and  all,  using  a  Web- 
enabled  phone  or  palm-held 
computer. 

This   is   the   automotive 
industry's  stab  at  the  Holy 
Grail  of  3G  telecom  technol- 
ogy, the  broadband  future  that 
so  far  has  been  a  snore  in  cel- 
lular phones  just  about  every- 
where but  Japan  and  South 
Korea.  Over  the  last  15  years, 
automakers  and  their  big 
suppliers  have  taken  a  $3  bil- 
lion gamble — much  of  it 
placed    in    the    so-called 
Telematics  Valley  around 
Gothenburg — that  the  deep 
human  need  for  connection 
will  create  a  new  profit  cen- 
ter for  a  car  industry  that  is 
not  at  the  moment  very 
profitable. 

Already,  of  course,  you 
can  get  global  positioning 
data.  The  first  such  offer- 
ing. General  Motors'  On- 
Star,  launched  in   1996. 
OnStar's  service  starts  at 
$  1 99  a  year  for  basic  maps 
and  emergency  notifica- 
tion and  goes  up  to  $799 
for  help  finding  a  hotel  or 
haberdasher.  The  system 
comes  in  44  GM  models, 
as  well  as  several  other 
makes,  and  claims  2  mil- 
lion subscribers,  with 
5,000  new  sign-ups  daily. 

The  dreamers  in  Gothenburg  think 
that's  only  the  start.  "In  the  future,  car 
companies  will  be  software  companies," 
says  Niklas  Wahlberg,  who  heads  the 
telematics  group  for  Volvo  Cars'  luxury 
division,  whose  research  center,  opened  in 
June,  is  the  Valley's  anchor.  For  automak- 
ers, the  payoff  is  not  just  in  selling  high- 
markup  options  but  in  gaining  the  loyalty 
of  customers  who  might  otherwise  be 
easily  lost  come  trade-in  time. 

Envisioned  are  features  like  a  remote 
demobilizer,  essentially  the  reverse  of  the 
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Retirement  Plannin 

More  Than  Just  Saving  And  Investing 


M 


ention  "retirement  planning"  and  most 
people  think  about  their  401(k)s,  IRAs 
or  mutual  funds.  Keep  saving,  invest 
those  savings  wisely,  get  to  age  65  and  voila! 
You're  set  for  retirement. 

Maybe.  But  what  if  things  don't  work  out 
exactly  the  way  you  planned.?  "What  if  you  die 
prematurely  or  become  disabled.?  What  will  hap- 
pen to  those  people  in  your  life,  especially  your 
spouse,  who  may  be  depending  on  your  retire- 
ment savings  to  help  support  them  well  into  old 
age.?"  says  Allan  Hancock,  CLU,  ChFC,  AEP,  chief 
executive  officer  of  the  Hancock  Group  in 
Altoona,  Pa.  "A  retirement  plan  without  insur- 
ance is  just  a  savings  and  investment  program 
that  dies  or  becomes  disabled  when  you  do." 

Below  are  four  ways  insurance  can  help  you 
meet  important  retirement  planning  objectives: 

Prevent  Your  Retirement  Plans  From 
Dying  When  You  Do 

If  you  die  before  retirement,  your  survivors  would  miss 
out  on  both  your  salary  for  living  expenses  and  the  money 
you  were  setting  aside  for  the  future.  "People  who  die 
prematurely  haven't  had  as  much  time  to  put  together  an 
investment  program  that  can  really  pay  off,"  Hancock  says. 
"If  you  have  sufficient  life  insurance,  it  can  help  pay  your 
family's  expenses  and  may  still  be  there  for  your  spouse's 
retirement." 


Protect  Your  Ability  To  Save  For  Retirement 

If  you  become  too  sick  or  injured  to  work,  dil 
income  insurance  can  help  you  meet  daily  living  e; 
—  and  more.  "In  addition  to  helping  you  stay  self) 
disability  income  insurance  can  allow  you  to  keep 
regular  deposits  into  your  retirement  savings  ac| 
says  Hancock. 

Supplement  Your  Retirement  Income 

Suppose  your  circumstances  change  and  you  n(| 
have  anyone  who  would  need  the  proceeds  of  a  dec 
efit.  With  a  permanent  life  insurance  contract,  you  1 1 
flexibility  to  surrender  the  policy  and  supplemei 
retirement  income  with  the  funds  that  have  accui| 
in  the  policy's  cash  value  account. 

Preserve  Your  Estate  Assets  For  Your  Survive  | 

If  you've  accumulated  a  large  estate,  life  in; 
can  help  foot  the  estate  tax  bill  from  Uncle  Sam,  pn 
assets  for  your  heirs.  Or,  if  your  estate  is  more  mo( 
insurance  can  provide  a  legacy  for  your  childi 
grandchildren  even  if  you  use  up  most  of  your  ass 
ing  your  retirement  years. 
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For  more  information,  contact  an  insurance  or  financial  a 
visit  LIFE'S  Web  site  at  www.life-line.org,  or  call  888-LIFE-77 
free  Consumer's  Guide  to  Insurance. 

O  2002  LIFE  AND  HEALTH  INSURANCE  FOUNDATION  FOR  EDUCATION 


IFE  INSURANCE  ISN'T 
OR  THE  PEOPLE  WHO  DIE 
r'S  EOR  THE  PEOPLE  | 
VHO  LIVE. 


le  Reymore  Chevrolet  dealer  '  '  ^  ' 
en  run  by  three  generations  of  tEe 
,uise  family.  Brian  House  was  just  28 
len  his  father  s  sudden  death  from  a 
art  attack  left  him  in  charge  of  the 


npan)'. 

ian,  his  sister  Cheryl  and  his  mom    j- 
incy  were  grief  stricken.  Brians  dao^ 
d  understood  that  life  insurance  woukl 


here  to  provide  for  his 
fes  financial  future  and  ensured  a 
looth  transition  as  Brian  assumed  ^ 
y-to-day  running  of  tfcjbsiness. 
da\ ,  Reymore  Chevrolet  i$  thriving, 
ian  is  vice  president,  his  sister  is  top 
Icsperson  and  their  mom  works  in^ 
alership  as  president 


ian's  story  proves  the  value  and  impor- 
ice  of  life  insurance.  So  talk  to  a  lile 
>urance  agent  or  other  financial  advisor 
d  find  out  about  creating  a  plan  8| 
<:es  care  oi  the  people  you  loye.anc 
ings  )ou  care  about.  Because,  Without 
uiaiKC,  a  fimmcial  plan  is  fust  a  savings , 
d  invv.s(mrn(  program  thai  dies  with  y% 
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ignition  option  favored  by  Batman  in  his 
comic  vehicle.  The  demobiUzer  would 
thw^art  a  carjacker  or  other  thief,  and  in 
the  process  delight  insurers.  Volvo  also 
wants  to  use  GPS  to  help  locate  a  car  in  a 
parking  lot  or  garage  using  a  cell  phone, 
or  to  direct  drivers  to  the  nearest  avail- 
able parking. 

"There's  a  lot  of  issues  around  this, 
how  you  handle  the  safety  and  security, 
how  you  shouldn't  disturb  the  driver 
while  he's  driving,  and  the  liabOity  issues, 
but  the  technology  we've  been  working 
with  for  quite  some  time,"  says  Kent  Eric 
Lang,  managing  director  of  Mecel,  Delphi 
Automotive's  car-parts  operation  in 
Gothenburg. 

Today  hardware  for  wireless  commu- 
nication in  vehicles,  avail- 
able in  7%  of  new  cars 
worldwide,  is  a  $4  billion 
market.  As  economies  lan- 
guish and  the  blush  of  first 
adoption  wears  off,  the 
market  is  expected  to  stall 
until  2004.  Then  it  will 
pick  up,  says  research  firm 
GartnerG2,  projecting  that 
the  majority  of  new  cars 
will  come  with  wireless 
hardware  by  2012.  So  in 
labs  around  Gothenburg, 
companies  like  Volvo, 
Mitsubishi  Electric,  Mecel 
and  Mecel's  Stockholm- 
based  rival,  Autoliv,  are 
trying  out  hardware 
and  software  not  only  to 
allow  familiar  forms  of 
data  communication  but  also  to  permit  a 
base  station  to  monitor  the  mechanical 
state  of  the  vehicle. 

OnStar  can  already  detect  if  a  car's 
i'owei  train  is  having  trouble  but  can't 
say  I  v<  ■  ■  what's  wrong  with  it.  Natu- 
rally, .  '  '-.out  Big  Brother  could 
crop  uj'  business  if  you  use 
water  ini  1 .  i  ,tead  > ;  f  antifreeze? 
But  it  would  sure  !:  1 ,  >  I-  't-rtedtoa 
loose  fan  belt  or  ,i  i;;. : 

In  any  case,  we're  a  u 

that.  One  big  reason  isthji  ;>.iciiaacs  is 
reliant  on  teK  Mm.  And  telecom  is  .so 
depressed  thai  ^.,  s  have  drastically 
slowed  in  vest  men  I  iiperfast  3G 
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sign-up  figures,  but  other 
consumer  tech  services 
are  roundly  beating  it. 


Customers 
signing  up  daily  with 
Verizon  Wireless,  gross 

Q|UUll  Customers 
signing  up  every  day 
with  Verizon  Wireless, 
net. 

20,833  New 

accounts  created  daily 
on  Microsoft's  Hotmail 
e-mail  service,  gross. 

Sources:  Microsoft:  HSBC  Securities. 


networks  involved  here.  "Without  3G,  it 
limits  the  services' that  can  be  sold,  so 
that  there's  no  money  in  it,"  says  Gun- 
nar  Strom,  senior  project  manager  for 
telematics  at  the  Caran  Total  Design 
Center  of  Volvo  supplier  WM-Data,  in. 
Gothenburg. 

Carmakers  nonetheless  hope  the  sys- 
tems will  one  day  be  as  standard  as  car 
radios.  In  a  gadget-crazy  country  like 
Japan,  screens  for  navigation  and  traffic 
information  are  wildly  popular  now.  And 
there  are  those  impressive  sales  totals  for 
early  U.S.  versions  like  OnStar. 

Yet  dig  a  little  deeper  and  it  isn't  clear 
consumers  outside  Japan  are 
panting  for  more  electronic  gear.  OnStar 
is  sold  as  part  of  a  high-end  options 
package  and  the  first 
year's  subscription  fee  is 
typically  thrown  in.  GM 
won't  say  how  many  re- 
up  after  that,  but  Gart- 
nerG2  estimates  it's  just 
20%  to  30%. 

Volvo  is  launching  the 
On  Call  service  in  Sweden 
this  year  in  four  models, 
with  plans  to  expand 
across  Europe  and  into 
the  U.S.  But  parent  Ford 
has  balked  on  a  separate, 
deeper  telematics  venture. 
In  2000  it  announced  a 
joint  venture  with  Qual- 
comm  to  provide  in-car 
services  entailing  news, 
entertainment  and,  for  the 
truly  paranoid,  a  valet 
lock,  which  would  let  drivers  program 
valet-parked  cars  not  to  move  more  than, 
say,  500  feet  from  a  restaurant.  The  ser- 
vice, called  Wingcast,  had  lined  up  cus- 
tomers like  Nissan,  which  was  planning  to 
put  it  in  some  2003  Infiniti  models.  This 
June,  however.  Ford,  which  owned  85% 
of  the  $167  million  venture,  withdrew  its 
funding,  saying  it  no  longer  wanted  to 
own  its  own  telematics  provider.  Wing- 
cast  dissolved. 

"There  are  big  problems  yet  with  how 
this  stuff  is  going  to  integrate  with  the 
nuiinstream,"  says  John  S.  Niles,  presi- 
de't  of  Seattle  consulting  firm  Global 
'!>  Icmatics. 


Don't  tell  the  techies  in  Gothenburg 
though.  Ultimately  they  see  getting  arounc 
automakers'  years-long  model-develop- 
ment cycles  by  letting  motorists  upgrade 
performance  through  software  down! 
loads.  If,  today,  22%  of  the  value  of  a  car  ijl 
in  its  electronics,  according  to  Allied  Busi-{ 
ness  Intelligence,  a  market  research  firni 
in  Oyster  Bay,  N.Y.,  why  wait  for  neV 
hardware?  The  upgrades  can  even  be  tem- 
porary.  Systems  engineers  at  Mecel  an 
building  a  wireless  link  that,  in  om 
prospective  application,  could  rent  extr; 
power — through  a  hyperefficient  enginr 
setting — to  get  a  city  car  over  the  Alps 

Any  time  you  let  wireless  command* 
into  a  moving  vehicle,  bad  things  car 
happen,  and  that  is  something  the  dream 
ers  must  confront,  too.  Hackers  conceiv 
ably  could  make  millions  of  car  brake 
fail  simultaneously.  Firewalls  for  car 
could  be  the  answer. 

For  now,  the  most  promising  tele 
matics  applications  may  simply  be  comi 
munications  for  specialized-use  vehicle' 
a  salesman  in  need  of  frequent  dat 
exchanges  with  the  home  office,  o 
mobile  service  providers.  At  the  Swedis 
Interactive  Institute  engineers  hitched 
two-week  ride  in  a  road-maintenanc 
truck,  designing  a  system  for  easier  an 
more  accurate  reporting  of  neede 
repair  work.  "Notes"  entered  by  roac 
workers  into  microphone-aided  Hanc 
helds  are  attached  to  a  GPS  reading  of  th 
car's  position,  allowing  the  highwa 
agency  to  pinpoint  problems  across  th 
system. 

Other  teams  are  looking  into  loc; 
tion-based  games  for  kids  to  play  in  tf 
backseat  and  a  Web  site  for  motorcyclis 
to  find  one  another  using  GPS.  Or 
wacky  project  at  the  lab  would  let  drive 
eavesdrop  on  the  music  playing  i 
nearby  cars. 

But  until  the  telecom  debacle  is  ov( 
few  companies  will  be  able  to  sell  ge^ 
whiz  services,  even  if  they  do  determii 
how  to  make  them  pay.  "Telematics  is 
1999  phenomenon,"  says  Bo  Dahlbor 
who  oversees  the  Swedish  Research  Insl 
tute  for  Information  Technology,  reca 
ing  the  tech's  heyday.  "When  teleco 
takes  off  again,  telematics  services  w 
become  hot  and  interesting." 
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ConocoPhillips 


A  company  committed  to 


using  our  pioneering  spirit 


to  responsibly  deliver 


energy  to  the  world. 


With  a  passion  for  innovation  and  a  connnnitment  to  performance,  we've  created 
a  new  energy  company.  An  energy  company  ready  to  meet  the  challenges  of 
the  future.  A  company  with  the  ability  to  not  only  come  up  with  big  ideas,  but 
the  ability  to  make  them  work.  To  find  out  more,  log  on  to  conocophillips.com, 
or    look    for    our    new    symbol    COP    on    the    New  York    Stock    Exchange. 


conocophillips.com 
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Risky  Business 

As  a  financier  of  last  resort  to  the  health  care  industry,  National  Century 
Financial  Enterprises  has  made  its  owners  rich,  but  not  without  controversy. 


BY  SETH  LUBOVE 


THE  BUCOLIC  BURG  OF  DUBLI> 
Ohio  is  headquarters  for  Wendy 
International,   the   hamburge 
chain,  and  for  another  firm,  lei 
well  known  but  far  more  controversia 
National  Century  Financial  Enterprise 
This  1 1  -year-old  outfit  has  become  tl: 
nation's  largest  purchaser  of  hospita 
physician  and  other  health  care  recei^ 
ables.  NCFE  buys  the  paper,  then  poo 
and  sells  it  in  the  form  of  asset-backe 
securities  to  institutional  investors.  NCI 
boasts  of  purchasing  $15  billion  in  recer 
ables  since  its  founding,  and,  with  he. 
from  Credit  Suisse  First  Boston,  securiti 
ing  $6  billion  of  them  on  Wall  Street.  Tl 
bonds  end  up  in  the  portfolios  of  tl 
esteemed  Pimco  funds,  Fremont  Mutu 
Funds  and  UBS  PaineWebber's  fund  fan 
Uy,  among  other  places. 

Although  the  complexity  of  the  bu; 
ness  and  uncertainty  of  payment  on  tl 
receivables  has  humbled  more  than  oi 
competitor,  it's  been  hugely  successful  f 
NCFE  and  its  bearded  cofounder  and  ch 
executive.  Lance  Poulsen,  59.  The  pi 
vately  held  company  posted  revenue  1; 
year  of  $307  million.  Poulsen  claims 
net  income  is  "in  excess  of  $40  millio 
and  lets  on  that  this  figure  has  more  th 
doubled  over  the  last  two  years. 

"We  view  this  industry  as  a  little  1 
risky,  but  the  risks  are  predictable  a 
something  we  can  manage,"  says  Pouls( 
who  credits  the  firm's  success  to  its  abil 
to  monitor  and  predict  the  payment 
every  receivable,  patient  by  patie 
"We  provide  a  very  much-needed  sec 
of  finance." 

But  unlike  its  folksy  corporate  neij 
bor  in  Dublin,  NCFE  has  become  a  lig 
ning  rod  for  controversy.  The  compj 
has  been  the  target  of  several  lawsuits  a 


150      I     ()    R    H    K    S   •    (ktot 


C  L  #  I  E  N  T 


C  L  I  #  E  N 


•^ 


O  lO 
C    nt 

£   CM 

-•  o 
m  o 

-  S 

O  c 

Q-2 

o  g 
c    Q- 

03     O 

«  o 

i2  w 

1^ 
-5  C/3 
w  — 
a;  _) 

?  w 

—  o 

.  o 

o  ro 

8@ 

2  (D 

CD    CO 

3  E 

CO   "O 

£  c 
O  * 

Q  a^ 

u-  B 

<o  £ 

i:  ^ 

m  "^ 
O  ■:«: 
C2-  5 

®    cc 

O  -Q 


When  it  comes  to  wealth  management, 
one  company  has  unparalleled  focus. 

To  serve  the  affluent  investor  with  a  maximum  level  of  attention,  without  the  distractions 
of  other  business,  such  as  investment  banking.  At  U.S.  Trust,  we  call  it  true  wealth  management  - 
the  kind  that  dedicates  the  time  and  the  right  people  to  deliver  personalized  solutions  for 
every  client. 

Of  course,  focus  is  valuable  only  when  accompanied  by  expertise.  Every  day,  our  leading 
experts  in  tax  planning,  estate  planning,  and  private  banking  work  in  concert  with  our  portfolio 
managers,  as  well  as  your  personal  advisors,  exploring  alternatives.  Because  wealth  management 
is  much  more  than  textbook  solutions  -  it's  about  finding  appropriate  and  tax-intelligent  solutions. 

Our  focus  helps  clients  achieve  their  objectives.  Objectives  as  unique  as  our  clients  themselves, 
who  include  heads  of  some  of  America's  largest  corporations  and  owners  of  successful  businesses. 
Now,  we'd  like  to  focus  on  you,  and  your  unique  needs.  Let's  talk  -  at  1  800  US  TRUST  -  ask  for 
Richard  Foley,  Managing  Director.  Or  visit  us  at  www.ustrust.com. 


U.S.Trust 

The  expert  in  wealth  management'.' 


HEALTH  CARg  FltiliHCltiQ 

allegations  of  fraud,  both  in  court  as  well 
as  in  anonymous  letters  to  the  ratings 
agencies  that  evaluate  the  firm's  bonds. 
Although  it  was  exonerated  of  the  accu- 
sations made  in  the  letters,  several  of 
NCFE's  bonds  were  downgraded  in  July 
by  Fitch,  which  cited  "increasing  levels  of 
defaulted  and  rejected  receivables,"  as 
well  as  Fitch's  "dissatisfaction  with  the 
flow  of  information  between  NCFE  and 
the  rating  agency."  Moody's  is  more  san- 
guine; it  subsequently  affirmed  $2.25  bil- 
lion of  NCFE's  outstanding  issues  after 
the  Fitch  downgrades. 

Fitch,  in  turn,  has  become  an  unwit- 
ting participant  in  a  lawsuit  that  seeks  to 
subpoena  its  analysis  of  an  NCFE- 
financed  deal  that  cratered  amid  allega- 
tions that  NCFE  misrepresented  the  qual- 
ity of  the  receivables  to  Fitch.  Arguing 
that  journalists'  shield  laws  should  pro- 
tect a  collector  of  business  data.  Fitch  is 
fighting  the  subpoena. 

Meanwhile,  in  Baltimore,  NCFE  has 
been  hit  with  a  temporary  restraining 
order  filed  against  it  by  the  local  U.S. 
attorney  that  prevents  the  firm  from  tak- 
ing over  the  Medicare  and  Medicaid 
receivables  of  a  bankrupt  nursing  home. 
In  the  case,  which  was  jointly  filed  by  the 
feds  and  the  state  of  Maryland,  NCFE  is 
accused  of  taking  over  the  nursing 
home's  receivables  in  a  factoring  deal,  but 
then  not  advancing  enough  money  for 
the  nursing  home  to  maintain  operations. 

Poulsen  shrugs  at  the  legal  and  finan- 
cial scrapes  as  the  price  he  pays  for  suc- 
cess in  a  tough  business.  "You  become  a 
target,"  he  says  from  his  Port  Charlotte, 
Fla.  branch  office.  "No  question  we're  a 
deep  pocket.  We're  a  financial  institution 
and  also  in  an  industry  that  is  not  ail  kissy 
fr/:.'.  Our  customers  love  us,  but  our  com- 
petiHon  hates  us  with  a  passion." 

As  for  the  I'altimore  case,  Poulsen 
"a  young  lady  who  is  a  D.A. 
'''  :■  absolutely  right.  We're 
'~    ire,  not  to  hurt.  In 


blai;..,; 
who  till 

there  to  ;  :- 

this  case  f' 
where  patK 
on  the  streoi 
As  a  IcntK 
doesn't  shy  awa) 
its  borrowers  have 
their  own  right,  in 


I'.L'd  a  circumstance 
i  ^  be  thrown  out 

the  company 

■  ■'le.  Several  of 

troversial  in 

'^r.  Steven 


Scott,  who  recently  took  his  PhyAmerica 
Physician  Group  private  in  a  buyout,  after 
borrowing  $256  million  through  NCFE.  In 
return  for  its  loyalty  NCFE  and  Poulsen 
individually  were  dragged  into  a  nasty 
shareholder  lawsuit  in  March  2000  that' 
accused  the  company  of  financing  Scott's 
"self-deahng"  when  Scott  orchestrated 
the  sale  of  assets  to  companies  he  person- 
ally controlled.  The  lawsuit  also  accused 
NCFE  of  "skimming  substantial  amounts 
of  money  from  the  company's  receiv- 
ables," among  other  misdeeds.  The  case 
was  settled  last  year  for  $4.7  million  paid 
to  the  shareholders. 

"That's  one  of  those 
cases  where  you  get  to  be 
plaintiff  attorneys'  meat," 
says  Poulsen.  "I  don't  know 
if  we  are  ever  going  to  get 
rid  of  that.  Fortunately,  the 
justice  system  says  no  mat- 
ter who  you  are,  you  can 
sue  somebody." 

In  between  the  court 
appearances  Poulsen  has 
thrived  in  his  niche,  mak- 
ing himself  and  his  part- 
ners comfortably  wealthy, 
though  in  ways  that  might 
raise  eyebrows  among  tra- 
ditional lenders.  Poulsen, 
his  wife  and  other  com- 
pany executives,  for 
instance,  have  occasionally 
taken  personal  stakes  in 
NCFE's  borrowers.  In  addi- 
tion to  lending  $107  mil- 
lion to  something  called 
Med  Diversified  as  of  the  end  of  last  year, 
NCFE  also  owns  6%  of  the  company,  or  5 
million  shares,  while  Poulsen  personally 
controls  another  109,000  shares  of  pre- 
ferred stock.  Med  Diversified  also 
acquired  a  company  that  was  22%  owned 
by  Donald  Ayers,  an  NCFE  cofounder  and 
Med  Diversified  director. 

Med  Diversified  is  dependent  on 
NCFE  in  more  ways  than  one.  It  derived 
$4  million  in  revenues  in  its  2001  fiscal 
year  !rom  NCFE  for  various  "consulting 
services,"  in  addition  to  being  owed 
another  $4.3  million  in  unpaid  invoices 
from  NCFE.  Another  $2  million  in  rev- 
enues during  tlie  same  period  came  fi-om 
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Although  the  overall 
asset-backed  securities 
market  has  boomed, 
health  care  is  still  tiny. 


E 


Health  care  receivables 
securitized  by  GE 

:^       Capital  in  past  18 

^Kmonths. 

"  Sources;  The  Bond  Market 
Association:  NCFE:  GE  Capital. 


an  outfit  called  Millennium  Flealthca're,  a 
company  owned  "indirectly"  at  the  time 
by  NCFE.  Med  Diversified  fared  badly 
anyway.  It  was  delisted  from  the  Ameri-! 
can  Stock  Exchange  in  July  after  losing 
$605  million  in  the  past  two  fiscal  years! 
on  sales  of  $296  million. 

The  fact  that  NCFE  has  simply  survive4 
is  an  accomplishment.  Amid  much  hype 
and  flattering  press  coverage  (including 
FORBES,  May  6, 1996),  the  Pharmacy  Fund 
attracted  investors  such  as  Prudential 
Securities,  Mutual  of  Omaha  and  druf. 
distributor  AmerisourceBergen  to  build 
network  that  would  front  pharmacist!) 
money  for  their  receivables 
and  then  securitize  thi 
receivables  on  Wall  Street 
By  1997  the  compam 
claimed  that  1 ,500  pharmaij 
cies  were  on  its  system.  I 
collapsed  in  bankruptcy 
in  1998. 

Now  there's  hope  thai 
securitization  behemoth 
GMAC    and    GE    Capital 
which  both  recently  dippa 
their  toes  into  health  car 
receivables  through  acqui 
sitions,  will  finally  brin 
some  muscle  to  the  check 
ered  business.  But  othe 
than  issuing  press  release 
within  days  of  each  othe 
in  June,  neither  compan 
has  made  much  of  a  rippl( 
DVI,  a  publicly  traded  firr 
owned  partly  by  the  bi 
lionaire  Pritzker  family,  h< 
been    securitizing    receivables    as   a 
adjunct  to  a  medical  financing  busines 
but  it  is  a  distant  number  two  to  NCFE 
Adding  to  the  uncertainty,  new  feder 
rules  could  prohibit  the  transferring  ( 
medical  receivables  on  privacy  ground 
an  unintended  consequence  that  woul 
bring  the  securitization  of  the  receivabl 
to  a  near  halt  if  the  rules  stand. 

"The  industry  needs  somebody  with 
stronger  reputation  to  come  to  the  for 
front  than  what's  there  right  now 
laments  Michael  Lane,  a  veteran  of  heal 
care  receivables  securitization  who  wor 
for  American  Express'  tax  and  busine 
services  division  in  Chicago. 


utstanding  ABS  as  of 
second  quarter  2002. 

Total 
receivables  securitized 
by  NCFE. 


I 
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Who  else  gets  you  to  yotif" 
Mexico  on  time?  Who  else  h„ 
title  of  the  most  punctual  airline  from 
the  U.S.  to  Mexico  for  the  fast  13  years* 
(based  on  official  airline  records  and 
■ite|ravel  Consumer  Reports)?  Who  else 
he  people  of  AeroMexico, 

Ik 


»  AEROMEXICO 

\Nho  else? 

1-800-AEROMEX       www.aeromexico.com , 


CiDS&t  ikdi^  &\ 


^'■,*^'-p?«?^ 


ised  on  an  on-time  arrival'id! 
major  U.S.  carriers,  as  pubt 


on  of  AeroMexico's  systerriviiJide  operation,  derived  from  internal  company  records,  and  the  systemwide  operations  of 
»&t's  Air  Travel  Consumers'  Records,  from.bctober  1989  to  May  2002. 


Dethronin 


The  legend  of  Sir  Anthony  O'Reilly  was  built  on  his  leac 
of  HJ.  Heinz.  How  has  he  done  with  his  own  money? 


THESE  DAYS  ANTHONY  J.F.  O'REILLY'S  POINT  OF  SELF-REFER- 

ence  seems  to  be  a  fawning  authorized  biography 
called  The  Player.  He  thumbs  through  the  book  for  a 
reporter  who  is  visiting  his  28-room  mansion,  built 
circa  1 720,  in  Kilcullen,  Ireland.  The  pictures  show  a 
handsome  23-year-old  winning  at  rugby;  promoting 
Kerrygold,  a  national  brand  of  butter,  when  he  headed 
Ireland's  dairy  board;  and  in  his  official  curriculum 
vitae,  being  knighted  in  2001  by  Queen  Elizabeth  for 
advancing  peace  in  Northern  Ireland.  The  Emerald 
Isle's  richest  man,  the  c.v.  asserts,  is  "one  of  the  world's 
premier  business  leaders." 

He  is,  after  all,  the  onetime  chief  executive  of  H.J. 
Heinz  Co.,  who  presided  over  a  market  cap  that  rose 
from  $900  million  to  $15  billion  during  his  tenure  (1979 
to  1998).  O'Reilly,  now  66,  led  Heinz  into  17  new  mar- 
kets, nearly  quintupling  overseas  sales  to  $4.6  billion. 

So  how  does  he  handle  his  own  investments?  Not 
quite  as  deftly  A  tally  of  just  his  public  holdings — a 
curious  assortment  of  media,  luxury  goods  and  min- 
ing, as  well  a.s  i  ?  'r/  shares — shows  losses  of  nearly 
$924  mill'.  ■  . 


1998,  a  54'     . 
for  the  S&P  ni, . 
about  his  battorn 
mock  incredulity, 
times  niiike  good  v 


billion  market  value  since 

'Miipares  with  a  16%  drop 

--  .me  period.  When  asked 

"Reilly  responds  with 

exclaims.  "Tough 

I'etter." 


He  would  probably  aj^piv  that  old  chestnut  to  peo- 


BY  DYAN  MACHAN 

pie,  as  well.  To  appreciate  how  O'Reilly  shaped  his 
companies,  beginning  in  the  early  1970s,  it  helps  to 
understand  the  forces  that  shaped  the  man.  Despite  the 
fact  that  he  is  a  resident  of  the  Bahamas  presumably  to 
avoid  paying  taxes  to  Dublin,  O'Reilly  is  fiercely  Irish 
and  has  carried  the  weight  of  all  that  implies  since  the 
days  when  Ireland  was  still  the  poor  man  of  Europe. 
Add  to  that  his  discovery  at  age  15  that  he  was  born  out 
of  wedlock  to  a  father  who  was  already  married — his 
biological  parents  finally  wed  when  O'Reilly  was  38 — 
and  you've  got  the  makings  of  someone  with  a  more 
than  average  need  to  prove  himself. 

His  first  public  victories  were  on  the  rugby  field, 
where  he  held  a  scoring  record  and  became  an  interna- 
tional star.  He  distinguished  himself  on  campus,  as 
well,  earning  an  honors  degree  in  civil  law  from  Uni- 
versity College  Dublin  and  a  doctorate  in  agricultural 
marketing  from  the  University  of  Bradford  in  England. 
After  his  stint  pushing  butter  exports,  O'Reilly  joined 
Heinz  in  1969  as  a  managing  director  in  London. 
Within  three  years  he  was  called  back  to  Pittsburgh 
headquarters  to  head  up  Heinz  in  North  America  and 
the  Pacific,  and  in  1979  became  the  first  non-Heinz 
family  member  to  lead  the  company. 

Along  the  way  he  pursued  personal  investments.  He 
acquired  companies,  beginning  with  the  Dublin-based 
Indeiciident,  a  leading  Irish  newspaper,  in  1973.  That 
emj  iie,  now  known  as  Independent  News  &  Media 
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SIR  ANTHONY  O'REtttY 


Pic,  grew  to  include  more  than  200  titles — including  London's 
highly  regarded  Independent  and  papers  throughout  the  U.K., 
South  Africa,  Australia  and  New  Zealand.  "\'Vhat  shaped  his  col- 
lection of  investments  as  much  as  any  factor  was  his  belief  that 
the  Irish  could  succeed  anyplace  in  the  world,"  says  D.  Edward 
(Ted)  Smyth,  a  senior  vice  president  at  Heinz  and  a  longtime  friend 
of  O'Reilly's.  The  ink-and-paper  business  also  gave  him  a  chance 
to  hobnob  with  the  Tony  Blairs  and  Nelson  Mandelas  of  the  world. 

Public  investors  haven't  fared  as  well.  Independent  shares 
were  recendy  trading  in  London  at  SL45,  down  from  $5.50  two 
years  ago.  Last  year  the  company  made  just  $3. 1  million  on  rev- 
enue of  $1.3  billion.  One  excuse  is  that  London's  Independent 
gets  brutal  competition  from  papers  owned  by  Rupert  Mur- 
doch, Conrad  Black  and  Scott  Trust,  all  of  whom  have  deeper 
pockets  than  O'Reilly. 

Then  there  is  Independent  News'  mounting  pQe  of  debt — 
$1.4  billion,  1.7  times  the  market  value  of  the  common.  One  con- 
tributing factor  is  O'Reilly's  purchase  in  2000  of  Northern  Ire- 
land's Belfast  Telegraph  for  $487  million.  The  idea  was  to  finance 
the  acquisition  with  the  sale  of  the  Independent's  50%  stake  in 
the  Irish  cable  company  Chorus  Communications.  But  when  that 
fell  through,  O'Reilly  bought  the  paper  any- 
way. The  company's  interest  bill  was  $101  mil- 
lion a  year;  its  operating  income  (net  before 
depreciation,  dividends,  interest  and  taxes) 
was  only  $136  million.  "This  explains  the 
group's  relatively  weak  ability  to  generate  suf- 
ficient cash  flow  to  materially  pay  down  debt,"  it 
according  to  Merrion  Capital,  the  Dublin- 
based  investment  house.  Donal  Buggy,  Inde- 
pendent's chief  financial  officer,  responds  that 
operating  and  debt-service  costs  are  down 
and  circulation  sales  are  way  up. 

Some  of  the  company's  holdings  are 
stuck  in  slow-growth  or  second-tier  markets.  That's  one  reason, 
grouses  Tony's  son  Gavin  (Independent's  chief  operating  officer), 
"we've  always  traded  at  a  discount."  In  this  case,  12  times  next 
year's  projected  earnings,  compared  with  21  for  the  New  York 
Times  Co.,  12  to  16  times  for  Australian  chains  and  as  much  as  13 
times  for  U.K.  companies. 

i\las,  O'Reilly  hasn't  done  much  better  lately  with  his  25% 
ownership  of  Waterford  Wedgwood  Pic,  his  third-largest  hold- 
ing after  Independent  and  Heinz  stock.  "Waterford  is  another 
company  the  Irish  child  grows  up  admiring,"  says  Heinz's  Smyth. 
(It  was  founded  on  the  southern  coast  of  Ireland.)  After  three 
years  of  negative  operating  results,  O'Reilly  rescued  the  219-year- 
old  maker  of  crystal  and  china  in  1990,  when  he  and  Morgan 
Stanley  came  i:n  •  i:h  llf.O  million  for  a  30%  share  of  the  com- 
pany Within  I iv .  .  ..s  back  in  the  black. 

Not  any  \o  ■.-  after  a  $62- million  aftertax 

charge  to  lay  ofl  i,  ^  ;)'  0  employees,  it  lost  $45.2 

million  on  revcni;  e  problem  stems  mainly 

from  the  Wedgwoo.i  .  -  .itcrford  and  Wedgwood 

merged  in  1986 — that  conci  ibutes  4"^%  of  the  company's  sales. 
Overcapacity  and  compel 'tion  from  eastern  Europe  and  Asia 


Inspired 
leadership?  Jr. 
is  known  as 

Man  Tan'' for 

his  frequent 
vacations. 


have  forced  O'Reilly  to  slash  prices. 

"You  can't  win  by  40  yards  [even]  when  the  competition's 
hurting,"  says  O'Reilly,  by  way  of  explanation.  True,  the  entire 
sector  has  been  leveled  by  a  downturn  in  luxury  goods,  but 
other  players  aren't  quite  so  down-and-out.  Waterford  shares, 
which  trade  as  American  Depositary  Receipts,  changed  hands 
recently  at  $4.55  (they  brought  $17  in  1998),  or  six  times 
expected  2003  earnings.  Compare  that  with  a  multiple  of  30  for 
Gucci  and  20  for  Tiffany. 

Two  years  ago  O'Reilly  asked  one  of  his  triplets,  Tony  Jr.,  to 
come  to  the  rescue,  appointing  him  deputy  chief  executive  to 
Wedgwood's  main  honcho,  Brian  Patterson.  Within  a  few  month 
Patterson  resigned  and  Tony  Jr.  took  over  as  chief  executive.  It's 
hardly  inspiring  leadership:  Junior  is  known  as  the  family's  "Man 
Tan"  for  his  frequent  vacations  to  sunny  climes.  After  eight 
unsuccessfiil  years,  he  quit  as  chief  executive  at  Arcon  Interna 
tional  Resources  Pic,  a  zinc-  and  lead-mining  operation  con 
trolled  by  Tony  Sr. 

O'Reilly  bought  a  23%  share  of  the  mining  business  in 
1992,  with  dreams  of  becoming  Ireland's  mineral  king.  Last 
year  the  company  lost  $16  million  on  revenue  of  $18  million 
the  second  year  of  losses  in  a  row.  Whik 
expenses  have  been  brought  down,  Arcor 
still  can't  recoup  extraction  costs  for  zinc  a 
its  recent  $800-a-ton  price. 

But  O'Reilly,  apparendy,  is  not  to  be  de 
terred.  This  summer  he  bought  the  com- 
pany's $82  million  debt  at  about  26  cents  or 
the  dollar.  At  the  same  time  he  tried  to  raise 
$21  million  in  an  August  equity  offering  o 
Arcon.  It  was  so  undersubscribed  tha 
O'Reilly  has  ended  up  with  70%  of  the  com- 
pany, whose  shares  have  cascaded  from  < 
high  of  62  cents  in  1997  to  a  current  2  cents 
O'ReiUy  has  had  similar  misfortune  in  oil  drilling.  His  com- 
pany, Providence  Resources,  and  its  predecessor,  Atlantic  Re 
sources,  founded  in  198 1 ,  were  going  to  make  Ireland  indepen- 
dent of  foreign  oil.  "He  went  into  it  for  a  mixture  of  motives;  par 
avarice,  part  patriotic,"  according  toThe  Player.  He  didn't  have  tc 
choose.  Providence  has  hit  dry  wells  for  two  decades,  taking  it: 
shares  from  6  cents  to  less  than  a  penny  in  the  last  five  years. 

O'Reilly's  personal  record  begs  reexamining  his  performana 
at  Heinz.  During  his  tenure,  shareholder  value  only  kept  up  witl 
its  peers.  A  hundred  dollars  invested  in  Heinz  on  O'Reilly's  firs 
day  would  now  be  worth  $3,385,  compared  with  $3,463  i 
invested  in  the  S&P  Food  Group  Index  over  the  same  period. 

His  successor,  WiUiam  R.  Johnson,  began  selling  assets  sooi 
after  taking  over.  The  Weight  Watchers  and  pet  food  businesses 
expensively  acquired  by  O'Reilly,  have  been  sold  or  spun  off. 

"A  different  strategy  for  a  different  time,"  shrugs  O'Reilly.  A 
Heinz's  largest  individual  shareholder,  with  1.7%,  he  says  he  wa 
consulted  about  and  is  fiilly  supportive  of  Johnson's  actions.  A 
for  criticism  of  his  own  investment  results,  O'Reilly  folds  hi 
arms.  "Begrudgery,"  he  mutters — the  oft-used  word  in  Irelan( 
for  those  whose  envy  is  the  same  shade  as  the  shamrock.  I 
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THE   SUPPLY   CHAIN 


ANAGEMENT  BUSINESS 


Let's  face  it,  the  term  "creative"  is  seldom 
used  to  describe  supply  chain  management 
companies.  But  if  creativity  means  finding 
innovative  solutions  to  familiar  problems,  it's 
the  perfect  way  to  describe  Menio  Worldwide. 
By  combining  the  most  inventive  minds  in 
the  business  with  leading  technology,  global 
reach  and  operational  excellence,  we're 
finding  more  intelligent  ways  for  companies 
to  source  supplies,  manage  inventories  and 
distribute  products  around  the  world.  We  call 
it  perpetual  innovation:  continually  creating 
new  -  and  often  unique  -  opportunities  to 
generate  value  from  our  customers'  supply 
chains.  It  results  in  things  like  better  visibility, 
decreased  cycle  times  and  lower  overall 
cost.  Find  out  what  a  creative  approach 
to  supply  chain  management  can  do  for 
your  business.  Visit  menloworldwide.com. 
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An  embedded  security  chip  that  encrypts  your  documents. 
The  ability  to  log  on  with  your  fingerprint  via  an  optional  smart 
card.  Security.  It's  just  one  of  the  reasons  why  some  of  the 
world's  most  successful  people  choose  ThinkPad®  notebook 
compiJters.  Select  models  feature  a  Mobile  Inter  Pentium"  4 
I^P^^or-M  for  outstanding  performance  and  mobility. 
^all  iii877.thinkpad  or  visit  ibm.com/thinkpad/think 
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Oxymoron  101 

The  B-schools  are  strenuously  talking  up  their  ethics  programs, 
but  there's  no  evidence  that  all  the  studying  will  prevent  more  Enrons. 


A  BUSINESSMAN  IS  COUNTING  THE 
daily  receipts  and  observes  that  a 
customer  has  mistakenly  paid 
$1,000  instead  of  $100.  It  sinks  in 
on  the  guy  that  he  faces  an  agonizing  eth- 
ical question:  Should  he  teO  his  partner? 
Hey,  it's  a  joke.  And  possibly  a  better 
joke  than  the  tired  line  about  business 
ethics  being  an  oxymoron.  (Late 
count  from  the  Nexis  database 
on  that  one:  295  articles.)  No 
joke  now:  The  public  preoccupa- 
tion with  business  ethics  and 
strenuous  efforts  by  business 
schools  to  capitalize  on  the 
Enron-Adelphia- WorldCom  era 
with  courses  about  right  and 
wrong.  We  are  being  asked  to  be- 
lieve that  proper  training  can 
prevent  the  next  malefaction. 

A  large  volume  of  ethics 
training  is  at  issue,  given  that  the 
country's  business  schools  churn 
out  some  100,000  M.B.A.s  a 
year.  Dean  Robert  Harris  of  the 
University  of  Virginia's  B-school 
says  it  is  up  to  institutions  like 
his  to  begin  "restoring  confi- 
dence in  corporate  America." 
The  business  school  at  the  Uni- 
versity of  California's  Berkeley 
campus  is  creating  something 
called  the  Socially  Responsible 
Busmess  Leadership  Initiative, 
identified  as  a  response  to  the 
current  "crisis  in  corporate 
ethics."  Amonf.,  "^rhcr  thin^.s.  the 
Berkeley  initial  K!' 

field  trips  to  var. 
where  students  can  sec  , 
selves  what  happens  to  elliicaii) 
deficient  executives. 

Also  favoring  a  major  new 
role  for  ethics  professors  is 
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George  W.  Bush,  who  got  his  M.B.A.  at 
Harvard,  and  said  in  his  July  9  speech 
on  Wall  Street:  "Our  schools  of  business 
must  be  principled  teachers  of  right  and 
wrong,  and  not  surrender  to  moral  con- 
fusion and  relativism." 

I  recently  spent  a  fair  amount  of  time 
debriefing  assorted  business  school 


eminences  involved  in  ethics  pre 
grams — at  Virginia,  Berkeley,  Harvar 
Wharton,  NYU  and  Northwestern — ar 
came  away  deeply  dubious  of  tr 
schools'  abihty  to  do  anything  meanin 
fill  about  the  kind  of  ethical  lapses  no 
on  display.  The  schools  confront  tv 
formidable  difficulties: 

1.  The  sleazeball  populatic 
is  far  less  malleable  than  is  a 
sumed  in  all  the  talk  about  bu 
ness  schools  as  restorers 
confidence. 

2.  The  "discipline,"  if  ethi 
teaching  can  even  be  called 
discipline,  is  hollow. 

The  evidence  is  not  ev^ 
clear  that  honesty  pays.  It  pro 
ably  can  be  shown  that  extrer' 
dishonesty  is  unremunerati' 
Andrew  Fastow,  if  the  terril 
things  that  the  prosecutors  s 
about  him  prove  to  be  true,  v 
not  have  a  comfortable  retii 
ment.  But  how  about  honesty 
a  preacher  might  define  it? 

The  first  sleazy  businessm 
I  ever  heard  about  was  Bi 
Rose,  the  impresario  then  fair 
for  Jumbo,  a  show  incorpor 
ing  live  elephants  and  Jimi 
Durante.  When  I  was  a  chi 
my  mother  shopped  at  the  sa 
grocer  that  serviced  the  R( 
household.  This  was  the  thre; 
bare  Thirties  and,  to  caricati 
the  situation  only  slightly,  eve 
body  but  Billy  was  broke.  W 
my  parents  kept  talking  abi 
was  his  nasty  habit  of  runn 
up  huge  bills  at  the  grocer,  tl 
offering  to  settle  for  60  or 
cents  on  the  dollar.  The  guy  ^ 
an  instinctive  chiseler,  on« 
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BUSINESS  ETHICS 


those  characters  who  go  through  hfe 
telling  themselves  that  only  suckers  pay 
up  all  the  way,  and  one  guffaws  at  the 
notion  that  they  can  be  turned  around  by 
business-school  professors. 

Our  legal  system  gives  corporate  chis- 
elers  a  fair  amount  of  maneuvering  room. 
Bankruptcy  law  is  such  that  Donald 
Trump  could,  last  fall,  entertain  ttie  casino 
world  with  a  running  soliloquy  about  the 
possibility  of  his  defaulting  on  Trump 
casino  bonds  if  their  owners  declined  to 
renegotiate  the  coupons.  (To  his  credit,  he 
backed  down  from  the  fierce  talk  and  paid 
the  interest.)  Now  consider  Ira  Rennert, 
who,  according  to  a  recent  revelation  in 
this  magazine,  owes  much  of  his  prosper- 
ity to  buying  back  at  huge  dis- 
counts the  bonds  his  troubled 
companies  had  earlier  sold 
(FORBES,  July  22).  Or  Meshu- 
1am  Riklis,  who  has  controlled 
a  fair  number  of  companies 
over  the  years  and  acted  as 
though  his  main  enemy  in  life 
is  the  shareholder  he  is  sup- 
posed to  be  serving  or  the 
bondholder  he  ought  to  re- 
deem (FORBES,  Sept.  30). 
Legal?  Entirely.  Ethical? 

Dennis  Kozlowski  is 
accused  of  pilfering  extra  pay 
from  Tyco.  Let  me  tell  you 
about  a  far  bigger  heist,  where 
there  was,  nonetheless,  never 
an  accusation  of  illegality.  It 
involves  the  1989  merger  of 
Time  Inc.  and  Warner  Bros.  I 
am  not  a  neutral  observer;  I 
spent  many  years  working  for 
Time  Inc. 

Paramount  Communica- 
tions made  a  competing 
offer — $200  in  cash  for  each 
Time  share,  previously  selling 
at  around  $105.  Paramount 's 
offer  was  manifestly  better  for 
Time  shareholders  than 
Warner's  but  worse  for  the  top 
echelon  of  Time  management. 
■^'hy?  The  Warner  deal  pro- 

-:  MTiployment  contracts 
Hiy  millions  to  the 
l->()sses.  Time  vice 
•-li'i,  'lid  M.  Levin      » 


and  chief  executive  officer  J.  Richard 
Munro  sanctimoniously  defended  their 
choice  by  saying  a  takeover  by  Paramoimt 
would  threaten  the  "Time  culture,"  said 
to  be  a  national  treasure.  But  they  didn't 
want  Time's  shareholders  to  vote  on  the 
matter.  To  prevent  a  vote,  the  bosses 
arranged  the  transaction  as  a  purchase  by 
Time  of  Warner.  The  resulting  debt  buried 
Time's  share  price,  which  sank  to  $66 
within  1 8  months. 

A  recent  FORBES  story  (Sept.  2)  ex- 
posed the  seedy  lengths  to  which  House- 
hold International  sometimes  goes  in  ex- 
tracting fees  and  interest  from  hapless 
borrowers  who  do  not  qualify  as  prime 
credits.  Then  there  is  Associates  First  Cap- 


ital, a  Citigroup  subsidiary  in  the  same  lir 
of  work.  Associates  is  now  paying  what  th 
Federal  Trade  Commission  calls  "tfc 
largest  consumer  protection  settlement  i 
FTC  history"  as  a  penalty  for  pushing  cu^ 
tomers  into  unwanted  services,  e.g.,  hig]^ 
cost  credit  insurance.  Evidently  the  sul' 
prime  lending  business  entails  a  lot  - 
defaults  and  there  is  no  way  to  survr 
without  pushing  the  ethical  limits.  It 
doubtful  that  schools  could  teach  a  diffe 
ent  business  model  here. 

One  senses  that  the  B-school  ethi 
programs  are  in  the  hands  of  highly  intf 
ligent  academics.  Students  get  immersi 
in  the  ethical  dilemmas  that  come  wi 
business  life,  and  the  classroom  debat 
have  to  quaUfy  as  serious  fu 
But  the  professors  and  thci 
students  have  an  awkwa. 
problem — namely,  that  t' 
discipline  has  no  establish 
content.  Professors  of  law  ha 
anchors  in  the  common  la 
the  Constitution  and  legis 
tive  statutes.  Professors  of  < 
counting  have  generally  i 
cepted  accounting  principl 
even  if  there  is  a  certe 
amount  of  blurriness  abc 
what  can  and  can't  be  t 
pensed.   But  professors 
ethics  lack  any  such  anchc 
and  even  when  their  stude 
are  not  making  field  trips 
prisons — a  practice  not  li 
ited  to  Berkeley — they  seai 
in  desperation  for  ways  to 
out  the  curriculum. 

The  ethics  classes  ofi 
begin  with  the  great  phOo 
phers;  favorites  are  Aristo 
metaphysician  Imman 
Kant  (who  believed  that  w 
was  right  could  be  det 
mined  via  pure  reason), 
English  utilitarians  (especi 
John  Stuart  Mill)  and 
American  pragmatists  (es 
cially  William  James).  H 
much  of  this  philosophiz 
is  applicable  to  the  mc 
dilemmas  one  comes  aci 
in  businessland?  A  pa 
recently  posted  on  the  Wei  vi 
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liay's  environment  may  be  volatile,  but  our  performance  has  been  consistent.  That's  why 
rating  agencies  have  given  Massachusetts  Mutual  Life  Insurance  Company  Triple-A 
mcial  strength  ratings,  leaving  us  among  the  highest-rated  companies  in  any  industry 
Standard  &  Poor's  Corp.,  AAA  (Extremely  Strong);  Fitch  Ratings,  AAA  (Exceptionally 
rong);  and  AM.  Best  Company,  A++  (Superior)].  Plus,  our  FORTUNE  500*  ranking 
leaped  from  173  to  104  (April  2002).  And  our  mutual  structure  and  prudent  investment 
trategies  are  designed  to  help  you  avoid  the  inconsistencies  of  today's  ever-changing 
economy.  Making  us  uniquely  qualified  to  manage  your  finances  through 
this  cycle  and  beyond.  You  can't  predict.  You  can  preparer 


ISMassMutual 

■/HI  FINANCIAL    GROUP- 


<meittSer»ices/401(k)Pl8nS' Life  lnsur3ncB'3'Sability  Income  Insurance-Long  Term  Care  Insurance- Annuities-Trust  Sen/ices  •OppenheimerFunds/lnveslments- For  our  n  contaclmassmutual.com 

©2002  Massachusetts  Mutual  Life  Insurancf  C  ,  iMassluluiual),  Springfield,  MA  01111.  Securities  offered  through  MML  Investors  Services,  Inc.,  MML  Distributors,  LLC.  MassMutual  subsidiaries,  members  SIPC,  and 
OppenheimerFurd'.  T  -'  :'■:■''.  Inc  Trust  sen/ices  are  offered  through  The  MassMutual  Tru$l  Conpany,  FSB.  FORTUNE  500*ranking  appeared  in  the  4/15/02  issue  of  FORTUNE" 


RilSiNESS  ETHICS 

Harvard's  Center  for  Ethics  and  the  Pro- 
fessions dwells  on  the  importance  of 
teaching  moral  and  political  philosophy, 
but  then  adds  a  devastating  qualification: 
"We  now  see  more  clearly  that  philosoph- 
ical principles  cannot  be  applied  in  any 
straightforward  way  to  particular  prob- 
lems and  policies.  . . .  One  reason  is  that 
principles  often  conflict ..."  So  much  for 
Aristotle  in  the  boardroom. 

Then  there  is  the  case  method,  for 
which  Harvard  is  famous.  Its  case  studies 
are  often  purchased  and  used  at  other 
schools  as  well;  definitely  worthy  of  pur- 
chase is  the  61 -page  entry  titled,  "Inno- 
vation Corrupted:  The  Rise  and  Fall  of 
Enron."  What  an  irony,  then,  to  find  that 
Enron  was  awash  in  M.B.A.s,  beginning 
with  Jeffrey  Skilling's  Harvard  degree. 


school  by  the  late  Reagan-era  Securities  & 
Exchange  Commission  chairman.  (Shad 
made  his  money  at  E.E  Hutton,  famed  for 
its  tax  shelters.) 

So  what,  exactly,  does  the  literature 
in  question  do  for  business  ethics? 
Badaracco's  answer:  "You  can't  read  these 
books  without  getting  serious  warnings 
about  how  badly  you  can  screw  up  and 
how  easily  you  can  screw  up,  if  you're  not 
firm  about  your  values." 

Another  staple  of  ethics  courses  is  talk 
about  "stakeholders,"  a  term  indicating 
the  interest  that  various  nonshareholders 
have  in  the  behavior  of  a  corporation:  em- 
ployees, customers,  suppliers,  people  who 
live  in  company  towns,  anybody  affected 
by  company-created  pollution,  and,  in 
some  versions  of  stakeholderism,  plants 


"Billy  Rose  was  an  instinctive  chiseler, 
one  of  those  characters  who  go  through 
life  telling  themselves  that  ONLY  SUCKERS 
PAY  UP  ALL  THE  WAY,  and  one  guffaws  at 
the  notion  that  they  can  be  turned  around 
by  business-school  professors." 


More  often  than  not,  there  is  no  right 
answer  to  the  ethical  questions  raised  by 
the  Harvard  cases,  and  students  asked  to 
comment  on  them  are  graded  on  the 
sophistication  and  logic  of  their  answers, 
not  on  their  proximity  to  sainthood.  A 
nice  question  is  whether  the  end  result  is 
moral  students  or  students  who  develop 
skills  enabling  them  to  rationalize  any- 
thing this  side  of  cannibalism.  The  man- 
agement writer  Tom  Peters  once  said  that 
Enron  president  Skilling  "could  out- 
argue  God." 

Also  standard  in  the  course  work: 
studying:  L!.  ^   ''u'js  and  motivations  of  fic- 
tional cluiiriacrs.  Harvard  prof  Joseph 
Badaracco  Jr.  runs  a  ponnlar  :our*p    •lletl 
The  Moral  Lead  r     '■        '    • 
els  by  Joseph  Conrau  ,    J  :  :,„,,    .   _, 
closs  and  plays  by  Arthur  Mdler  anci  jear, 
Paul  Sartre.  Badaracco  is  the  John  SI.  d 
Professor  of  Business  Ethics,  which  means 
that  the  endowment  for  his  position 
comes  from  $20  milhon  given  to  the 


and  animals.  Recent  issues  of  the  Journal  of 
Business  Ethics  have  addressed  the  ques- 
tion of  whether  stakeholder  analysis  needs 
to  be  "anthropocentric,"  while  acknowl- 
edging that  it's  unclear  how  nonhumans 
with  stakes  would  be  represented  in  pos- 
sible hearings.  Undermining  all  this 
earnest  study  of  stakes  is  the  simple  eco- 
nomics of  Milton  Friedman,  who  says  that 
much  of  the  talk  about  corporate  social 
responsibility  is  socialist  nonsense. 

Friedman  famously  argued  (in  a  1970 
New  York  Times  Magazine  article):  "There 
is  one  and  only  one  social  responsibility 
of  business — to  use  its  resources  and  en- 
gage in  activities  designed  to  increase  its 
profits  so  long  as  it  stays  witliin  the  rules  of 
'  be  game,  which  is  to  say,  engage  in  open 

'"  free  competition  without  deception 

:k1." 

■  w  to  reconcile  the  Friedmanist 
p  .'  -aximization  taught  in  the  finance 
cou!;v  w.\h  the  stakeholderism  taught  in 
ethics?  A;  one  extreme  is  the  argument 


that  customers,  employees  and  other 
must  be  dealt  with  fairly  in  order  for  th 
company  to  succeed  financially — stake 
holderism,  in  short,  is  no  more  than  a  tru 
ism.  That  is  the  view  of  Alan  Strudler,  di 
rector  of  the  Wharton  Ethics  Program.  / 
the  other  extreme  is  the  notion  that  stake 
holders  are  entitled  to  board  membership 
and,  ultimately,  control  of  the  corporatioi 
That  is  the  view  of  another  Whartonial 
in  the  ethics  program,  marketing  professc- 
Scott  Armstrong.  What  Wharton  studen 
make  of  these  wildly  divergent  views  is  n(| 
exactly  clear. 

There  are  two  competing  models  < 
stakeholderism:  the  "instrumental] 
approach,  which  says  the  corporation 
should  try  to  ascertain  what  treatmer 
of  customers,  suppliers,  etc.  maximize 
profits,  and  the  "normative"  approacl 
calling  for  business  owners  to  fir 
resolve  to  do  the  right  thing  and  the 
work  out  how  to  make  that  goal  fit  in1i 
a  business  model.  Various  academ 
studies  aimed  at  resolving  the  matt> 
leave  scholars  in  a  hopeless  muddl 
Typical  is  one  sizable  1999  study  in  tl 
Academy  of  Management  Journal  coi 
eluding  that  "acting  according  to  mor 
principles  only  when  it  is  to  your  advai 
tage  ...  is,  by  definition,  not  followii 
ethical  principles  at  all."  Yet  tl 
same  study  shows  that  only  instrumei 
talism  worked,  while  the  alternati 
normative  approach  simply  failed 
raise  returns. 

The  Aspen  Institute,  which  is  a  maj 
cheerleader  for  the  more  extreme  ve 
sions  of  corporate  social  responsibili 
sponsored  a  longitudinal  survey 
M.B.A.  candidates  that  was  administer 
in  three  waves  during  1999-2001.  T 
survey  results  would  presumably  lea 
Milton  Friedman  feeling  fine.  One  fin 
ing  is  that  students  are  interested  in  id 
about  social  responsibility  but  not  su 
what  to  make  of  them.  Another  findir 
which  presumably  engendered  deep  d 
may  at  Aspen,  is  that  during  the  t\ 
years  of  business  school,  the  survey 
students  became  more — not  less — dec 
cated  to  "the  importance  of  shareholc 
value."  Such  attitudes  are  probal 
robust  enough  to  survive  even  repeal 
visits  to  swindlers  in  prison. 
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No  taxes.  It's  possible.  If  your  business  expands  or  relocates  to  a  New 
York  State  Empire  Zone,  it  could  qualify  to  become  tax-free.  These  66 
economic  development  zones  offer  tax  reductions,  no  real  property  tax 
and  a  state  sales  tax  exemption  where  applicable.  Plus  other  credits  and 
benefits  to  help  businesses  grow.  Find  out  if  your  business  qualifies  for 
zero  tax  liability.  Call  us.  You'll  discover  New  York  State  means  business. 
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SPECtAL  ADVEBftSING  SECTtO;N 


This  past  February,  UPS®  (a.k.a.  BROWN^*^),  the  shipping 
innovator-turned-logistics  powerhouse,  unleashed  a  $45 
million  ad  campaign,  the  largest  in  the  company's  95- 
year  history. The  ensuing  ensemble  of  print,  television 
and  radio  spots  extolling 
the  virtues  of  that  most 
unassuming  of  colors  is  ^^KSH|1 
prompting  people  from  all 
walks  of  life  to  ask  the 
question  ... 


Is  UPS  changing  its  name  to  BROWN? 
"No,  but  we  have  changed  from  the 
way  most  people  perceive  us,"  says 
Gary  Mastro,  UPS  vice  president  of 
brand  and  product  marketing,  who 
explains  that  the  company  has  evolved  in 
recent  years  —  putting  its  logistics  experi- 
ence, technological  expertise,  financial 
strength  and  knowledge  of  the  supply 
chain  to  work  in  areas  beyond  package 
delivery.  "What  we  wanted  the  'WHAT 
CAN  BROWN  DO  FOR  YOU?''^"  ad  cam- 
paign to  do  was  let  everyone  from  the 
CEO  to  the  mailroom  manager  know 
about  our  expanded  capabilities.  Since 
people  have  always  associated  UPS  with 
the  color  of  its  trusty  uniforms  and  reliable 
trucks,  in  this  ad  campaign  we  decided  to 
let  BROWN  do  the  talking  for  us." 

BROWN  as  Spokesman  for 
What's  New 

UPS  has  developed  a  whole  portfolio  of 
services  that  helps  companies  precisely 
manage  the  flow  not  only  of  goods,  but 
also  of  data  and  funds  from  one  end  of 
their  supply  c!  ■  o  'he  other.  Mastro 
says  they're  usini,  >  announce 

UPS's  new  capabilk  -   ■■   t-'ec- 

tronic  funds  transfer,  Ic...  "-ns 

brokerage,  freight  movement,  W. 
ing   and   distribution,   consulting     nd 
financing,  and  to  explain  how  the  com- 
pany enables  more  efficient  and  more 
profitable  global  commerce. 


Improved  Visibility  Equals 
Supply  Chain  Efficiencies 

To  keep  abreast  of  the  13.6  million  pack- 
ages it  delivers  each  day  to  more  than  200 
countries  and  territories,  UPS  has  devel- 
oped unsurpassed  information-gathering 
capabilities.  It  also  has  excelled  at  provid- 
ing access  to  that  information  through  a 
variety  of  channels. 

The  company  knows  what  is  moving, 
how  much  of  it  is  moving,  who  is  moving  it, 
where  it's  moving  through  and  to,  and  when 
it's  received.  That  information  is  invaluable  to 
UPS  customers,  who  can  use  it  to  improve 
customer  service  functions,  manage  prod- 
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BROWN: 

Partner  at  All  Levels 

But  the  company's  capabilities  hardly ; 
there.  UPS  can  help  at  all  le 
of  an  organization  —  from  planning  i 
operations  to  assuming  complete  res|: 
sibility  for  them.  "UPS  will  help  shape, 
share  your  vision  for  growth,"  says  Ma: 
The  company  currently  manages  er 
operations  for  major  corporations  in  a 
like  customer  service,  warehousing,  k 
tics,  Internet  retailing  —  even  overn 
parts  repair.  UPS  also  is  providing  cr 
guarantees,  goods  insurance  and  payr 
collection  for  many  other  customer 


"We  can  provide  a  high  level  of  visibility  into 
the  nriovement  of  goods,  and  that  translates 
into  efficiencies  all  across  the  supply  chain." 


uct  inventories  and  adjust  billing  processes, 
among  other  functions.  Hundreds  of  thou- 
sands of  companies  use  UPS  tracking  soft- 
ware for  both  internal  and  Web  site  use,  and 
many  use  the  company's  electronic  proof-of- 
delivery  to  shave  days,  even  weeks,  off 
billing  cycles.  UPS  also  uses  its  tracking 
expertise  to  develop  systems  for  customers 
. '  -'^t  trace  the  movement  of  their  raw  goods 
^h  to  their  finished  products. 
'  ■-  v&  can  provide  a  high  level  of  visibility 
in;.     '.'^  movement  of  goods,"  explains 
Masi       and  that  translates  into  efficien- 
cies aic  'OSS  the  supply  chain" 


help  keep  their  operations  running  smc 
ly.  These  expanded  new  capabilities 
helping  customers  free  up  precious 
porate  resources  —  and  funds  —  tha 
better  spent  elsewhere  in  the  organiza 
So  whether  you're  running  a  mul 
tional  or  garage  startup,  need  a  little  ( 
seas  distribution  assistance  or  a  c 
prehensive  global  e-business  pla 
stands  to  reason  that  BROWN  ma 
able  to  do  a  lot  more  for  your  comi 
than  you  ever  imagined. 


WHAT  CAN  BROWN  DO  FOR  YC 


Businesses  today-no  matter  what  their  size-are  confronted  with  a  puzzle:  How  do  you 
manage  to  cut  costs  without  reduciing  customer  satisfaction?  Solution:  Brown.  Bring 
yolir  grcier  management  and  distribution  to  UPS,  and  we'll  help  you  improve  efficiency, 
"^^^:ity  and,  best  of  all,  reduce  overhead.  And  you  thought  we  just  delivered  packages. 
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WHAT  CAN  BROWN  DO  FOR  YOU?" 


ORANGUTANS 


Software  may  finally  help  Birute  Galdikas  achieve 
what  decades  of  fieldwork  and  activism  could  not: 
Save  the  Bornean  orangutan  from  extinction. 


BY  CARLEEN  HAWN 

IT  IS  DIFFICULT  TO  IMAGINE  THE  CON- 
troversial  primatologist  Birute  Galdikas 
extolling  the  virtue    >1  the  digital  age — 
but  she  does.  T'v.'   /  ,-  irs  into  her 

crusade  to  save  ihr ;  of  Borneo 

from  extinction,  .siie  is  u\.       ^t  home 
hundreds  of  miles  from  Ci  •^n, 

armed  with  a  notebook,  ■.?  ballpuii  . 
and  a  35mm  camera,  :■  ^     *;.      in  th' 
jungle  to  listen  for  the  movtm  '"  an 

antisocial  ape  hiding  high  in  the  or- 

est  canopy. 


Galdikas,  56,  is  tall  and  heavyset,  with 
an  unkempt  mane  of  graying  hair  and 
thick,  unfashionable  glasses.  Her  work  is 
believed  to  be  the  longest  continual  study 
of  these  rare  and  reclusive  primates.  Only 
20,000  orangs  are  believed  to  exist, 
according  to  Galdikas,  confined  to  the 
wilds  of  Indonesia  and  Malaysia.  Yet 
imong  primatologists,  the  reputation  of 
aldikas  (pronounced  GAL-dee-kas)  is 
o^ctty  at  best.  She  says  she  has  published 
over  30  articles,  but  most  of  her  research 


papers  depend  on  data  col- 
lected in  the  early  1970s. 

That  is  because  she 
devotes  a  big  part  of  her 
time  to  crusading  for  the 
orangutan  rather  than  sim 
ply  studying  it.  She  "reha 
bilitates"  orangs  that  have 
spent  years  in  zoos  and 
returns  them  to  the  wild,  a 
practice  some  detractors  sa) 
could  expose  wild  apes  tc 
human  diseases.  Galdikas 
has,  at  times,  financed  hei 
work  by  charging  amateurs 
for  the  opportunity  tc 
observe  and  record  oranj 
behavior  on  her  behalf 
Thousands  of  her  note- 
books, filled  with  handwrit 
ten  observations,  sit  in  ; 
remote  storehouse  collect| 
ing  dust. 

"There      is      nothinA 
known  about  anything  sh<F 
has  observed  since  1975, 
says    Peter    Rodman,    ai 
anthropologist  at  the  Uni 
versity   of   California    a 
Davis.  "You  can't  build  ; 
serious  study  of  the  socia 
order  of  orangutans  basei 
on  that.  Birute  is  not 
researcher  at  this  poini 
she's  an  activist." 

Galdikas  snaps  bacl< 
"I've  been  too  busy  trying  to  save  th 
species  to  worry  about  publishing.  In  te: 
years  the  orangutans  will  all  be  gone,  an^  ; 
then  there  won't  be  anything  left  to  stud) 
What  should  come  first?" 

The  orangutan  habitat  is  being  slowl 
destroyed  by  logging,  plantation  farmin 
and  forest  fires.  Galdikas  has  lobbied  th 
government  of  Indonesia  to  help  her  t 
replant  the  damaged  forest  and  establis 
a  reserve  for  the  apes — Orangutan  Israe 
she  calls  it.  But  these  things  require  go^ 
ernment  land  grants  and  money,  lots  ( 
it.  Securing  both  will  require  the  suppo  I 
of  the  primatological  community. 

So  Galdikas  is  turning  to  software  1 
prove,  once  and  for  all,  the  scientific  mer 
of  her  life's  work.  Thanks  to  the  philai 
thropy  of  an  ex-NASA  engineer  name 
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At  CDW,  our  account  managers  are  more 
than  just  order  takers.  They're  problem  solvers. 
With  expertise  in  thousands  of  hardware  and 
software  products,  your  dedicated  arroum 
manager  can  recommend  the  best  options 
based  on  your  technology  set-up.  So  you  get 
information,  advice  and  most  important,  th^ 
technology  that's  right  for  you.  To  find  out 
what  a  CDW  account  manager  can  do  for  yni i, 
call  or  visit  our  Web  site. 
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ORANGUTANS 

Ursula  Schwuttke,  the  same 
data-analytics  software  used 
to  track  the  Voyager  and 
Galileo  space  probes  is  being 
used  to  mine  the  contents  of 
Galdikas'  field  notes  for  patterns 
in  the  habits  and  social  order  of  the 
orangutans. 

Schwuttke,  founder  and  chief  execu- 
tive of  High  Tower  Software  of  Aliso 
Viejo,  Cahf ,  donated  her  program,  called 
TowerView,  to  Galdikas'  Orangutan 
Foundation  International  (OFl)  after 
reading  Reflections  of  Eden,  a  memoir  of 
Galdikas'  hfe  among  the  great  apes.  "It 
touched  my  soul,"  Schwuttke  says. 
Schwuttke's  software  gift  (which  includes 
staff  to  run  it)  is  worth  $300,000,  the 
largest  donation  OFI  has  ever  received. 

Typically,  Schwuttke  seUs  TowerView 
to  businesses  for  use  in  identifying  irreg- 
ular trends  in  massive  amounts  of  data. 
Paramount  Pictures  uses  the  software  to 
analyze  its  computer  network  security. 
TowerView  uses  complex  algorithms  to 
convert  thousands  of  data  points  into 
colorful  graphics  that  are  easy  to  inter- 
pret. An  emerging  pattern  is  represented 
by  a  blinking  spindle  or  tower,  easily 
distinguishing  it  from  ran- 
dom events. 

Orangutans  pose  an  espe- 
cially inscrutable  data  set. 
Unlike  gorillas  or  chim- 
panzees, which  live  in  large 
groups,  adult  orangs  rarely 
interact  except  to  breed — and 
they  do  that  only  once  every 
eight  years.  The  software  will  need  to 
crunch  tens  of  thousands  of  data  points 
from  hundreds  of  apes  over  several  gen- 
erations to  help  Galdikas  comprehend 
behavior  and  insights  she  couldn't  see  on 
her  own. 

Every  night  orangutans  build  nests  in 
the  jungle  canopy.  Galdikas  believes  the 
software  will  highlight  similarities  in  how 
the  apes,  even  when  they  are  miles  apart, 
fashion  the  same  tools  from  branches  to 
do  things  like  build  nests.  Discerning 
commonalities  of  tool  use  across  miles  of 
proximity  is  a  critical  step  in  defining  the 
social  order  of  the  species.  (The  begin- 
ning of  the  process  is  tltcidcdly  lo\>  tech: 
A  lone  graduate  student  must  first  pore 


"We're  dealing  with  seemingly 
random  data,  but  there  must  be 
an  underlying  regularity  that 
the  naked  eye  can't  see." 


over  the  coded  notebooks  and  enter  the 
data  into  a  spreadsheet.) 

For  an  initial  test  last  year,  Schwuttke 
and  her  staff  analyzed  a  set  of  Galdikas' 
data  on  rain  forest  trees.  Scientists  have 
had  a  hard  time  reliably  defining  trends 
in  the  life  cycles  of  tropical  trees  in  central 
Borneo.  They  flower,  bear  fruit  and  even 
become  dormant  with  none  of  the  pre- 
dictable seasonality  of  forests  in  temper- 
ate climates.  If  Schwuttke's  software  could 
divine  a  life-cycle  pattern,  it  would  help 
Galdikas  decide  how  many  trees  and  what 
kinds  are  needed  in  a  293-square-mile 
orangutan  preserve  she  hopes  to  create  in 
Borneo. 

The  tree  sample  includes  data  on  640 


trees  in  a  half-acre  plot  of  r-ain 
forest.  Galdikas  collected  the 
data  over  15  months  from  1977| 
to  mid- 1978.  Even  from  thisj 
small  sample,  the  results  are 
promising.    Of    134    different 
species  of  trees  in  the  test  plot,  only 
35  produced  fruit  during  the  15- 
month  period.  At  any  given  time  only  4% 
of  the  trees  bore  fruit  edible  by  the  orang-j 
utans.  In  years  past  this  figure  was  closer 
to  7%.  "This  may  explain  why  the  am 
mals  are  going  extinct,"  Galdikas  says. 

The  analysis  should  help  her  estimate 
how  many  orangs  a  given  plot  of  forest 
can  support,  a  calculation  few,  if  any,  sci- 
entists have  attempted.  This  could  have 
important  implications  for  the  preserva- 
tion of  many  species.  Galdikas  estimates 
that  if  100  square  kilometers  of  forest 
performed  like  the  test  plot,  it  might 
support  60  adult  orangutans.  If  she's 
right,  the  preserve  she  plans  to  build 
could  support  up  to  500  adult 
apes.  "The  really  interesting  re- 
sults," Galdikas  says,  "will  comei 
when  we  blend  the  tree  data  with 
the  orangutan  data." 

Schwuttke's  software  team  now 
is  analyzing  data  collected 
over  25  years  from  seven 
additional  plots  of  trees. 
Then  researchers  will  begin 
comparing  that  data  with 
Galdikas'  notes  on  orang 
behavior.  The  trial-run 
analysis  showed  that  80% 
of  the  forest's  fruit  was  pro- 
duced from  December  to  May.  Galdikas 
hopes  to  learn  whether  the  breeding  cycle 
of  the  orangutans  corresponds  to  that 
time  period.  Galdikas  could  never  evalu- 
ate this  on  her  own  because  the  orang- 
utans mate  so  infrequently. 

In  a  departure  from  the  past,  Galdikas 
says  she  will  publish  the  results  of  the 
software  analysis,  although  primate  scien- 
tists will  have  to  wait  a  while  longer.  High 
Tower's  Schwuttke  says  it  will  take  at  least 
a  year  to  fully  analyze  all  of  Galdikas' 
data.  Galdikas,  for  one,  isn't  waiting.  She 
has  gone  back  to  Borneo  to  rehabilitate 
more  orangutans.  "Whether  it  works  or 
not,  I've  done  my  best.  That  is  all  anyone 
can  do."  F 
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IT  IS  8  A.M.  ON  A  BLAZING  JULY  DAY  ON  THE  BIG  ISLAND  OF  HAWAII. 
Five  miles  south  of  the  airport,  amid  the  lava  flows  that  span  the 
island's  barren  west  coast,  there  springs  up  a  lonely  housing  devel- 
opmenl  called  Laiopua.  Budless  flower  beds  and  freshly  paved 
sidev..i"-  •:  'Srate  the  newness  of  the  place.  The  uniform  clap- 
board h; . ; ;  -M]  kept.  Most  are  painted  pink  or  yellow.  Some 
have  rusting  car  ci.  ,  ir  driveways. 

around  the  one  building  that  stands  out:  a 

nae  with  a  green  metal  roof.  It  is  a  festive 

md  several  Hawaiian  elders.  One  man 

''nother  blesses  the  ground  with 

-,!;;,         !— clearly  the  honored  host — 

>     1  iili     aim  .  then  bends  to  dig  at  the 


While  foolhardy  telecom 
chiefs  choked  their 
companies  with  debt  to  fund 
broadband  rollouts,  AL  HEI 
contrived  to  have  the  U.S. 
government  subsidize  his 
state-of-the-art  network. 
Look  out,  Verizon. 
By  Carleen  Hawn 

PHOTOGRAPHS  BY  TIM  RUE  FOR  FORBES 


A  small  crowd  1; : 
windowless  cinderblocK  s 
gathering,  including  he  • 
chants  a  pule,  or  prayt 
water  and  ti  leaves.  A  tali 
steps  forward  and  unties 
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SHOVELING  FOR  BITS:  Worker  Michael  Runge  covers  up  the  fiber-filled 

..elicit  ,,„,-  o.,.,,e,  iaid  near  the  volcano  Haleakata  on  Maui. 


earth  with  a  carved  wood  o'o  stick. 

This  is  a  consecration  ritual,  all  right, 
but  not  for  some  monument  or  native 
burial  site.  This  crowd  is  here  to  bless  the 
newest  leg  of  a  $500  million  fiber-optic 
network  that  will  soon  bring  high-speed 
Internet  access  and  cheap  phone  service 
to  the  225  households  at  Laiopua,  a  gov- 
ernment-subsidized site  deemed  too  poor 
and  too  desolate  to  merit  even  basic  ser- 
vice until  now.  Bui  tiie  broadband  rollout 
won't  come  from  Veiiro'i,  whose  Hawaii 
unit  has  had  a  loc'  -  o)y  here  for 

most  of  12  decades.  ,.  ourtesy  of 

the  guy  with  the  o'o  .stick,  a  •  ' ' '  vai- 

ian  and  first-time  telecom  entrc 
named  Albert  S.  N.  Heo. 

Hee,  48,  is  president  of  Sandwich  Is 


Communications,  the  rural  carrier  he 
founded  in  1995  to  serve  the  residents  of 
Laiopua  and  22,000  other  native  Hawai- 
ians  who  inhabit  the  Home  Lands, 
200,586  acres  of  sparse,  rugged  terrain  set 
aside  by  the  federal  government  in  1921. 
"This  isn't  about  making  money,  com- 
pletely," says  Hee.  "1  wanted  to  do  some- 
thing for  my  people,  to  change  things  for 
the  community  of  Hawaiians." 

By  the  time  his  buildout  is  complete 
in  2005,  SIC's  network  will  link  Hawaii's 
six  largest  islands  with  1,500  miles  of 
underground  and  undersea  cable  filled 
with  48  strands  of  gleaming  fiber-optic 
glass  capable  of  transmitting  2.4  billion 
bits  of  data  per  second.  It  will  have  all  the 
slick  features  of  the  multibillion-dollar 


pipes  that  bankrupted  once-high-flyii 
carriers  like  Global  Crossing  and  WorL 
Com.  The  only  difference  is  Al  Hee  didr 
have  to  go  into  hock  on  Wall  Street 
build  his  network.  Hee  got  the  gover 
ment  to  pay  for  it,  more  or  less. 

It  gets  better:  While  Hee  landed  fe 
eral  largesse  because  he  will  serve  imd( 
privileged  natives  of  Hawaii,  he  is  al 
building  out  his  network  in  Honolu 
and  other  cities  to  compete  with  Veriz( 
and  other  incumbents  for  higher-spen 
ing  businesses  and  richer  residential  ci 
tomers.  "It's  all  about  dreaming  ai 
scheming,"  says  Hee,  clad  in  his  trac 
mark  Hawaiian  shirt  and  Bermuda  sho 
and  standing  barefoot  on  the  plush  wh 
rug  in  his  glittering  office.  He  gazes  out 
floors  above  the  bustling  business  distr 
of  Honolulu  and  adds:  "I  dream 
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_     lings  change  in  business, 
„  Je  more  experience  matters.  Phoenix 
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better  for  more  than  150  years. 


oney.  It's  jusfelibt  ^vhat  it  used  tp  be. 


To  learn  about  our  products  and  services, 
ask  your  financial  advisor  and  visit  us  at 
phoenixwm.com. 
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'In  Ontario,  we're 
lioneering  the  shape 
>f  things  to  come." 

ank  Stronach  -  Chairman  of  the  Board,  Magna  International  Inc. 


If  you're  into  innovation,  Ontario's  the  ideal  place  to  get  ahead  of  the  curve - 

no  matter  what  form  it  takes.  •  Consider  the  homegrown  case  of  Magna  International,  now  a 
global  dynamo  and  the  world's  most  diversified  automotive  systems  supplier.  •  A  leader  in 
deploying  new  technologies,  Magna  recently  introduced  a  hydroforming  process  which 
promises  to  revolutionize  vehicular  frame  production  methods.  •  According  to  Frank  Stronach, 
Magna's  founder  and  Chairman,  "Given  hydroforming's  benefits  in  strength,  cost  and 
efficiency,  it's  no  surprise  we're  winning  some  of  the  biggest  contracts  ever  from  the 
major  automakers."  •  And  it's  no  surprise  that  the  hub  of  all  this  activity  is  in  Ontario. 
•  The  World  Economic  Forum  rates  our  transportation  infrastructure  number  one  in  the 
G-7.  •  NAFTA  has  opened  a  tariff-free  market  of  some  400,000,000  people,  and  fostered 
export  growth  averaging  14%  annually  since  1994.  •  And  Ontario's  business-friendly  climate 
makes  it  easier  for  companies  like  Magna  to  compete  on  a  global  scale.  •  In  the  last  5  years, 
we've  cut  personal  income  tax  by  more  than  a  third  -  and  over  the  next  5  years,  we're  cutting 
our  corporate  tax  rate  in  half.  •  Factor  in  a  quality  of  life  the  U.N.  continues  to  rank  among  the 
best  in  the  world,  and  you've  ample  reason  to  like  the  way  the  future's  shaping  up,  right  here. 
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something  and  then  scheme  and  scheme 
until  I  find  a  way  to  make  it  happen." 

That  irks  his  rivals.  At  a  time  when 
vanquished  telecom  titans  such  as  former 
Qwest  chief  Joseph  P.  Nacchio  call  for  a 
government  bailout  to  revive  a  devastated 
industry,  a  rookie  they  never  heard  of  has 
beaten  them  to  it.  "We  question  the  rea- 
sonableness of  it,"  says  Joel  Matsunaga, 
vice  president  at  Verizon's  Hawaii  unit. 
"They're  getting  loans  from  the  govern- 
ment, then  they're  going  to  get  other  sub- 
sidies to  pay  off  the  loans.  To  compete 
with  other  providers 
in  an  open  market 
just  isn't  fair" 

SIC's  network, 
because  it  targets 
underserved  rural 
areas,  is  being  financed  with  $400  million 
in  long-term,  low-interest  loans  from  the 
Department  of  Agriculture's  Rural  Utili- 
ties Service  (RUS).  The  agency  has  subsi- 
dized rural  delivery  of  water  and  electric- 
ity since  1935,  adding  phone  service  in 
1950.  SIC,  an  RLEC  (rural  local  exchange 
carrier)  licensed  to  serve  only  rural  com- 
munities, landed  the  largest  grant  the 
agency  has  ever  made.  The  loans  have  a 
term  of  20  years  at  5%  to  6%  annual 
interest.  The  remaining  $100  million  of 
SIC's  $500  million  price  tag  will  come 


from  private  funds,  including  some  of 
Hee's  own  cash.    " 

The  residents  of  Laiopua  and  their  Uk 
need  Hee's  help.  Thirty  percent  of  native 
Hawaiians  are  functionally  illiterate;  45% 
are  on  welfare.  SIC's  network  will  help 
provide  home-schooling  and  remote 
health  care  as  well  as  phone  calls.  Many 
customers  previously  had  no  wired 
phone  service  at  all;  the  only  way  they 
could  dial  911  was  by  using  a  cell  phone. 

Hawaii's  Home  Lands,  some  69  tracts 
on  six  islands,  are  overseen  by  the  state's 


centers,  Hawaii's  main  carrier  (former 
GTE  and  now  Verizon)  never  built  out  i 
networks  to  serve  the  Home  Lands. 

If  this  sounds  strange,  it  should.  F( 
decades  the  Federal  Communicatioi 
Commission  has  used  a  Universal  Servl 
Fund  to  subsidize  carriers  to  help  provi( 
affordable  phone  service  to  remote  aree 
But  carriers  are  required  to  serve  sue 
"high-cost"  areas  only  if  they  have  ne 
works  in  place  to  do  so.  The  FCC  car 
require  Verizon  to  extend  to  a  new  remo 
region  that  is  unlikely  to  produce  a  prof 


"They're  getting  loans  from  the  government.  To 
compete  in  an  open  market  jo^i  i^pi  i  rAiii." 


Department  of  Hawaiian  Home  Lands 
(dhhl),  established  in  1961  and  tasked 
with  developing  affordable  housing  for 
native  Hawaiians,  many  of  whom  are 
homeless  or  can't  afford  to  live  in  urban 
centers.  But  most  of  the  land  is  so  deso- 
late and  fallow  that  it  had  long  gone 
ignored  by  developers  and  utilities. 
Except  for  a  few  homesteads  near  urban 

DISHING  IT  OUT:  A  microwave  dish  goes  up 
;>i  iiuhi;...<L.i  ui',  Maui.  The  new  network  wil! 
span  1,500  miles  of  fiber-optic  cable  and 
zap  data  at  up  to  2.4  gigabits  per  second, 
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In  1992  DHHL  asked  GTE  to  provi( 
service  to  a  new  homestead  call 
Maku'u  near  the  city  of  HUo  on  Big  Islan 
Verizon  said  it  would  have  to  charge  DHI 
$1  million  for  installation,  or  abo 
$10,000  per  subscriber.  With  a  budget 
just  $15  million,  DHHL  couldn't  afford 
Nor  could  the  customers  themselves.  Tl 
is  when  DHHL  turned  to  Al  Hee,  a  we; 
known  businessman  who  made  his  fo 
tune  in  the  late  Eighties  building  a  hydr 
electric  power  plant  on  Hawaii. 

The  younger  of  two  sons,  Hee  w 
born  into  a  working-class  family  in  Ho 
olulu  in  1954.  His  mother,  a  native  Haw; 
ian,  worked  as  cashier  at  the  famous 
pink  Royal  Hawaiian  Hotel  on  Waiki 
beach.  Hee's  father,  a  Chinese- America 
was  a  site  inspector  for  the  Honolu 
Board  of  Water  Supply.  Father  and  s( 
would  trek  through  the  large  water  mai 
beneath  Honolulu's  streets,  an  experien 
that  later  inspired  Al's  foray  into  fib 
optics.  Hee  attended  the  Kamehame 
Schools  on  Oahu,  a  highly  regarded  p 
vate  academy  for  Hawaiians  set  up  by  t 
late  Princess  Bernice  Pauahi  Bishop.  Lai 
he  won  an  appointment  to  the  U.S.  Na> 
Academy  at  Annapolis.  When  he  left  i 
school  in  1972  it  was  the  first  time  he  h 
ever  set  foot  off  the  islands.  Hee  bristl 
under  the  rigors  of  military  life  but  says 
served  him  well  in  business.  "You  cai 
quit,  that's  what  it  taught  me.  It  gave  r 
the  undeniable  belief  that  I  can  do  wh; 
ever  I  put  my  mind  to." 
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By  rearranging  the  four  numbers, 
how  do  you  correct  the  equation? 
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Think.  Think  again! 

Litigation  Group 

At  DICKSTEIN  SHAPIRO  MORIN  2^  OSHINSKY,  our  Litigation  Group 

works  with  clients  to  resolve  complex,  multifaceted  disputes  in  courts 
throughout  the  country.  Our  team  of  over  110  litigators,  including  17 
former  federal  prosecutors,  works  to  convert  obstacles  into  opportu- 
nities for  clients  through  creative  thinking  and  strategic  guidance. 
Whether  in  court  or  negciiating  alternative  solutions,  our  goal  is  to 
protect  and  promote  the  business  interests  of  our  clients. 

For  Puzzle  Solu^  ==^''    www.legalinnovators.com 


DICKSTEIN 
SHAPIRO 
MORINci^ 
OSHINSKY 


Legal  Innovators 

Washington,  DC 'New  York,  NY 
(202)  785-9700  •  (212)  835-1400 


e  2002  DicKstein  Shapiro  KAjrin  &  C 


All  Rights  Resen/ed 


■^^^ 


WIRED  AND  WOOLLY:  Marion  Kapuniai, 
above,  now  gets  digital  services  once 
deemed  too  costly  to  provide  to  her  sheep 
farm  in  Pu'ukapu  on  Big  Island.  Joycelyn 
Kiaha,  left,  of  Waiehu  Kou  homestead  on 
Maui,  uses  broadband  to  swap  files  with  he 
corporate  office  in  Salinas,  Calif. 

Annapolis  helped  Hee  in  other  wa) 
too.  It  was  through  a  former  classma 
that  he  later  made  the  acquaintance 
Michael  Powell,  now  chairman  of  tl 
FCC.  The  two  remain  friendly.  "Albert 
an  extraordinary  entrepreneur.  His  goal 
quite  noble,"  Powell  says.  "SIC  is  a  labi 
of  love  for  him  as  much  as  it  is  a  busine; 
He  could  be  willing  to  take  a  hit  [on  r 
because  you  know  he's  not  going 
recover  that  money  from  the  customei 
SIC  customers  will  pay  no  more  than  $. 
a  month  for  their  phone  service,  as  mu' 
as  20%  less  than  what  Verizon  charges 
subscribers.  That  owes  in  part  to  SIC's  g( 
ting  back-end  subsidies  from  the  Unive 
sal  Service  Fund.  "That's  not  fair  comp 
tition,"  Verizon's  Matsunaga  complain; 

But  then,  Al  Hee  is  an  opportunist.  I 
graduated  from  Annapohs  in  1976  ai 
served  in  New  Jersey  before  returning 
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POWER  PORTFOLIO 


[ANOTHER   REASON   PSEG   HAS   WALL    STREET'S   ATTENTION] 


In  today's  economy,  the  savvy  investor  knows  a  well-designed  portfolio 


can  help  mitigate  downdrafts  in  the  market.  PSEG's  philosophy  is  no 


different.  By  continuously  expanding  our  foundation  of  strategically 


related  businesses,  including  both  domestic  and  international  pow^er 


generation  and  delivery,  PSEG  can  not  only  weather  marketplace  storms, 


but  thrive.  It's  exactly  this  diversity  that  can  provide  solid  long-term 


profitability  through  turbulent  economic  times.  Now^  that's  the  kind  of 


pow^er  that  energizes  any  investor. 


PSEG 

Wf  make  things  work  for  you. 


www.pseg.com 


HAWAir  TELECOM 


Hawaii  in  1980.  The  state  was  in  a  real  estate 
boom,  and  resort  developers  faced  a  lack  of 
desaUnization  plants  and  power  utilities.  In 
1985  the  Federal  Energy  Regulatory  Com- 
mission began  deregulating  power,  and  Al 
Hee  made  the  most  of  it.  "I  figured  if  buy- 
ing utility  stocks  was  smart,  then  owning  a 
utility  must  be  smarter,"  he  says. 

Hee  sowed  the  seeds  of  his  first  for- 
tune when  he  got  a  contract  to  develop  a 
hydroelectric  plant  on  the  Big  Island  in 
1986.  He  raised  financing  and  kept  a 
small  equity  stake  in  the  plant,  later  sell- 
ing his  share  for  several  million  dollars, 
which  formed  the  basis  for  his  current 
holding  company,  Waimana  Enterprises. 
Waimana  (Hawaiian  for  "water  power") 
later  formed  SIC. 

When  DHHL,  the  state  Home  Lands 
agency,  approached  Hee  in  1992,  he  had 
been  looking  for  a  way  to  "give  back"  to 
the  Hawaiian  community.  Ray  Soon,  now 
head  of  DHHL,  approached  him  and 
explained  the  homesteaders'  predica- 
ment. Soon  asked  whether  Hee  could 
help  find  a  way  to  develop  a  telecom 
infrastructure  for  the  homesteaders.  The 
catch  was  that  DHHL  would  not  be  able  to 
pay  for  it.  Remarkably,  Hee  agreed. 

Hee  tried  to  raise  money  from  private 
investors  like  Mitsubishi  but  found  no 
takers.  Then  a  Hawaiian  ft-iend,  who  had 


was  a  headache,"  Hee  recalls.  He  also 
hired  a  consultant  to  plan  the  project  and 
lined  up  contractors  and  network  special- 
ists like  IVco,  NTT  and  little-known  Sum- 
mit Communications  for  the  actual  lay- 
ing of  the  network. 

In  1997  SIC  broke  ground  near  four 
rural  homesteads  on  the  north  side  of 
Oahu.  By  1999  construction  was  under 
way  for  three  more  homesteads  on  Maui 
and  Molokai.  Two  years  later  SIC  had 
completed  nearly  5%  of  its  buildout  and 
was  serving  11%  of  the  22,539  residents 
on  nine  homesteads,  including  Laiopua. 
It  was  at  this  point,  Hee  says,  that  he  came 
up  with  a  big  idea  for  how  to  make 
money  off  SIC.  It  happened  one  night  as 
he  drove  home  from  work  and  suddenly 
remembered  the  subterranean  tours  of 
water  mains  that  he  had  taken  with  his 
father  years  before. 

"What's  the  most  expensive  part  of 
building  a  telecom  network?"  Hee  asks. 
"Digging  up  the  streets  to  lay  the  fiber. 
Oahu  has  miles  and  miles  of  vacant  water 
pipes  lying  fallow,"  he  adds,  then  smiles 
shrewdly.  "They're  a  liability  to  the 
city" — and  a  boon  to  Al  Hee. 

He  figured  he  could  use  the  water 
mains  to  easily  extend  his  network  to  cen- 
tral Honolulu  and  take  on  Verizon.  The 
problem:  SIC's  federal  license  as  a  rural 


"Worst-case  scenario,  SOMEONE  SUES  and 
it  takes  10  to  15  years  to  work  through  the 
courts.  By  then  my  network  will  he  hiiilt" 


worked  in  the  first  Bush  Administration, 
alerted  him  to  the  rural  loan  program.  In 
1995  DHHL  gave  Hee  an  exclusive  license 
for  voice  and  data  services,  letting  Hee 
register  with  the  FCC  as  a  rural  local 
exchange  carrier  and  qualify  for  govern- 
ment-backr.'  "1,  it  took  several 

trips  to  Wasl ,  ,  and  one  heU- 

copter  ride  ov.  nd  with  an  RLn 

loan  agent  in  t^)^  Miiscasc. 

Now  Hee  had  ,  .'  ;he  network 

and  find  a  way  to  lu  n  it.  He 

spent  several  years  loi>.    i ; 
tioii  peruiiis  from  state  utiin 
sioners,  local  mayors  .  'd  other  po 
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carrier  permitted  it  to  serve  only  rural 
areas.  The  solution:  ClearCom,  a  CLEC 
(competitive  local  exchange  carrier)  that 
he  formed  four  years  earlier.  "In  business 
we  call  these  parallel  paths,"  he  reasons. 

ClearCom  will  use  SIC's  central  switch- 
ing offices  to  link  the  communications 
traffic  of  urban  customers  to  the  public 
network.  Because  for  at  least  the  first  few 
vcars  ClearCom  won't  have  to  pay  SIC  for 
accv.'^^s,  Hee  figures  he  can  undercut 
inc\uTibent  rivals  on  price.  Now-defunct 
CLhX  s,  like  NorthPoint  Communications 
and  Covad,  were  bankrupted  by  the  huge 
;iccess  fees  tliey  had  to  pay  to  the  Bells. 


In  June  2002,  following  an  gpen  au 
tion  in  which  SIC  was  the  only  bidde 
^Al  Hee  and  ClearCom  were  granted 
exclusive  license  with  Honolulu's  Boai 
of  Water  Supply  to  lease  all  of  i 
abandoned  water  mains  in  perpetuit 
ClearCom  has  agreed  to  pay  an  annu 
fee  of  $1  million,  and  when  the  netwo 
is  complete  ClearCom  also  will  pay  tl 
board  a  dollar  a  year  for  every  foot 
pipe  it  uses.  Hee  will  also  deliver  voi 
and  data  service  to  the  water  board  its< 
at  a  50%  rebate. 

So  Al  Hee  uses  government  subsidi 
to  build  a  telecom  network  for  rural  co 
sumers  and  parlay  it  into  profits  by  ser 
ing  urban  residents  and  businesses.  Tl 
irritates  his  detractors,  but  he  doesr 
flinch.  "My  [SIC]  license  is  depende 
upon  providing  service  to  the  Hon 
Lands.  As  long  as  I  do  that,  I'm  goo 
Worst-case  scenario,  someone  sues  and 
takes  10  to  15  years  to  work  through  t 
courts.  By  then  my  network  will  be  bui 
Will  they  then  tear  it  up?  No  way." 

But  the  native  Hawaiians  he  h 
helped  the  most  don't  much  care  abo 
such  details — they  just  want  the  servic 
that  have  always  gone  to  the  urban  ric 
Norman  (Duke)  Kapuniai,  60,  raises  she 
on  a  farming  homestead  near  Waimea  i 
the  Big  Island.  His  wife,  Marion,  works 
a  bookkeeper  for  a  no 
profit  called  Friends  of  t 
Future  in  nearby  Kamue 
The  couple  got  SIC  servi 
earlier  this  year.  "We're  vt 
appreciative  of  SIC.  Un 
~  now  we've  been  on  cell,  a 
cell  is  expensive,"  Marii 
says.  Together,  the  Kapuniais  once  sp€ 
$300  a  month  for  cellular  service. 

When  asked  if  she  and  her  husba 
look  forward  to  using  SIC's  broadband  ( 
pabilities,  Marion  responds,  "Broadbar 
You'd  have  to  explain  to  me  that  term.' 
SIC  representative  gendy  describes  how  1 
ternet  access  would  let  her  work  frc 
home  and  offer  Friends  of  the  Futur 
literacy  and  nutrition  programs  to  Haw 
ians  on  other  homesteads,  and  she  gasps 
wonder.  "That,"  she  says,  "would  be  ji 
wonderfijl." 


I 


Additional  reporting  by  RiShawn  Biddle. 
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IMAGER 


Your  dedication. 


Delivered. 


Industry  Awards 


■r  Buys  for  Business  2002  Editor's  Choice  for  AR-NM50. 
:002  Picl<  of  the  Year  for  AR-M3S0  &  AR-M450. 
2005  Best  of  the  Best  for  AP-M3-3  j  &  AR-M450. 


Where  technology  and  passion  converge.  Award-winning  employees  need 
an  award-winning  partner  —  one  ttnat  will  get  the  job  done  day  or  night.  Enter 
the  3harp  IMAGER  series  —  a  full  line  of  nnulti-functional  digital  copier/printers. 
Reliable,  completely  networkable,  and  fast,  from  20-80  pages  per  minute. The 
Digital  IMAGER  Series  from  Sharp.  It  delivers,  so  you  can  too.  sharpusa.com 
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vsfety  Information:  Adverse  events  possibly,  probably 

" -itely  related  to   use   of  AndroGel®  in   the 

trial  (n=154)  across  all  dose  levels  reported  in 

■^  patients  included  lab  test  abnornnal  5.8%, 

'i.'plication  site  reaction   5.2%,   prostate 

<■  jadache  2.6%,  and  hypertension  2.6%. 

oossibly,  probably  or  definitely  related  to 

i  a  1-year  follow  up  (n=106)  across  all 

."•ose  levels  reported  in  at  least 

/  oatients  included  applica- 

jction  9.4%,  prostate 

'^  5%,  acne  5.7%,  and 

lormal  4.7%. 
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•  Androgens  are  contraindicated  in  nnen  with  cai 
of  the  breast,  or  known  or  suspected  carcinom. 
prostate.  Geriatric  patients  treated  with  androg( 
be  at  an  increased  risk  for  the  development  of  p 
hyperplasia  and  prostatic  carcinonna. 

•  To  minimize  the  potential  transfer  of  teste 
to  another  person,  patients  should  wash  thei 
immediately  with  soap  and  water  after  applic 
AndroGel®.  They  should  cover  the  applicatio 
with  clothing  after  the  gel  has  dried. 


Please  see  brief  summary  of  prescribing  infor 


Fatigued? 
Depressed  mood? 
Low  sex  drive? 

Could  be  your  testosterone 
is  running  on  empty. 


An  estimated  4-5  million  American  men  have  a  medical  condition  called  hypogonadism, 
or  low  testosterone.'  These  low  testosterone  levels  can  cause  a  number  of  different 
symptoms  such  as  low  sex  drive,  fatigue,  depression,  and  even  loss  of  height  or  strength. 
Your  doctor  can  check  your  testosterone  level  with  a  simple  blood  test. 

~\i    Fortunately  you  can  replace  testosterone  with  AndroGel'"  which  delivers 
natural  testosterone  in  a  gel  that  you  simply  rub  into  your  skin 
^    -  no  patches  or  injections.  As  it's  absorbed  through  your  skin,  AndroGel 
treats  hypogonadism  by  restoring  your  testosterone  to  its  normal  range. 

1.  www.fda.gov/fclac/departs/J96_upd.htmi,  accessed  May  17,  2002 

Ask  your  doctor  if  AndroGel  is  right  for  you. 

For  more  information  please  visit: 

www.androgel.com  orcaii  1-800-241-1643 


AndroGel 

(testosterone  gel)  1  %  CHI 


® 


.-■^" 


Testosterone  restored 


Over  the  past  few  years  oil  giant  Royal  Dutch/Shell  has  been  out  of 
step  with  world  markets.  Philip  Watts  is  determined  to  change  that. 


BY  PAULKLEBNIKOV 


Y 


^HEN  PHILIP  WATTS  TOOK  OVER  AS  CHAIRMAN  OF  ROYAL  DUTCH/SHELL  IN  THE  SUMMER  OF 
2001,  the  year  was  already  shaping  up  as  one  of  the  most  disappointing  in  the  company's  long 
history.  Two  years  earlier  it  had  lost  its  title  as  the  world's  largest  oil  company  to  ExxonMobil. 
Now  it  was  being  overtaken  by  BP.  Yes,  oil  prices  were  high  and  profits  were  rolling  in,  but  it  was 
becoming  clear  that  Shell  would  badly  undershoot  its  long-standing  goal  of  5%  annual  pro- 
'  duction  growth.  And  for  the  third  year  in  a  row  it  couldn't  replace  its  hydrocarbon  reserves.  The 
company  was  shrinking. 

"We  didn't  have  a  brilliant  year,"  admits  Watts,  an  English  seismologist  who  has  spent  his  whole  career  at' Shell. 
In  the  midst  of  all  this  came  Sept.  1 1 .  "I  was  at  a  meeting  of  the  committee  of  managing  directors  in  London,"  Watts 
"s^"We  immediately  established  a  group  crisis  team,  hi  these  situations  you  have  to  be  carellil  not  to  be  led  too  much 
Id^  thoughts.  This  is  a  time  for  gathering  together  thoughtful  people  who  can  work  out  the  various  scenarios." 
||gjSb,cll  response— conservative,  .cautious,  bureaucratic,  even  by  large  oil  company  standards. 

cd  $12  billion  on  $135  SiUion  in  sales  last  year,  is  the  most  decentralized  and  international  of  the 
kperates  in  more  than  I4a,«©J»ntries,  employing  90,000  staffers  and  twice  as  many  contractors. 
H^iy  of  this  size  and  breadth  to  be  tleet-footed,  but  Shell  is  encumbered  with  a  special  bureau- 


cratic 

Still  I 
stocks  trade  se, 
iMdership.  I 


-4' 


the  merger  95  years  ago  of  Royal  Dutch  Petroleum  and  Shell  Transport  &  Trading  (the 

En  and  Amsterdam,, and  as  separate  ADRs),  Shell  is  a  peculiar  example  of  collectixe 
in  cominittee  of  managing  directors  whose  biweekly  meetings  alternate  between  two 
Hague.  The  chairman  is  .simply  the  tirst  among  equals.  Shell  has  a  mandatory  retire- 
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.  ent  age  of  60.  At  57,  Watts  is  the  third 
chairman  in  five  years. 

"Compared  to  die  other  big  oil  com- 
panies. Shell  takes  longer  to  make  deci- 
sions," says  '  .ide!  (',hcit,  a  former  Mobil 
engineer  who  n.  .•  nrks  as  an  oil  analyst 
at  Fahnestoc.  '-  N'ew  York.  "Yes, 

Shell  has  a  d^ .  terms  of  man- 

agement, but  it  ve  loo  many 

cooks  in  the  kitch'  : 

When  you're  .1 
dealing  with  muUibun 
ment  projects  that  taL 


'pany, 

\cst  ■ 

play 


out,  one  of  your  biggest  challenges  is  to 
get  the  timing  right.  For  several  years  now 
Shell  has  been  slightly  out  of  step  with 
world  markets.  It  overinvested  in  Asian 
and  European  refineries  in  the  mid-1990s 
and  then  got  hammered  when  the  Asian 
crisis  hit  in  1997  and  sent  refinery  mar- 
gins into  a  tailspin. 

As  the  world's  largest  private 
producer  of  liquefied  natural  gas,  Shell  is 
locked  into  huge  LNG  investments  for 
years  to  come.  Today  that  LNG  is  proving 
difficult  to  unload.  Since  Japan,  which 


uses  half  the  world's  LNG,  is  still  strugi 
gling  to  revive  its  economy.  Shell  i 
counting  on  Korea,  India  and  China 
to  take  up  the  slack.  But,  as  a  sign  0 
how  difficult  it  is  to  find  new  LNG  cusi 
tomers  in  Asia  these  days,  Shell  is  talk 
ing  about  shipping  its  LNG  from  tbj 
Far  East  to  the  U.S.,  where  it  woulc] 
have  to  build  regasification  plants  b 
take  the  stuff. 

Shell  sat  out  the  big  oil  mergers  0 
the  late  1990s.  Over  a  period  of  twi 
years  Exxon  bought  MobO,  BP  bough 
Amoco  and  Arco,  Chevron  bough 
Texaco,  and  Total  merged  with  Fin 
and  Elf.  Even  smaller  players  lik 
Conoco  and  Phillips  teamed  up.  Watt 
claims  he  has  no  regrets.  "Most  acqui 
sitions  destroy  value  for  the  share 
holder,"  he  notes.  "People  either  pa 
too  much  or  they  don't  implemer 
the  acquisition  properly." 

It  would  be  hard  to  say  that  aboi 
the  recent  oil  mergers,  however.  Hav 
ing  successfully  absorbed  Amoco  am 
Arco,  BP  is  a  completely  transformei 
company,  expanding  production  59 
annually  (compared  with  1%  fc 
Shell).  ExxonMobO  has  also  done  wel 
racking  up  postmerger  cost  saving 
quicker  than  anyone  expected.  An 
perhaps  the  biggest  recent  succes. 
Total  Fina  Elf,  has  come  out  of  nc 
where  to  become  a  major  player. 

All  of  these  companies  have  ou 
performed  SheO  on  the  stock  marke 
At  17  times  trailing  12-month  ean 
ings,  Shell  sells  at  a  discount  to  Exxo 
(21  times  earnings)  and  BP  (26  timi 
earnings),  though  at  a  premium  t 
France-based  Total  (16  times). 

Merging  with  a  rival  is  one  way  1 
achieve  efficiency;  it  becomes  a 
opportunity  to  fire  redundant  staff.  1 
1998,  shocked  by  the  collapse  of  0 
prices.  Shell  embarked  on  a  cost-cuttir 
campaign  of  its  own.  Over  three  years 
sold  40%  of  its  troubled  chemicals  bus 
ness  and  wrote  off  $5  billion  in  bad  assei 
With  oil  prices  back  up.  Shell  boosted  i 
return  on  capital  employed  to  19%  ; 
2000  and  2001. 

But,  having  trimmed  down.  Shell  nc 
finds  that  it  needs  to  bulk  up  if  it  is  goii 
to  maintain  its  production  and  reserv 
growth.  "In  the  process  of  instituting  cai 
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Stop  paying  so  much  in  taxes! 


Every  year  you  face  the  challenge  of  holding  onto  the 
money  you  earn.  And  every  year  you  pay  more  than 
your  fair  share  of  taxes. 

So  what  are  you  going  to  do?  Contact  CSA  Strategic 
Advisors.  We  are  an  expert  team  of  attorneys,  CPAs  and 


financial  consultants  that  assist  affluent  individuals 
and  businesses  in  maximizing  their  wealth.  Our  unique, 
high-impact  strategies  are  backed  by  major  law  firms, 
accounting  practices,  and  nationally  recognized  service 
providers. 


CLIENT  TYPE 

INCOME 

TAXES 
BEFORE 

TAXES 
AFTER 

ONE  YEAR 
DIFFERENCE 

20  YEAR 
BALANCE** 

ORDINARY  INCOME  1 

$  1,750,000 

$    787,500 

$  393,750 

+$     393,750 

+$    9,124,172 

ORDINARY  INCOME  2* 

$      500,000 

$    226,000 

$     90,000 

+$     135,000 

+$  17,199,158 

CAPITAL  GAINS  1 

$10,000,000 

$2,500,000 

$  289,000 

+$2,211,000 

+$  65,330,752 

CAPITAL  GAINS  2* 

%  1,000,000 

$    250,000 

$     75,000 

+$     175,000 

+$  38,802,978 

Figures  are  assumed  to  be  annual  amounts  over  a  10  year  period.        **  Assumes  10%  annual  returns  on  tax  deferred  or  non-taxable  portfolio. 

Contact  us  today  to  learn  what  we  can  do  for  you. 
For  more  information  or  to  schedule  a  no-obligation  initial  consultation,  please  call  1-888-272-4460 
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ital  discipline  in  the  wake  of  1998,  we  cu 
expenditures,"  Watts  explains.  "We  nov 
know  that  expenditures  were  lower  thai 
the  level  we  needed  to  maintain  a  busi 
ness  of  our  size." 

On  taking  the  reins  of  the  compan; 
Watts  decided  to  make  up  for  lost  timt 
Despite  downplaying  the  importance  - 
acquisitions,  over  the  past  year  and  a  ha 
he  has  invested  some  $15  billion  in  then 
These  include  Texaco's  U.S.  refining  an 
marketing  operations  (making  Shell  th 
largest  marketer  in  the  U.S.),  the  Germa 
gas  station  chain  DEA,  Pennzoil-Quake 
State  to  beef  up  Shell's  lubricants  pos' 
tion,  and  Enterprise  Oil,  a  British  pre 
ducer,  to  add  upstream  capacity. 

Watts  is  setting  a  more  aggressi\ 
tempo  for  his  sprawling  company.  Bi 
again.  Shell  seems  half  a  step  behind 
competitors.  Oil  company  prices  todt 
are  significantly  higher  than  they  were  i 
the  late  1990s.  Some  analysts,  such  as 
Traynor  of  Deutsche  Bank,  worry  that ; 
rushing  to  beef  up  its  portfolio  toda 
Shell  may  be  overpaying. 

There  are  places  to  prospect  for  c 
other  than  Wall  Street:  Saudi  Arabia,  fi 
example.  In  1998  Saudi  Crown  Prini 
Abdullah  invited  Shell,  Exxon,  BP  and 
number  of  other  foreign  companies  to  b 
on  a  $25  billion  project  to  develop  g 
fields  in  the  country.  Was  this  country, 
hostile  for  the  past  three  decades  to  foreij 
ownership  of  its  fields,  about  to  open  up 

Yes  and  no.  The  Saudi  oil  monopo 
Aramco  (as  the  Arabian  American  C 
Co.,  this  used  to  be  owned  by  Exxo 
Mobil,  Chevron  and  Texaco)  and  tl 
Ministry  of  Oil  are  not  eager  to  let  fc 
eigners  back  in.  The  two  sides  are  bic 
ering  over  terms;  the  oil  companies  wa 
a  15%  annual  return  on  their  capit 
while  the  Saudis  are  insisting  on  a  ma 
imum  of  8%.  Watts  confesses  to  sor 
disappointment. 

Could  he  get  a  piece  of  the  action  u 
post-Saddam  Iraq?  He  might  (seep.  IZ 
He  is  diplomatic  about  the  situatic 
"The  tragedy  at  the  moment  is  that 
everybody  worked  collectively,  behavi 
in  an  economically  rational  manner, 
would  all  invest  our  money  in  the  dev 
opment  with  the  lowest  technical  cost 
we  needed  to  constrain  production  at  a 
stage,  we  would  do  so  in  the  areas  w 
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SHELL  OIL 


the  highest  operating  costs."  In  a  rational 
world,  that  is,  Shell  would  be  sinking  drill 
pipe  in  Basra,  Iraq  rather  than  in  3,800 
feet  of  water  off  the  Louisiana  coast. 

Shell  has  had  better  luck  with  the  Chi- 
nese. It  has  been  working  in  China  for 
some  1 5  years  now  and  is  working  on  a 
number  of  big  projects,  including  a  chain 
of  gas  stations,  a  petrochemicals  plant,  a 
gas-development  project  on  the  Mongo- 
lian border  and  a  2,500-mile  gas  pipehne 
from  the  Chinese  hinterland  to  Shanghai. 
Watts  says  that  Shell's  investments  in 
China  may  reach  $7  billion  in  the  next 
several  years,  up  from  $1  billion  today. 

An  even  more  promising  area  for 
Shell  is  Russia.  Shell  has  a  55%  stake  in 
the  $9  billion  Sakhalin  2  project,  just 
north  of  energy-hungry  Japan;  produc- 
tion from  a  field  containing  1  billion  bar- 

FUEL    CELLS 


rels  of  oil  and  15  trillion  cubic  feet  of  gas 
is  supposed  to  start  in  2006.  Since  1997 
Shell  has  also  had  a  strategic  alliance  with 
Gazprom,  the  Russian  natural  gas 
monopoly,  which  sits  on  30%  of  the 
world's  known  gas  reserves.  The  two 
companies  are  talking  about  developing  a 
big  gas  field  in  western  Siberia  together. 
Gazprom  is  also  a  partner  in  Shell's  China 
pipeline  project. 

Among  the  other  targets  of  Shell's 
$12  billion  annual  investment  budget 
are  offshore  gas  projects  in  Nigeria,  Iran 
and  Australia,  a  heavy  oil  project  in 
Canada,  an  LNG  facility  in  Venezuela 
and  several  new  offshore  rigs  in  the  Gulf 
of  Mexico.  (The  Gulf  rigs  run  around 
$1  billion  each.)  In  short,  there  is  hardly 
a  spot  on  the  globe  where  Shell  is  not 
involved. 


Yet,  in  a  sign  that  Shell  is  finding  i 
hard  to  find  good  projects,  the  company 
bas  spent  $4.6  billion  since  the  begin 
ning  of  last  year  to  buy  back  its  stock 
During  that  time  it  has  also  sent  over  $1( 
billion  to  shareholders  in  the  form  o 
dividend  checks. 

Shell  now  aims  to  achieve  an  averag 
3%  annual  production  growth  over  thi 
period  2000-05.  "I  don't  think  we  shoulj 
underestimate  the  challenge,"  says  Watts 
"We're  talking  about  growth  on  a  very  bit 
base.  You  have  to  replace  the  yearl"' 
decline  in  your  existing  fields  and  theii 
add  the  3%  growth." 

Like  any  big  oil  company.  Shell  is  on  I 
treadmill.  The  larger  you  are,  the  hardd 
you  have  to  work  to  keep  growing. 

Says  Watts,  "Yes,  we  are  on  a  treadmii 
But  you  get  very  fit  on  a  treadmill."        I 


When  the  Oil  Runs  Out 

"We  are  probably  looking  at  a  peaking  of  conventional  oil  supply 
within  the  next  two  or  three  decades,"  says  Ged  Davis,  head  of 
Shell's  Global  Business  Environment  division.  "With  natural  gas, 
we  will  keep  growing  a  bit  longer,  but  somewhere  around  the 
middle  of  the  century  we  will  turn  down.  Technology  may  con- 
tinue to  surprise  us,  but  it  can  only  go  so  far  in  addressing  re- 
source constraints."  i'^ 

What  comes  next?  Hydrogen-powered  fuel  cells. 

"For  the  very  first  time  we  may  have  a  genuine  competitor  for 
the  internal  combustion  engine,"  says  Davis.  'This  could  dramat- 
ically change  the  nature  of  the  energy  industry  as  we  know  it," 

The  technology  is  beguiling.  You  can  get  hydrogen  from  water 
when  you  zap  it  with  electricity,  or  you  can  extract  it  by  "reform- 
ing" natural  gas.  When  you  feed  the  hydrogen  into  a  fuel  cell  (a 
generator  without  moving  parts),  out  come  electricity  and  steam. 
Not  only  is  ai'fuel  cell  much  cleaner  than  the  internal  combustion 
engine,  it  is  also  moro  flffident— it  expends  half  the  energy  per  mile 
asagaso 

echnology?  Fuel  cells  are  now  small 

Ikthey  can  fit  under  a  car  hood,  but 

Inexpensive  to  manufacture  as  in- 


they  are 
ternalcoi., 
lems.  There 

One  is  thi 
cult.  As  a  compru 
In  liquid  form,  hydru. 
helt.  Scientists  have  c 
in  a  matrix  (using  a  heav 
gas  like  a  sponge)  but  such\ 


lis  cost  is  the  least  of  the  prob- 

hydrogen  is  extremely  diffi- 
b  bulky  for  a  car's  gas  tank. 
■Ito -418  degrees  Fahren- 
M^  dispersing  hydrogen 
■"■ium  to  soak  up  the 
Mid  too  heavy  for 


^'•^',^'5%' 


transportation  purposes.  J 

Whatever  the  means  of  delivery,  Shell  estimates  that  distri 
uting  hydrogen  to  a  chain  of  filling  stations  would  be  three  to  foun, 
times  as  expensive  as  distributing  gasoline.  The  likelihood  is  that  i 
your  laptop  will  be  powered  by  a  miniature  fuel  cell  and  your  home 
will  be  heated  by  a  refrigerator-size  fuel  cell  before  you  buy  your 
first  hydrogen-powered  car. 

The  next  problem:  getting  the  hydrogen.  It  can  be  extracted 
easily  from  natural  gas,  but  that  releases  carbon  dioxide  into  the 
atmosphere.  Extracting  it  from  electrolyzed  water  makes  sense 
only  ^  the  electricity  does  not  come  from  a  fossil-fuel  plant. 

DSspite  the  imcertainties,  Shell  is  investing  between  $50  mil- 
lion and  $100  nfVillion  a  year  on  research  into  hydrogen  and  other 
alternative  energy  sources.  It  wants  a  hedge  against  the  day  when 
all  of  theWDridJiS  oil  is  gone. 

"We  hav«>  j^Wer  had  50  years  in  which  we  haven't  had  some 
dramatic  shiftlfn  'energy, "  says  Ged  Davis.  "And  I  have  no  doubt 
that  we  will  be  ^tirprised  again."  —P.K. 
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TAIWAN 

Reunification, 
Chinese  Style 

Taiwan  has  invaded  Mainland  China— 
with  jobs  and  capital.  Politics  will  adapt 
to  the  new  reality,  by  robyn  meredith 

QN  FRIDAY  NIGHTS  CHUAN  BO  RESTAURANT  BUSTLES  WITH 
Taiwanese  businessmen  and  engineers  unwinding  as  they 
slurp  squid  porridge  under  photographs  of  historic  Tai- 
wan scenes.  The  restaurant  draws  a  crowd  every  night  be- 
cause of  the  scores  of  Taiwanese  factories  nearby,  but  it  is  incon- 
gruous for  one  big  reason:  It  is  in  downtown  Kunshan,  China. 
Mainland  China. 

Drive  two  hours  along  the 
newly  laid  highway  stretching 
northwest  from  Shanghai  and  it 
grows  harder  and  harder  to  tell 
whether  there  is  one  China  or 
two.  So  many  Taiwanese  compa- 
nies have  opened  factories  in  the 
area  that  Kunshan  is  nicknamed 
the  "Little  Taipei"  of  Shanghai. 

Taiwanese  business  owners 
began  setting  up  factories  in 
Mainland  China  in  the  1980s. 

The  trickle  became  a  flood  in  the  past  few  years,  much  of  it  pour- 
ing into  the  Shanghai  region,  where  400,000  Taiwanese  now  live, 
and  more  than  half  of  Taiwan's  investment  landed  last  year. 

How  much  is  there? 

Taiwan's  official  government  figures,  which  understate  the 
scale  of  Taiwan's  investment,  show  $17.1  bilhon  invested  in 
Mainland  China  from  1991  to  2000.  However,  Investing  China 
magazine  says  the  cumulative  figure  is  far  higher:  $139  billion 
since  1979.  Since  then,  11,100  Taiwanese  companies  have 
plunked  $31  billion  into  the  province  that  includes  Shanghai. 
Another  14,136  companies  have  invested  $30  billion  in  the 
southern  province  of  Guangdong,  according  to  the  magazine. 
Even  Tibet  boasts  $100  million  invested  by  five  Taiwanese  firms. 

"Taiwan  is  getting  emptier  and  emptier,"  says  Theodore  M.  H. 
Huang,  chairman  of  the  Chinese  National  Association  of  Indus- 
try &  Commerce  and  chairman  of  TECO  Group,  a  $3  billion  Taipei 
conglomerate.  "The  business  sector  wants  to  go  to  China — we 
have  to  go  to  China."  Huang  says  his  conservative  company  has 
been  one  of  the  last  big  Taiwanese  businesses  to  set  up  shop  in 
Mainland  China. 

Since  the  end  of  the  Cold  War,  politics  has  been  driven  by  eco- 
nomics instead  of  the  otiier  way  around.  It  is  no  different  in  Asia 
now  tliat  China  has  opened  its  dov.vs.  Dcspte  tlie  feet  that  their  pol- 
itics clash,  Taiwan's  economy  is  hi>iii;'  kn      -.icther  witli  China's, 
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thanks  to  the  latter 's  cheap  labor  and  rapidly  growing  marke 
Less  than  a  half-hour's  drive  past  Little  Taipei  is  a  TEG 
factory  where  130  workers  build  500  smaO  industrial  motors 
day  for  30%  less  than  it  would  cost  in  Taiwan.  An  hour's  driTtjUl 
beyond,  TECO,  has  another  factory  under  construction.  Th 
one  will  build  heavy-duty  industrial  motors  using  a  miUir 
machine  and  a  boring  machine  shipped  from  an  old  Westinji  i 
house  factory  TECO  bought  in  Austin,  Tex.  Behind  this  soon-t( 
be-buzzing  factory,  there's  a  plowed  field.  By  the  end  of  th 
year  TECO  will  begin  building  an  air-conditioner  plant  then 

Where  is  TECO  finding  so  many  customers  so  fast  so  f;| « 
from  home?  So  many  other  Taiwanese  factories  are  settir 
up  shop  nearby  that  they  need  TECO's  motors  to  run  the! 
own  machines. 

High  tech  or  low  tech,  it  is  the  same  story.  Just  this  June,  Td 
wan's  AU  Optronics  opened  a  $150  million  factory  in  Suzh< 
China.  The  company  makes  any-size-you-want  flat-panel  di 
plays,  the  only  pure  play  in  the  industry.  It  builds  tiny  screens  f 

mobile  phones  and  digital  car 
eras,  and  big  panels  for  AppI 
Toshiba,  Acer,  IBM  and  othl 
name  brands,  many  of  whii 
assemble  their  end  products 
China  these  days. 

Thanks  to  the  Taiwane 
company,  anyone  looking  for  e 
idence  of  China's  newfound  abi 
ity  to  make  state-of-the-art  te 
goods  would  find  it.  Much  of  i 
Optronics'  China  factory  loo 
like  a  California  corporate  car 
pus.  Pull  on  rubber  gloves,  a  clean  suit,  special  boots,  a  mask  ai 
walk  through  two  air  showers  and  you  could  be  in  an  "Intel  1 
side"  commercial  but  for  the  absence  of  dancers.  Robots  do  t 
most  precise  work,  then  hand  off  to  Chinese  workers,  some 
whom  have  been  trained  for  a  month  for  the  most  delicate  static 
on  the  assembly  Une. 

K.Y.  Lee,  chief  executive  of  AU  Optronics,  says  assembly  jc 
were  the  first  ones  to  move  from  Taiwan  to  China,  but  that  mc 
and  more  design,  marketing  and  management  jobs  are  going 
Mainland  China.  In  about  five  years  "there  will  be  no  dififeren( 
between  work  forces  in  the  two  places,  he  says. 

Politics  are  shifting  as  fast  as  technology  and  jobs  migrate, 
a  private  dinner  with  Taiwan's  president  in  mid-September,  ^ 
Huang,  on  behalf  of  Taiwan's  leading  businesses,  presented  a  w 
list  of  policy  changes  they  say  would  make  Taiwan  more  comp 
itive.  One  of  them:  establishment  of  direct  flights  and  shippi 
links  to  the  mainland. 

Officially,  there's  a  great  divide.  Taiwanese  President  Ch 
Shui-bian  provoked  an  uproar  this  summer  by  saying  there  v 
"one  coimtry  on  each  side"  of  the  Taiwan  Strait.  China's  respor 
angry  rhetoric.  But  for  all  its  official  distaste  for  the  rebel  regi 
in  Taipei,  Mainland  China  wants  Taiwan's  capital  and  technol< 
ical  expertise.  That's  the  main  reason  you  haven't  read  recer 
about  missile  tests  aimed  across  the  strait. 
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n  the  Northern  Virginia  communities  across  the 
imac  from  Washington,  D.C.,  to  Hampton  Roads,  the 
landoah  Valley,  the  capital  region  of  Richmond,  and 
t  to  the  Cumberland  Gap,  Virginia  is  an  economically 
and  diverse  commonwealth.  No  state  has  played  a 
e  important  part  in  American  history  than  Virginia.  And 
ly,  the  people  of  this  Old  Dominion  in  the  U.S.  Southeast 
inue  this  tradition  united  as  one  Virginia  with  one  future. 
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\IE  VIRGINIA, 

3NE  FUTURE 


novation  and  leadership  are  central  to 
/irginia  spirit.  After  all,  it  was  this  corn- 
wealth  that  gave  the  United  States 
e  of  its  first  four  presidents,  most 
biy  George  Washington  and  Thomas 
srson.  Their  leadership  spirit  lives  on 
in  Virginia's  halls  of  government  and 
:es  of  corporate  Virginia.  Working 
sther  in  a  pro-business,  free  environ- 
t,  Virginia's  businesses  and  government 
naking  things  happen, 
'he  rewards  of  a  successful  economic 
jlopment  strategy  include  job  creation, 
icrease  in  the  tax  base  and  an  improved 
ity  of  life  for  Virginians,"  insists  Virginia 
3rnor  Mark  R.  Warner,  who  acts  as  a  liai- 

between  government  and  industry. 
3  commonwealth  needs  to  focus  on 
lomic  development  now  more  than 

to  combat  the  recent  recession." 
)vernor  Warner  firmly  believes  that  for 
nia  to  continue  to  prosper,  no  Virginian 
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can  be  left  behind,  in  his  upcoming  Eco- 
nonnic  Development  Strategic  Plan,  the 
governor  charges  the  commonwealth 
with  the  challenge  of  examining  critical 
economic  development  issues  and  iden- 
tifying innovative  strategies  to  address 
those  issues. 

"By  working  together  as  one  Virginia, 
the  commonwealth  is  heading  toward 
one  future,  a  future  that  leads  the  way  to 
prosperity  for  all,"  the  governor  pro- 
claims. 

Since  coming  to  office  in  Januan/  2002, 
Warner  has  witnessed  the  creation  of 
more  than  6,000  jobs  and  over  $900  mil- 
lion in  capital  investment.  A  well-versed 
businessman  himself,  the  governor 
understands  the  corporate  world  and 
how,  given  the  right  tools,  companies  and 
institutions  can  prosper  as  well  as  trans- 
form the  future.  His  own  achievements 
include  initiating  a  technology  venture 
capital  fund,  a  health  care  foundation,  an 
on-line  Web  site  where  seniors  can  find 
answers  to  medical  questions,  and  a  pro- 
gram to  teach  basic  computer  skills  to  the 
people  who  need  them  most. 

Pro-Business  State 

Today  Virginia's  economy  is  well  bal- 
anced between  manufacturing,  technol- 
ogy and  the  service  sector.  To  promote 
and  attract  business,  as  well  as  ease 
cost  burdens  related  to  locating  and 
expanding  in  the  commonwealth,  local 
incentive  packages,  grants  from  the  Gov- 
ernor's Opportunity  Fund  (GOF)  and  train- 
ing dollars  from  Workforce  Services 
often  are  available. 

GOF  is  employed  at  the  governor's 
discretion  to  a  community  to  help 
"close  a  deal"  and  secure  a  coinprj."'/'? 
decision  to  locate  or  ex.vind  in  Virginia. 
Awards  are  made  with  the  expectation 
that  the  grant  to  a  locality  wi,;  --sv  in 
a  favorable  decision. 


The  Workforce  Services  Division  of  the 
Virginia  Department  of  Business  Assis- 
tance offers  customized  recruiting  and 
training  to  companies  that  are  creating 
new  jobs.  The  program  is  designed  to 
save  companies  start-up  costs  related  to 
human  resource  development.  To  quali- 
fy, companies  must  meet  certain  criteria. 

But  more  than  GOF  grants  and  work- 
force training  dollars,  businesses  find  Vir- 
ginia's total  package  to  be  extremely  pro- 
business.  For  one,  business  regulations  in 
the  commonwealth  are  streamlined.  The 
northernmost  state  on  the  East  Coast 
with  a  Right  to  Work  law,  Virginia  allows 
individuals  the  right  to  a  job  regardless  of 
membership  in  a  labor  union  or  organiza- 
tion. Virginia  has  a  AAA  bond  rating,  and 
has  not  raised  its  6%  corporate  income 
tax  since  1972.  In  addition,  Virginia  offers 
a  variety  of  programs  at  little  or  no  cost  to 


•age  annual  health  care  payment  by  bi] 
ness  per  family  is  26%  less  than  1 
national  average  as  are  its  average  hoi 
manufacturing  wages.  Building  const 
tion  costs  are  also  20%  less.  Con: 
quently,  many  executives  refer  to  Virgi 
as  offering  "one  of  the  warmest  busine 
climates  in  the  world." 

Danaher  Power  Solutions,  a  lead 
designer,  manufacturer  and  provider 
power  quality  and  reliability  products 
services,  recently  announced  a  $1 .7  i 
lion  expansion  to  its  site  in  Henrfee 
County  because  of  the  pro-businessj « 
mate  and  vast  resources  available' 
businesses.  The  company  looked 
areas  in  Connecticut,  Ohio,  California  jfi" 
Texas  before  settling  on  the  location 

"The  site  is  the  most  economical  <' 
practical  location  for  our  company 
manufacture  its  current  products,  and' 


il 


help  businesses  increase  international 
sales.  Virginia's  unemployment  tax 
burden  is  more  than  66%  lower  than  the 
national  average.  In  addition,  Virginia  man- 
ufacturers have  one  of  the  lowest  aver- 
age vvorkers'  compensation  costs  in  the 
counvy.  At  $1.71  per  $100  of  payroll  for 
January  1,  2001,  it  weighed  in  at  45% 
lower  than  the  national  average.  The  aver- 


location  offers  us  future  growth  poi 
tial,"  says  Eric  Blackwell,  Danaher  Po' 
Solutions  vice  president  of  Operatic 
"We  are  pleased  to  be  situated  ir 
impressive  community  that  displays  s 
a  strong  business  environment,  one  % 
we  believe  our  customers  will  apprecia 

From  soft  costs  like  healthier,  m    * 
productive  workers,  to  hard  costs     ei? 
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» companies  make  their  headquarters  in  Virginia. 
More  than  700  foreign-affiliated  firms  are  located  in  the  commonwealth. 
Virginia  ranks  third  among  the  50  states  as  a  recipient  of  federal  R&D 
funds  and  fourth  in  federal  R&D  funds  per  capita. 
Virginia  ranks  ninth  in  terms  of  venture  capital  investment.  Virginia  is 
among  the  top  15  fastest-growing  states  for  venture  capital  investment 
and  among  the  top  10  states  for  total  venture  dollars  invested. 


per,  available  and  reliable  electricity, 
e  companies  have  benefited  from 
;ombination  of  resources  the  com- 
wealth  offers.  Plus,  there's  the 
an  side  to  living  and  working  in  Vir- 
The  state  offers  a  superb  quality  of 
All  totaled,  CEOs  readily  admit  that 
nia  has  been  a  positive  experience 
leir  corporations. 

k  Spitzer,  president  of  Alfa  Laval 
,  speaks  highly  of  his  company's 
5ion  to  invest  an  additional  $10  mil- 
in  the  recent  relocation  and  expan- 
of  a  manufactunng  facility  in  Henrico 
ity  The  project  became  the  largest 
;truction  project  worldwide  within 
Laval  in  2002  and  the  second  largest 
nsion  in  Greater  Richmond  in  2002. 
fa  Laval,  whose  parent  company 
fr9m  Sweden,  is  a  world  leader  in 
ration,  heat  transfer  and  fluid  han- 
I  technologies. 

Vhen  time  came  to  relocate  our  san- 
'  business  from  Kenosha,  Wise,  it 
a  simple  matter  of  looking  at  our  10 
s  of  successful  history  in  the  Rich- 
id  area,"  Spitzer  says.  "We  owned 
erty  there  that  we  could  build  on,  so 
decided  to  take  advantage  of  it  and 
Jtail  off  of  our  existing  infrastructure, 
itenance  support  and  facilities  man- 
nent.  But  overall,  we  chose  to  relo 
in  Richmond  because  of  our  positive 
jrience  there." 


Spitzer  outlines  that  greater  Richmond 
and  the  state  of  Virginia  offer  a  good, 
stable  workforce.  "Richmond  is  afford- 
able. It  is  not  the  cheapest,  but  it  is  com- 
petitive," he  says.  "And  it  offers  a 
lifestyle  where  hourly  workers  and 
salaried  professionals  can  each  find  their 
niche  and  be  happy.  We  are  big  fans  of 
the  Central  Virginia  area.  It  has  simply 
been  a  good  place  for  us  to  work,  do 
business  and  raise  our  families." 

Communities  around  the  state  take 
pride  in  their  high  quality  of  life.  For 
example,  part  of  Virginia's  Southside 
region,  dubbed  the  Lake  Country,  offers 
an  enviable  lifestyle  filled  with  peace  and 
relaxation  on  two  lakes,  John  H.  Kerr 
Reservoir  (a.k.a.  Buggs  Island  Lake)  and 
Lake  Gaston.  The  two  offer  hundreds  of 
miles  of  wooded  shoreline  with  boating, 
fishing,  camping,  swimming,  picnicking, 
hiking  and  hunting,  as  well  as  a  wide 
selection  of  housing  choices. 

Yet,  businesses  find  hardworking,  ded- 
icated, innovative,  cooperative  people  in 

Frrto  Lay's  Lynchburg  facility 
r  unveiled  a  $30  million  expansion 
^  plan  in  March  2002. 


the  region  who  are  well  trained.  The 
Southern  Virginia  Higher  Education 
Center,  a  newly  renovated  facility  in  South 
Boston,  coordinates  a  wide  variety  of 
classes  and  degree  programs  from  some 
of  Virginia's  finest  colleges  and  universi- 
ties. The  Lake  Country  Advance  Knowl- 
edge Center  in  South  Hill,  to  be  complet- 
ed in  December  2003,  will  provide  access 
to  advanced  degree  programs. 

In  addition,  the  region  offers  modern 
industnal  parks  and  is  committed  to  state- 
of-the-art  telecommunications  technology 
to  assist  industry.  Also  available  are  low- 
interest  seed  loans  for  expanding  or 
newly  locating  businesses  that  create  15 
or  more  jobs  in  Lake  Country.  Incentives 
are  available  through  several  Enterprise 
Zones  as  well  as  a  Technology  Zone,  and 
the  region  boasts  very  reasonable 
machinery  and  tool  tax  rates. 

Accolades 

Virginia's  successes  have  not  gone 
unnoticed  by  the  national  media.  This 
year.  Site  Selection,  a  widely  read  eco- 
nomic development  trade  magazine, 
awarded  Virginia  an  unprecedented 
high  ranking  in  the  publication's  highly 
regarded  Governor's  Cup  competition. 
Site  Selection's  annual  Governor's  Cup 
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lOOO  Virginians  are  currently  enrolled  in  over  100 
institutions  of  higher  education. 

More  than  18,900  doctoral  scientists  and  engineers  reside  in  Virginia. 
•  Th§  Virginia  Community  College  System  provides  occupational  and 
technical  training  programs,  many  of  which  are  designed  to  meet  the 
needs  of  nearby  industries. 

Annually,  17,000  highly  trained,  disciplined  and  motivated  military 
personnel  separate  from  the  military  in  Virginia.  I 

Military  personnel  receive  extensive  trade  skills  " 


The  American  Electronics  Association 
(AEA)  ranked  Virginia  sixth  in  the  nation 
for  high-tech  jobs  for  2001.  In  AEA's 
national  state-by-state  study  of  high-tech 
job  markets,  Virginia  was  the  only  state 
in  the  nation  to  move  up  in  a  national 
ranking,  replacing  Illinois.  Virginia's  high- 
technology  industry  added  4,300  new 
tech  jobs  last  year,  for  a  total  of  228,900 
jobs  in  2001. 

Regional  Excellence 

Regional  and  local  economic  develop- 
ment agencies  within  the  commonwealth 
are  also  consistently  recognized  for 
attracting  businesses.  The  Greater  Rich- 
mond Partnership,  Inc.,  a  regional  public- 
private  economic  development  team  that 
serves  the  city  of  Richmond  and  the 
counties  of  Chesterfield,  Hanover  and 
Henrico,  consistently  receives  national 
and  international  recognition  for  leading 
Greater  Richmond  into  the  new  economy. 

In  June,  Greater  Richmond  was  ranked 
No.  1  in  the  U.S.  for  European  investment 
from  April  2000  to  April  2002  by  Expan- 
sion Management  magazine,  a  prominent 
economic  development  magazine.  Also 
this  year,  Employment  Review  magazine 
and  BestJobsUSA.com  once  again  select- 
ed Greater  Richmond  as  one  of  the  "best 


competition  assesses  states'  success  in 
fostering  business  expansion  activity. 

"In  2001,  Virginia  was  among  the  top 
five  states  in  our  annual  Governor's  Cup 
competition,  which  recognizes  states  that 
were  particularly  successful  in  attracting 
new  facilities  during  the  previous  year," 
says  Mark  Arend,  editor  of  Site  Selection 
magazine.  "We  are  most  interested  in 
tracking  corporate  projects  that  have  a 
significant  economic  impact  in  their 
region,  and  Virginia  won  an  impressive 
number  of  those,  according  to  our  data." 

Never  ranked  above  eighth  in  the  United 
States  by  this  publication  before,  the  com- 
monwealth tied  for  fourth  place  this  year. 
That  same  publication  named  the  Virginia 
Economic  Development  Partnership  (VEDP) 
a  "Top  Development  Group"  for  2001  and 
2002.  Virginia  earned  this  honor  with  2001 
announced  investments  totaling  $3.24  bil- 
lion with  37,590  announced  new  jobs. 

In  August,  Southern  Business  &  Devel- 
opment magazine  named  the  VEDP  a 
Top  Group  for  Economic  Development  in 
the  South  over  the  past  10  years;  at  the 
same  time,  the  publication  called  Virginia 
the  South's  "State  of  the  Year"  due  to 
the  large  numb  deals 

closed  in  the  state  .  ,,         vth 

Virginia  has  been  able  to  .  .        -olr 


places  to  live  and  work  in  Amer 
-  this  time  ranking  fifth  among  300.  t 
ness  Development  Outlook's  Noven" 
December  2001  issue  considered  F 
mond  one  of  the  nation's  25  choice  c 
for  business  relocation  and  expansioi 

An  early  achievement  of  the  Partner: 
launched  in  1 994,  was  the  attraction  o 
region's  first  semiconductor-manufa;: 
ing  complex,  a  joint  venture  of  Sien 
AG's  Semiconductor  Group  and  Mote 
Semiconductor  Products,  then  Cc 
White  Oak  Semiconductor.  In  1999,  V^, 
Oak  became  a  fully  owned  subsidiaij 
Siemens,  and  in  2000,  was  spun  o 
become  Infineon  Technologies. 

Greater  Richmond,  with  its  populc 
exceeding  1  million,  is  a  magnet 
industry.  Its  diverse  economy  inck 
headquarters  for  12  multinational  corf 
tions;  pharmaceutical,  chemical,  biot 
semiconductor  and  other  21st-cer 
manufacturers,  as  well  as  the  Fifth  Di; 
Federal  Reserve,  Fourth  Circuit 
Court  of  Appeals  and  Virginia  state  ca; 

Virginia's  community  colleges  enroll 
more  than  10,000  students  in  allied 
health  fields,  including  7,000  student 
in  nursing  programs. 


i 


WHEN  IT  HAPPENS  IN  BUSINESS,  I 

IT  WILL  HAPPEN 
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;at  strides  are  being  made  every  day  in  every  type  of  business.  And  many  of  those  strides  are  being  made  in  Virginia. 

me  very  smart  reasons.  Our  workforce  includes  almost  19,000  scientists  and  engineers.Virginia  is  among  the  top 

ites  in  labor  and  manufacturing  productivity,  with  manufacturing  wages  below  the  national  average.  Our  colleges  and 

sities  are  conducting  research  in  almost  every  field.  And  we  always  have  an  ample  supply  of  water  and  electricity 

are  other  reasons  to  choOse  Virginia,  not  the  least  of  which  is  this: 

ant  your  business  and  v^il|vvprk  hard  to  get  it.  For  more  informa- 

ontactjVirginia  Economitffel/elopment  Partnership,  R  O.  Box  798, 

ond,Virginia  23218-07^81004)  371-8202,  FAX  (804)  736^1121, 
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Richmond  is  also  an  important  cenler 
for  financial  and  information  technology 
services  and  higher  education. 

Last,  year  DuPont  announced  a  $50 
million  expansion  there  to  add  another 
production  line  for  Kevlar,  the  high- 
strength  synthetic  fiber  used  in  bullet- 
resistant  vests,  brake  pads  and  other  pro- 
tective products.  Honeywell  International 
announced  a  $20  million  expansion  of  its 
Spectra  fibers  plant. 

Health  care  is  an  important  industn/  to 
the  Greater  Richmond  area.  HCA  Rich- 
mond Hospitals,  the  region's  fourth-largest 
private  employer  with  some  6,500  people, 
plays  a  key  role  in  that  industn/  with  its  net- 
work of  four  hospitals  and  two  outpatient 
surgery  centers:  CJW  Medical  Center, 
Mainover  Outpatient  Center,  Henrico  Doc- 
tors' Hospitals.  John  Randolph  Medical 
Ceri'u',  .'diagnostic  Center,  Retreat 

Hospital  kahoe  Surgery  Center.  All 

work  collei,  •  "ipoendently  to  pro- 

vide high-quci!  .■=  Each  serves 

a  distinct  geogiu,  :,1  has  unique 

clinical  strengths  I'.nities  was 

the  first  hospital  in  i 

As  a  unit,  the  neiv.  every 

service  from  primary  care  to  tra.  :!ants, 
with  two  state-designated  uaur 


ters,  the  largest  psychiatric  facility  in  the 
region,  cancer  programs  with  the  highest 
possible  level  of  accreditation,  and  a 
maternal/infant  unit  that  delivers  more 
babies  than  any  other  hospital  in  the  area. 
The  hospitals  do  more  than  just  raise 
the  level  of  health  care  in  the  region. 
HCA  has  a  long  tradition  of  giving  back 


rico  Doctors'  Hospitals,  for  example, 
been  named  a  Top  100  Hospital  forli| 
diac  care  by  Solucient.  CJW  Med! 
Center  was  rated  the  best  heart  hosf 
in  Virginia  in  2001  and  2002  by  Hed 
Grades,  and  it  also  has  been  recognii 
as  a  Top  100  Hospital  for  heart  byp 
surgen/  and  overall  care. 

Nationally  recognized  outcome 
hand  in  hand  with  cutting-edge  U 
nology,  and  HCA's  facilities  use  r 
technologies  to  benefit  both  patie 
and  doctors.  Its  doctors  are  pionee 
groundbreaking  technology.  Henrico  [ 
tors'  Hospitals  is  one  of  only  a  few  I 
pitals  nationwide  to  be  chosen  to  c 
duct  clinical  trials  using  the  daV 
Surgical  System  for  closed-chest  c 
nary  artery  bypass  surgery.  The  da^ 
System  is  a  technologically  advan 
surgical  tool  that  reduces  recovery' 
and  improves  patient  outcomes. 

CJW  Medical  Center  is  home 
pharmacy  robot  that  can  fill  prescripl 


RICHMOND  IS  AN  IMPORTANT  CENTER 
FOR  FINANCIAL  AND  INFORMATION 

TECHNOLOGY  SERVICES 
AND  HIGHER  EDUCATION 


to  the  people  it  serves  through  dona- 
tions and  community  service.  It  sup- 
ports local  events  and  organizations 
through  donations,  and  each  year  its 
employees  volunteer  countless  hours 
of  community  service  to  local  and 
national  organizations.  In  the  past  two 
years  alone,  HCA  Richmond  has  donated 
more  than  $2  million  to  community  seny- 
ice  organizations. 

In  addition  to  being  active  in  the  com- 
munity, these  hospitals  have  received 
national  recognition  for  clinical  outcomes 
from  several  independent  sources.  Hen- 


four  times  faster  than  a  human, 
robot  serves  all  the  Richmond  facil 
and  it  reflects  HCA's  commitmei 
patient  safety  by  reducing  medic 
and  dosing  errors. 

HCA  Richmond  Hospitals  is 
enhancing  patient  care  by  install 
system-wide  PACS  (picture  and  an 
communication  system)  that  stores 
tronic  images  of  X-rays,  CT  scan; 
other  diagnostic  modalities  and  tran 
them  anywhere  on  the  network  ir 
onds.  This  technology  saves  time  -n 
can  be  vital  in  an  emergency  -  and 


9go  CarMax  revolutionizet;  -  -   .i  specialist  in  the  nation.  It's  easy  to  see  why  Historic  Richmond  Region  is  the  easy 

t>y  ghrtng  customers  a  nohgggle.  CarMax    chooses    the    Historic    Richmond  choice  for  business  success, 

way  to  buy  used  cars,  Tot?a>'.  wi*  Region  for  its  headquarters.  With  its  ideal  East  pjj^jj  ^^^  j^^  ^^^y  ft  is.  CaU  the 

mwe  than  20  major  dsks  across  Coast  location,   exceptional   transportation.  Greater    Richmond    Partnership    at 

^aiMax  is  the  number  am  ased  car  educated  workforce,  and  superior  lifestyle,  the  (800)229-6332  or  visit  grpva.com. 
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doctors  read  scans  more  accurately. 

The  facilities  that  make  up  HCA  Rich- 
mond Hospitals  have  seen  Richmond's 
past  and  they  are  leading  the  way  toward 
the  future.  By  bringing  new  technology 
and  a  higher  level  of  patient  care  to  Rich- 
mond, these  facilities  are  making  Rich- 
mond a  better  place  to  live. 

HCA  Richmond  Hospitals  is  not  the 
only  major  health  care  provider  in  Rich- 
mond. Others  include  the  Virginia  Com- 
monwealth University  Health  System, 
Bon  Secours  Richmond  Health  System 
and  Southside  Regional  Medical  Center. 

Health  care  is  a  key  industry  group  to 
the  region.  But  as  Gregory  H.  Wingfield, 
president  and  CEO  of  the  Greater  Rich- 
mond Partnership,  adds,  "Greater  Rich- 
mond has  a  strong  presence  of  compa- 
nies in  a  wide  range  of  industry  groups 
from  banking  and  manufacturing  to 
pharmaceuticals.  Besides  health  care 
and  being  home  to  major  corporations 
such  as  Capital  One  Financial  Corp., 
Philip  Morris  USA,  Circuit  City  Stores, 
Inc.,  Wachovia  Corp.,  SunTrust  Banks 
Inc.,  Wyeth  Pharmaceutical,  Wako 
Chemical  and  GE  Financial  Assurance, 
some  170  international  companies  are 
located  here." 

But  Richmond  is  more  than  industry. 
In  recent  years,  this  Southern  city  rich 
in  history  also  has  enjoyed  a  revitaliza- 
tion  of  its  downtown.  Led  by  the  expan- 
sion of  its  Convention  Center,  Down- 
town Richmond  is  undergoing  a 
renaissance  with  its  Performing  Arts 
Center,  new  convention  complex,  shops 
and  parks.  People  now  enjoy  hundreds 
of  cultural,  sports  and  special  events  as 
well  as  a  thriving  nightlife  in  its  down- 
town historic  Shockoe  Slip  area.  Various 
housing  projects  are  also  under  way  to 
turn  former  manufacturing  ai^  ware- 
house centers  into  desirable  housing 
and  retail  establishments. 


wm 


Airport  Access 

Airport  access  often  heads  the  list  of 
site  selection  criteria  by  executives. 
Being  able  to  come  and  go  from  a  locale 
and  reach  other  markets  with  ease  is  of 
great  importance  to  busy  executives  and 
salespeople.  Airports  also  serve  as  key 
components  for  shipping  cargo. 

Virginia  has  its  share  of  excellent  com- 
mercial airports  -  1 1  in  total  -  which  serve 
nearly  100,000  passengers  each  day. 

Despite  the  economic  recession  and 
the  falloff  of  air  travel  since  the  terrorist 
attacks  on  September  11th,  Norfolk 
International  Airport  (NIA)  is  experiencing 
a  14%  growth  in  passenger  traffic.  "We 


I 


•  The  U.S.  Department  of  Transportat^ 
refers  to  this  as  the  "Southwest  Effec, 
meaning  that  airports  experience  a  d 
matic  increase  in  passenger  traffic  af 
Southwest  begins  serving  that  marke 

Southwest  spokesperson  Christil 
Turneabe-Connelly  comments  Xhi 
Southwest  Airlines  chose  to  introdi)  r 
service  in  and  from  Norfolk  because  i  ti 
airport  was  "first  and  foremost  ripei  i, 
the  picking."  u 

"Norfolk  met  all  of  Southwest's  crj  \ 
ria.  It  was  overpriced,  yet  underservi  > 
thereby  creating  a  tremendous  oppo' :( 
nity  for  Southwest  to  bring  low  fares  * 
travelers,"  Turneabe-Connelly  says,   i  s 


Norfolk  International  Airport  is  served  by  six  major  carriers, 
including  the  latest  arrival.  Southwest  Airlines. 


are  up  while  the  rest  of  the  county  is 
down  1 1  %,"  comments  Chris  W.  Braden, 
NIA  spokesman. 

Helping  those  figures  is  new  entrant 
Southwest  Airlines,  which  added  service 
at  NIA  last  October  7th  with  12  daily 
nonstop  flights. 

"As  a  result,  we  have  seen  Souti-!west 
stimulate  traffic  and  introduce  con^peti- 
tive  fares,  inducing  other  airlines  to  do 
the  same,"  says  Braden. 


Besides  attracting  Southwest,  No 
International  has  undergone  a  nr 
facelift,  which  makes  its  facilities  n 
user-friendly  and  enjoyable  to  pas 
gers.  In  July  a  much-anticipated  stat 
the-art  arrivals  terminal  and  long-ti 
nine-level  parking  garage  became 
operational,  part  of  Arrival  2002,  a  S 
million  multiphased  capital  improver 
program  at  Norfolk  International. 

The  new  243,000-square-foot  terr 
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riy  triples  the  existing  baggage  claim 
lities  located  in  the  mam  passenger 
ninal,  allowing  travelers  the  ability  to 
:kly  retrieve  their  luggage.  The  arrivals 
ninal  also  significantly  increases  curb- 
3  access  for  passenger  pickup  and 
ws  the  baggage  claim  facilities  in  the 
n  passenger  terminal  area  to  be  con- 
ted  to  additional  airline  ticket  coun- 
;,  which  will  be  completely  renovated 
r  this  year. 

he  improvements  do  not  end  there. 
!  last  two  years  have  seen  the  com- 
mon of  new  airport  foodA^everage  and 
lil  concessions,  the  full  refurbishment 
he  passenger  terminal  mam  lobby,  and 
rehabilitation  and  upgrade  of  run- 
/s  and  taxiways  to  accommodate  the 
easing  number  of  airline  operations. 
orfolk  International  Airport,  operated 
the  Norfolk  Airport  Authority,  offers 
iroximately  200  arrivals  and  depar- 
ts daily  to  primary  cities  throughout 
United  States  and  the  world.  Norfolk 
(rnational  currently  ranks  in  the  coun- 
s  top  75  airports  in  terms  of  passen- 
s  served  annually,  with  more  than  3 
ion  projected  for  the  year  2002.  Air- 
s  serving  Norfolk  International  include 
major  carriers  -  American,  Continen- 
Delta,  Northwest,  Southwest  and  US 
/vays  -  and  five  regional  carriers  - 
erican  Eagle,  Continental  Express, 
ta  Connection,  United  Express  and 
Airways  Express. 

Ip  the  road,  Richmond  International 
3ort  (RIO  is  strategically  located  in  a 
lamic  economic  region  at  the  cross- 
ds  of  Virginia  commerce  in  a  rr^arket 
t  serves  a  population  exceeding  1  mil- 
residents  and  a  catchment  area  top- 
g  2  million.  With  a  continuojsiy 
»anding  route  network,  more  than  1 8C 
hts  are  offered  at  RIC  on  e  daily  oasis, 
luding  nonstop  flights  to  srri  from 
s^fnaior  Eastern  U.S.  ai^orts  and 


A  rendering  of  Richmond  International  Airport's  Concourse  B 
—  part  of  a  S250  million  Capital  Improvement  Program. 


international  markets  such  as  Toronto. 

Serving  Central  Virginia  since  1927, 
Richmond  International  Airport  is  expand- 
ing to  meet  growing  needs.  Owned  and 
operated  by  the  Capital  Region  Airport 
Commission,  RIC  is  undergoing  a  $250 
million  Capital  Improvement  Program  that 
includes  the  new  expanded  Concourse  B 
that  will  result  in  a  50%  increase  in  gates 
at  the  airport.  Already  completed  are 
improvements  to  parking,  with  a  new  air 
traffic  control  tower  on  the  way. 

"This  is  an  airport  growing  to  meet  the 
present  and  future  needs  of  the  com- 
monwealth's vibrant  Capital  Region," 
states  John  V.  Mazza,  Jr.,  chairman  of 
the  Capital  Region  Airport  Commission, 
owner  and  operator  of  RIC. 

Besides  being  within  10  minutes  of 
the  Central  Business  District  and  the 
state  capitol,  RIC  also  provides  four-point 
interstate  access  to  the  region  in  a  hub- 
like manner.  To  the  north  one  can  reach 
Northern  Virginia  and  the  Washington, 
D.C.,  area  in  two  hours  by  car.  To  the 
south  and  east  are  Hampton  Roads  and 
the  Virginia  Coast,  both  of  which  are  one 
hour  away.  To  the  west,  you  can  get  to 
Charlottesville  and  the  Blue  Ridge  region 
in  only  9C  'ninutes. 

"Custo  ^lers  consistently  report  to  us 


that  the  airport's  ease  of  use,  superb 
location  and  manageable  size  are  all 
major  influences  in  choosing  to  fly  from 
Richmond  International,"  says  airport 
President  and  Chief  Executive  Officer 
Jon  E.  Mathiasen,  A.A.E. 

While  US  Airways  and  Delta  Air  Lines 
are  the  largest  carriers  at  RIC,  air  service 
is  not  dominated  by  a  single  airline. 
Among  the  other  carriers  offering  service 
from  RIC  are  American,  United,  Conti- 
nental, Northwest,  Air  Canada  Jazz  and 
Laker.  Top  traffic  markets  are  New 
York/Newark,  Atlanta,  Chicago,  Dallas/Fort 
Worth,  Boston,  Orlando,  Los  Angeles, 
Philadelphia,  Charlotte,  Tampa,  Detroit 
and  Houston. 

Richmond  itself  is  home  to  large  and 
well-known  employers.  Since  1994,  the 
Greater  Richmond  region  has  seen  208 
new  and  expanded  companies  with 
76,660  not  new  jobs.  The  Interstate  64 
Tech  Corridor,  which  runs  from  Char- 
lottesville through  Richmond  to  Hampton 
Roads,  is  home  to  2,700  technology 
companies  with  79,000  workers. 

Besides  the  fact  that  all  of  these  com- 
panies require  business  travel,  Richmond 
and  the  neighboring  Colonial  Williams- 
burg area  are  substantial  leisure  travel 
destinations.  In  2000,  hotel  revenue  in 
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ufacturing  sites,"  confirms  Sidney 
Taurei,  chairman,  president  and  CEO  of 
Eli  Lilly.  "As  we  reviewed  possible  loca- 
tions, we  concluded  that  Prince  William 
County  offered  the  best  tradeoff 
between  cost  of  operations,  quality  of 
life  and  the  ability  to  attract  and  retain 
a  skilled  workforce." 

Initial  operations  at  the  Eli  Lilly  site  will 
commence  in  2004  with  the  facility 


the  Richmond-Petersburg  MSA  exceed- 
ed $220  million,  and  nearby  Colonial 
Williamsburg  adds  more  than  $120  mil- 
lion per  year  in  area  hotel  revenues. 

The  Call  for  Leadership 

Despite  the  advancements  the  com- 
monwealth has  made  in  the  past,  this 
new  and  challenging  economy  requires 
that  Virginians  not  rest  on  their  laurels  if 

the  state  is  to  fulfill  its  mission  of  One  becoming  fully  operational  in  2007. 

Virginia,  One  Future.  To  remain  econom-  Virginia  has  scores  of  stories  relating  to 

ically  strong,  Virginia  businesses  must  successful  corporations  that  gain  market 

continue  to  foster  competition  and  ore-  edge  and  become  leaders  in  their  fields, 

ativity.  Corporations  must  be  at  the  fore-  thanks  in  part  to  their  Virginia  location, 

front  of  their  fields.  This  fact  will  become  more  than  evident 

Eli  Lilly,  an  innovation-driven  phar-  during  the  2003  Forbes  CEO  Leadership 

maceutical  corporation,  is  doing  just  Forum  sponsored  with  the  help  of  the 

that.  In  May,  the  company  announced  Greater  Richmond  Partnership  and  the  Vir- 

it  was  investing  in  a  new  facility  in  ginia  Economic  Development  Partnership. 

Prince  William  County,  a  move  that  will  The  Forum  is  being  held  at  the  famous 

allow  the  company  to  expand  current  five-star/five-diamond  Jefferson  Hotel  in 

insulin  manufacturing  locations  and  pro-  Richmond  where  Forbes  will  lead  more 


vide  additional  manufac- 
turing capacity. 
"We  felt  it  was 
important  to  geo- 
graphically diversi- 


than  150  CEOs  from  dynamic  global 
companies    on    an    exploration    and 
exchange  of  ideas  regarding  the  impor- 
tance of  leadership  today. 
Located   just    100   miles   south   of 


fy  our  insulin  man-     Washington,  D.C.,  Richmond  is  strate- 

Governor  Mark  Warner  (right)  and  Sidney  Taurei,  Chairman, 

President  and  CEO  of  Eli  Lilly  and  Company,  unveil 

a  rendering  of  Lilly's  recently  announced 

Prince  William  County  facility. 
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gically  at  the  midpoint  of  the  Uni 
States'  East  Coast. 

Leadership  Through  Education 

Of  course,  the  key  to  success  is  eo 
cation,  which  has  its  roots  in  the  ea 
years  of  the  Virginia  Commonwealth.  T 
University  of  Virginia,  founded 
Thomas  Jefferson  in  1825,  is  ranked 
the  second  best  public  university  in 
United  States  by  U.S.  News  and  Wo 
Report's  2002  ranking  of  the  top  natic 
al  public  universities.  The  national  maci 
zine  ranks  the  College  of  William 
Mary,  with  its  time-honored  tradition 
Colonial  Williamsburg,  as  sixth. 

Virginia  is  home  to  colleges  and 
versifies  with  outstanding  national  ra 
ings  as  well  as  scores  of  other  insti 
tions  of  higher  education  and  commu 
colleges  that  provide  excellent  train 
Each  works  in  its  own  way  to  contrib 
to  the  greater  whole  of  what  Virgini 
today,  again  living  out  the  theme  One 
ginia.  One  Future. 

Virginia  has  the  tenth-highest  cone 
tration  of  doctoral  scientists  and  e 
neers    in    the    nation.    Approximat 
350,000  full-time  students  are  enrolle 
84   institutions   of   higher  educati 
including  45  private  institutions,  eight  c 
toral  research  institutions,  th 
academic  medical  center: 
college  of  veterinary  medic 
and  a  statewide  networl 
23  community  collec 
These     instituti 
offer  numerous 
medical,  engin 
ing  and  scien 
programs  inclui 
both  certificate 
degree  program 
Virginia    C 
monwealth  Uni 
sity  (VCU)  is  rar 


EXCELLENCE  in 

healthcare  demands 

PASSION  for 

healthcare 


Innovation,  determination,  compassion. 

Striving  to  become  a  leader  in  the  healthcare 
arena  takes  all  of  that  and  more.    It  takes  teamwork. 
And  a  dynamic  team  with  a  passion  for  excellence. 

That's  the  driving  force  behind  the  team  of  over 
2,000  affiliated  physicians  and  6,000  employees  and 
volunteers  who,  together,  form  HCA  Richmond 
Hospitals.  It  connects  each  of  our  hospitals  and 
outpatient  centers  like  nothing  else  can. 

Combining  clinical  excellence  with  superior  patient 
care  so  that  we  can  consistently  produce  better 
outcomes  for  our  patients -that's  what  we're  all  about 

TT/^  A    RICHMOND 
jrlV-^/\  HOSPITALS 

Where  passion  drives  excelletu 


CJW  Medi 
Retr 


Henrico  Doctors'jpppftals       JOHN 'Randolph  Medical  Ce 
^Hanover  Outpati^';penter       Tuckahoe  Surgery  Center 
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as  one  of  the  nation's  top  research  uni- 
versities by  the  Carnegie  Foundation. 
Located  on  two  campuses  in  the  thriving 
urban  core  of  Richmond,  VCU  enrolls 
25,000  students  in  more  than  160  under- 
graduate, graduate,  professional,  doctor- 
al and  postgraduate  certificate  degree 
programs  at  1 1  schools  and  one  college. 
Plus,  16  graduate  and  professional  pro- 
grams have  been  ranked  as  among  the 
best  of  their  kind  in  the  nation  by  U.S. 
News  &  World  Report.  The  VCU  Health 
System  is  one  of  the  leading  academic 
medical  centers  in  the  country,  created 
through  the  merging  of  clinical  activities  of 
Medical  College  of  Virginia  Hospitals  and 
Physicians,  and  VCU's  School  of  Medicine. 


sciences.  Innovative  courses  bring  stu- 
dents up  close  to  some  of  the  most  excit- 
ing discoveries,  including  working  vvith 
prestigious  scientists  on  large  NIH  grants, 
investigating  mock  crime  scenes  in  foren- 
sics  training,  performing  research  in  a 
Class  1000  microelectronics  clean  room, 
using  advanced  3-D  modeling  in  human 
anatomy  labs,  and  applying  lessons 
learned  through  internships. 

"Life  sciences  is  the  new  intellectual 
revolution,"  says  Eugene  P.  Irani,  presi- 
dent of  VCU.  "Its  discoveries  will  influ- 
ence everything  from  how  we  fight  dis- 
ease to  how  we  educate  students  for  the 
future  workforce.  The  university  research 
community,  more  than  any  other  single 


The  completion  of  the  mapping  of  the 
human  genome  stirred  an  interest  in  sci- 
ence perhaps  not  seen  since  the  begin- 
ning of  the  space  race  in  the  1950s. 
Planning  and  preparation  for  a  ground- 
breaking life  sciences  program  at  VCU 
have  been  under  way  throughout  the 
decade  -  efforts  thot  ^  ; .  -,  -eated  VCU 
Life  Sciences.  VCU's  st.e.tcv^s  in  the  sci- 
ences, the  humanities,  busiiiess,  educa- 
tion, medicine,  biotechnology  engineer- 
ing and  patient  care  make  the  diversity 
an  ideal  site  for  the  development  of  life 


entity,  has  the  ability  to  transform  teach- 
ing research  and  public  education  in 
response  to  this  post-genomic  era." 

VCU  has  moved  toward  a  broad  defini- 
tion of  the  interdisciplinary  university  - 
reaching  not  only  across  departments  and 
programs,  but  also  into  the  community 
and  the  world.  The  university's  entrepre- 
neurial spirit  has  created  unique  centers 
of  excellence,  ranging  from  the  Massey 
Co'.orr  Center  to  the  VCU  Adcenter. 

;  School  of  Engineering  was  estab- 
l!:-i'ed  to  promote  workforce  and  industri- 


"  al  development  through  interdisciplir 
education,  research  and  collaboration  n 
industrial  partners.  From  the  beginn 
the  development  of  the  school  has  b 
through  a  collaboration  between  the; 
versity  and  industn/,  which  is  reflecte' 
its  curriculum.  Today  that  curricu 
includes  biomedical,  chemical,  comp 
science  and  electrical  and  mechar 
courses  of  study. 

Chemengine,  an  undergraduate  m 
disciplinary  engineering  consulting  c 
pany  run  by  chemical  engineering 
dents,    is   the   first   of   its   kind, 
self-supporting,    nonprofit    enterp 
works  with  faculty  advisers  to  solve 
engineering  problems  with  real  cor 
nies.  John  Gaul,  Jr.,  C.Q.E.  of  MFC 
mier  Molding  Company,  has  tapped 
this  resource,  saying,  "The  students  t 
a  freshness  and  energy  to  the  proj 
that  can  often  spark  a  breakthrough. 
Chemengine  program  provides  invak 
exposure  to  students  while  bringing  \ 
to  the  client  -  it's  a  win-win." 

The  region's  cultural  community  th 
in  large  part  due  to  VCU's  School  o  t 
Arts,  ranked  among  the  Top  20  art  set  ] 
in  the  nation  by  U.S.  News  &  V  i 
Report.  This  ranking  includes  the  de  ii 
ments  of  Sculpture,  Painting  &  Print  a 
ing,  Photography  &  Film,  and  Cr  t 
Since  its  inception  in  1928,  the  Schc  i 
the  Arts  has  grown  to  more  than  2  iC 
students.  Its  13  departments  pre 'C 
nationally  recognized,  innovative  ec  z 
tion  in  the  visual  and  performing  arts,  « 
ing  the  exceptional  quality  of  life  r 
vibrant  arts  scene  throughout  the  re  y 

A  recent  report  conducted  by  th 
tiative  for  a  Competitive  InnerCity,  i 
the  auspices  of  "CEOs  for  Cities,"  ii  n 
fies  VCU  as  being  a  critical  partner  i  tf 
economic  development  of  the  Gr  ti 
Richmond  area.  Besides  the  Vir  n 
Bio-Technology  Research  Park,  Vi  ) 


NeN  York  6:48  am 
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His  office  is  anywhere  his  camera  takes  him. 


Fashion  photographer  Mark  Atkinson  .-lever  knows  where  he'll  need  to  go  for  the  next  shoot.  New  York? 
Paris?  Milan?  Sheboygan?  He  only  knows  he  can  get  there  via  Norfolk  International.  We're  the  third  largest 
airport  in  Virginia,  serving  ],5  miilion  people.  With  11  major  carriers,  200  flights  daily  and  low  fares, 
there  isn't  a  destination  we  can't  reach  or  a  budget  we  can't  accommodate. 
And  with  our  new  anivals  terminal,  we've  significantly  increased  our 
capacity,  ev:-n  better  serving  business  travelers  for 
whom  every  minute  counts. 
Norfolk  International.  For  wherever 
your  work  takes  you. 
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responsible  for  the  redevelopment  of 
Broad  Street,  which  anchored  revitaliza- 
tion  of  an  econonnicaliy  distressed  area. 

Founded  in  1830,  the  University  of  Rich- 
mond is  the  second  oldest  and  one  of  the 
premier  private  universities  in  the  state. 
Its  beautiful  campus,  situated  in  Virginia's 
capital  city  just  two  hours  from  Washing- 
ton, D.C.,  is  known  to  provide  an  inspira- 
tional setting  and  extraordinan/  quality  of 
life  for  students,  faculty  and  staff. 

Richmond  has  a  rising  national  and 
international  profile.  With  an  endowment 
of  over  $1  billion,  one  of  the  largest 
endowments  of  any  university  in  the 
countn/,  Richmond's  ambitious  strategic 
plan  provides  a  strong  sense  of  momen- 
tum for  the  future. 

"Our  focus  is  primarily  on  undergradu- 
ate studies;  however,  we  offer  a  number 
of  highly  regarded  graduate  programs  in 
law,  business,  leadership  studies  and 
several  arts  and  sciences  disciplines," 
comments  Dan  Kalmanson,  University  of 
Richmond  spokesman.  Nearly  4,500 
undergraduate  and  graduate  students 
attend  the  university. 

Inaugurated  in  1992,  the  University  of 
Richmond's  Jepson  School  of  Leadership 


Studies  was  the  first  in  the  nation  to 
offer  a  bachelor's  degree  in  leadership 
.studies.  Using  the  liberal  arts  as  its  foun- 
dation, the  Jepson  School  focuses  on 
educating  students  with  the  knowledge, 
skills  and  commitment  to  take  on  the 
moral  responsibilities  of  leadership  as 
service  to  society.  Leadership  is  the  uni- 
fying theme  of  each  course.  Typical 
courses  integrate  research,  theory  and 
practice  to  help  students  understand  the 
ways  in  which  leadership  is  exercised 
and  how  it  succeeds  and  fails  in  such 
disparate  areas  as  government,  busi- 
ness, community  life,  the  arts  and  social 


son  says.  "Our  program  prepares  studerj 
to  be  successful  in  a  wide  variety  of  fieifi 
ranging  from  business  and  government  J 
public  service  and  education." 

Further  evidence  of  the  schooii 
momentum  is  the  upcoming  launchi 
the  Jepson  Executive  Master's  Progra 
in  Leadership  Studies.  This  program 
designed  for  senior-level  and  mid-carei 
executives  from  all  sectors  to  provide  i 
interdisciplinary,  strategic  and  action-ci 
ented  systems  approach  to  leadersh 
issues  and  challenges.  A  cohort  of  or; 
around  25  associates,  representii 
diverse  professional  and  life  experienct 


movements.  The  course  of  study  is      will  be  selected  for  participation  in  tf 

(THE  PORTFOLIO  PROGRAM  GIVESI 
STUDENTS  A  COMPETITIVE 
ADVANTAGE  IN  OBTAINING  JOBS  OR} 
APPLYING  TO  GRADUATE  SCHOOLS 


highly  interactive,  rigorous,  experiential 
and  innovative. 

"In  only  10  years'  time,  the  Jepson 
School  has  become  a  world  leader  in  the 
study  and  teaching  of  leadership,"  Kalman- 


1 


innovative  graduate  program  of  study 
The  University  of  Richmond  aisc 
renown  for  its  Robins  School  of  Bi 
ness,  named  by  the  Fiske  Guide  as  c 
of  the  1 5  strongest  undergraduate  bi 
ness  programs  in  the  country.  The  sch 
has  been  at  the  forefront  of  utilizing  el 
tronic  technology  and  media  to  deve 
an  innovative  student  portfolio  progr 
that  allows  students  to  document  ad 
plans  and  work  samples  to  direct  X\ 
progress  toward  achieving  their  go. 
The  portfolio  program  gives  studeni 
competitive  advantage  in  obtaining  j' 
or  applying  to  graduate  schools.  In  a 
tion,  the  Robins  School  offers  a  hie 
competitive  MBA  program  with  f 
concentrations  in  marketing,  finar 
human    resource    management 
strategic  leadership. 

Recognizing  that  many  people  aire 
in  the  workforce  have  a  desire  to  f 


ft; 
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their  skills  and  study  areas  of  busi- 
reievant  to  their  careers,  the  Uni- 
ty of  Richmond's  Management  Insti- 
has   developed   what   it   calls   a 
•MBA  Program. 

he  Mini-MBA  is  an  intensive  14- 
(  certificate  program  for  managers 
jrofessionals  that  provides  a  practi- 
)undation  in  current  business  theory 
Dractices,"  says  Kalmanson.  "This 
MBA  was  specially  designed  for  pro- 
onals  who  want  to  master  the  key 
ents  of  a  traditional  MBA  program  m 
)rt  period  of  time."  The  Management 
ute  also  offers  customized  manage- 
t  programs  that  are  specially  tailored 
Drporations  and  their  needs. 
B  Virginia  Community  College  System 
:S),  with  its  23  strategically  located 
Tiunity  colleges  around  the  state, 
;  an  integral  role  as  a  leading  agency 
orkforce  development  for  Virginia. 
5  has  234,000  students  taking  at  least 
:redit  course  during  an  academic  year, 
ch  college  offers  a  Workforce  Train- 
-enter  that  provides  organizational 
ovement  programs  such  as  team 
ling,  leadership  development,  pro- 
ivity  and  motivation  enhancement, 
comprehensive  quality  initiatives, 
rams  well  used  by  industry, 
he  VCCS  is  a  vital  partner  to  our  busi- 
,  providing  the  training  and  educational 
irtunities  we  need  to  remain  globally 
Detitive,"  affirms  Diane  H.  Gulyas,  vice 
dent  and  general  manager  for  DuPont 
need  Fibers  Systems. 
e  center  also  examines  job  skills 
Dffers  human  performance  improve- 
t  programs. 

2002,  the  program  provided  non- 
it  workforce  development  :■  ir.;-s 
Drograms  to  over  4,800  e'^ipioyers, 
jrnment,  education  ar-'  ■^:onc^■lic 
icies  across  the  cor  i  ■•,,,<ealth. 
ugTi  those  employeis.       "'e  i:i'ian 


125,000  individuals  were  served. 

The  beauty  of  the  program  is  how  the 
colleges  and  industry  work  together  to 
develop  and  implement  a  tailor-made  pro- 
gram specifically  for  that  company. 
Danville  Community  College  (DCC)  and 
Goodyear,  for  example,  partnered  in  an 


industrial  maintenance  training  program 
that  enabled  Goodyear  to  replace  the 
potential  loss  of  45%  of  its  approximately 
1 , 1 00  maintenance  technicians  employed 
in  the  United  States  and  Canada. 

In  another  example,  John  Tyler  Com- 
munity College  (JTCC),  Capital  One  and 


yM/JGGOT  SOLVES  MURDER 

/  Dr.  Jsso"  By"*-  »  professor  of 
/  f6r»n'l«  science  and  biology  at 
f  Virginia  Commonwealth  University, 
'  is  using  maggots  to  catch  criminals. 
.'An  internationally  recognized  authority 
ion  insect  evidence  at  crime  scenes,  he  Is 
also  on  the  faculty  for  the  FBI's  national 
academy  and  Is  one  of  only  seven  board 
certified  entomologists  in  the  country.  In 
his  life  sciences  labs  at  VCU,  students  are 
using  botany,  forensics,  anthropology, 
entomology,  toxicology  and  chemistry 
to  help  solve  crimes.  To  find  out 
how  professors  and  students  are 
changing  the  way  crimes  will 
be  solved  in  the  future,  visit 
www.vcu.edu/forensics. 


We've  seen  the  future, 
and  we're  shaping 
it  right  now  at  VCU 
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Chesterfield  County  Public  Schools  collab- 
orated to  implement  a  new  and  unique 
"Customier  Relations  Management 
Center"  program  in  response  to  the  rap- 
idly growing  need  in  central  Virginia  for 
trained  customer  service  associates  for 
area  call  center  companies. 

The  VCCS  Institute  of  Excellence  for 
Information  Technology  (IE-IT)  funded 
over  $210,000  of  curricula  development 
for  community  colleges  (35  plus  new 
courses  and  programs)  and  $85,000  for 
professional  development  for  an  IT  fac- 
ulty. It  also  developed  a  collaboration  site 
for  IT  faculty  and  submitted  $3  million  in 
proposals  for  potential  grant  awards  to 
address  critical  IT  needs  within  Virginia. 

VCCS  also  offers  three  statewide  Insti- 
tutes of  Excellence  for  companies 
involved,  in  cutting-edge  technology  such 
as  IT  and  semiconductor  technologies. 


These  institutes  focus  on  developing 
strategic  public  and  private  partnerships 
to  tram  workers.  Other  programs  include 
the  Apprenticeship  Program  and  Tech 
Prep.  Tech  Prep  is  administered  through 
27  local  consortia  of  school  divisions  and 
community  colleges.  Areas  of  study  are 
business  marketing;  health,  human  and 
public  service;  agriculture;  environment 
and  technology;  and  communications, 
arts  and  media. 

Regent  University  in  Virginia  Beach 
prides  itself  on  being  the  premier 
Christian  university  in  the  United  States 
providing  master's  and  doctoral  degrees 
from  a  Judeo-Christian  perspective. 
Founded  in  1977  with  its  School  of  Com- 
munications and  the  Arts,  Regent  Uni- 
versity has  broadened  its  course  offerings 
to  include  graduate  degrees  in  law,  busi- 
ness, divinity,  education,  government, 
and  psychology  and 
counseling.  One  of  its 
unique  programs  today 
is  Regent  University's 
Center  for  Leadership 
Studies  (CLS). 

"While  we  focus  on 
leadership  development 
in  all  eight  schools  at  the 
university  and  in  every 
program  and  course, 
CLS  is  charged  with 
becoming  a  premier 
leadership-training  center 
for  the  Christian  world," 
says  Dr  Barry  T.  Ryan, 
Regent's  vice  president 
for  Academic  Affairs. 
"CLS  works  on  a  differ- 
ent premise  than  our 
other  programs  in  that 
all  graduate  students 
are  people  in  mid-  and 
senior  career  positions." 
The  students  come 


from  all  professions  and  from  all  overth::: 
world.  Course  of  study  is  tailored  to  eac^j^ 
student's  profession  with  the  goal  tl' 
train  true  leaders  within  an  ethical,  mcxfl 
and  professional  framework  grounded! 
biblical  truths. 

"A  large  amount  of  the  course  study  ar^ 
interaction  is  done  in  an  online  enviroils 
ment,"  Ryan  says.  "They  are  requiredi"' 
do  residency  at  the  Virginia  Beach  campu  '■■' 
This  gives  them  time  to  share  their  insic 
and  apply  leadership  skills  with  others 

George  Mason  University  in  Fair',  - 
County  offers  more  than  100  degree  pr  - 
grams,  including  many  innovative  intr 
disciplinan/  programs  that  allow  studenj 
to  design  personalized  courses  of  styfe 
with  faculty  guidance. 

Technology  is  a  strong  point  at  Geor 
Mason  University  (GMU),  along  \ 
public  policy  and  the  arts.  GMU  facu 
members  currently  are  conducting  no" 
worthy  research  and  course  study  in  t 
areas  of  bioinformatics  and  computatit 
al  biology,  bioscience  and  biotechnolo 
at  GMU's  School  of  Computational  S 
ences  at  the  Prince  William  Campus. 

Students  wishing  to  obtain  a  maste 
in  science  in  Bioinformatics,  Biotechr 
ogy  and  Forensic  Biosciences  may  do 
through  course  offerings  within  1 
Master  of  New  Professional  Studies  p 
gram  at  GMU.  The  study  of  forensici:, 
sciences  dovetails  with  work  being  p 
formed  at  the  Forensic  Lab  in  Richmo 
the  most  advanced  such  laboratory  in 
United  States. 

Other  large-scale  biomedical  initiati'l| 
are  ongoing  at  George  Mason  throi 
grants  and  collaborations  with  other  i 
versifies  and  health  organizations 
study  cancer  genomics,  liver  disease  ■ 
the  immune  system. 

Taking  the  position  to  lead  the  natio 
the  study  of  bioterrorism,  this  year  Gee 
Mason  University  unveiled  its  Centei 
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efense.  The  center  is  addressing 
3S  related  to  the  broad  array  of  chal- 
ks to  national  and  international  securi- 
sed  by  the  threats  of  biological  terror- 
and  the  proliferation  of  biological 
Dons.  Heading  the  center  as  its  exec- 
administrators  IS  a  pair  of  gentlemen 
5e  joint  effort  once  would  have  been 
iceivable:  Kenneth  Alibek,  former  first 
ity  chief  of  the  civilian  branch  of  the 
et  Union's  Offensive  Biological 
pons  Program,  and  Charles  Bailey, 
ler  commander  for  Research  at  the 
Army  Medical  Research  Institute  of 
:tious  Diseases. 

}arch  &  Development 

any  of  Virginia's  education  institu- 
;    are    involved    in    cutting-edge 


American  Type  Culture  Collection  (ATCC)  is  the  world's  largest 
depository  of  living  organisms. 


LI^IVIRS 


Curious  Minds.  Great  Achievers. 

^nked  one  of  America's  premier  private  universities, 
we  have  been  developing  outstanding  leaders  for  • 
nearly  175  years. 

Our  challenging  undergraduate,  graduate  and  certificate 
programs  include  MBA,  Mini-MBA*  Executive  Education, 
Leadership  Studies  and  Law. 

The  University  of  Richmond — a  school  of  innovative 
thinking  and  great  traditions. 


www.richmond.edu 

1-888-270-5505 

Richmond,  Virginia 


I  U  N  1  \'  E  R  S  1  T  V    O  F I 

|RlCHMO> 


ARTS  &  SCIENCES  •  BUSIf 


ISrtJdiES  •  I.AW  •  CONTlf>4ifelf3i5TUDIES 


ADVERTISEMENT  18 


:^ a_ 


research  and  development  (R&D).  R&D 
facilities  also  have  sprung  up  near  uni- 
versities to  take  advantage  of  talent 
found  on  those  campuses. 

ATCC,  a  global  nonprofit  bioresource 
center  that  shares  a  building  with  GMU 
in  Manassas,  benefits  from  its  associa- 
tion with  George  Mason  University. 
ATCC  operates  as  the  world's  largest 
depository  of  living  organisms  and  pro- 
vides biological  products,  technical  serv- 
ices and  educational  programs  to  private 
industry,  government  and  academic 
organizations  around  the  world. 

"We  are  a  biological  resource  center 
that  provides  basic  materials  such  as  living 
cells  and  genes,"  says  Michael  C.  Gove, 
ATCC  vice  president  of  Marketing  &  Cus- 
tomer/Technical Services,  Sales  &  Mar- 
keting. "Our  function  is  to  standardize 
research  materials  so  that  all  researchers 


start  out  with  the  same  material." 

ATCC's  location  in  Northern  Virginia  is 
advantageous  due  to  the  growing 
number  of  biotech  companies  locating  in 
the  region. 

Because  biotechnology  has  been  iden- 
tified by  the  commonwealth  as  a  key 
industry  for  growth,  state  officials  see  a 
vast  need  to  increase  the  number  of 
skilled  workers  in  bioinformatics  and 
biotech.  Once  again,  Virginia's  universi- 
ties contribute  toward  answering  the  call 
through  research  and  teaching  missions. 
Not  surprising,  the  effort  also  is  spawn- 
ing new  companies. 

One  prime  example  is  the  Virginia 
Bioinformatics  Institute,  a  Common- 
wealth of  Virginia  initiative  that  has  result- 
ed in  the  creation  of  a  $39  million  center 
at  Virginia  Tech  in  Blacksburg.  The  goal 
of  the  institute  is  for  world-class  bioin- 


The  Innovative  University 


-formatics  research  aimed  at  mappr 
animal  and  plant  genomics,  an  effort  tl 
could  produce  discoveries  that  woi] 
make  mapping  the  human  genoi 
seem  like  a  mere  stepping-stone. 

PPL  Therapeutics,  today  one  of  1 
world's  leading  companies  in  the  appliAi 
tion  of  transgenic  technology  to  the  pp 
duction  of  human  proteins  and  peptid 
is  the  result  of  a  single  Virginia  Tech  f 
fessor  doing  research  at  Virginia  Techifc 

"When  the  fledgling  compjiii 
merged  with  PPL,  we  chose  not 
change  locations  because  of  our  prii 
imity  to  the  Virginia  Tech  Reseaij 
Center,"  comments  David  Ayares,  CjJ 
and  vice  president  of  Research. 

PPL  was  the  first  multinational  corpiljsi 
tion  involved  in  recombinant  protein  | 
duction  using  transgenic  technology 
most  noteworthy  success  story  was 
cloning  of  the  sheep  Dolly,  which  tl 


Shown  here  is  ■ 

Virginia  Biotechnoli 

Research  ?i 

adjacen- 

Virginia  Commonwei 

University's  Med 

Collegt 

Virginia  cam): 
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in  Scotland.  PPL  has  just  produced 
Grid's  first  double  gene  "knock-out" 
s  born  as  the  result  of  using  PPL's 
etary  gene  targeting  technology. 
t  far  away  in  Roanoke,  ground  has 

broken  on  a  new  biomedical  park 
e  Carilion  Bionnedical  Institute  (CBI), 
t  partnership  between  the  Carilion 
h  System,  the  University  of  Virginia 
/irginia  Tech  -  the  three  principal 

tionai  and  health  care  institutions 
ntral  and  Southwest  Virginia.  CBI  is 
3  developed  as  a  world-class  bio- 
cal  science,  engineering  and  tech- 
ly  organization  devoted  to  research, 
lopment  and  the  commercial  appli- 

of  health-related  products. 
0  found  in  the  region  is  the  Center 
esearch  and  Technology  (CRT),  a 
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457-acre  business  park  designed  to  lure 
technology  companies,  given  its  prox- 
imity to  Virginia  Tech.  Coupled  with  Vir- 
ginia's commitment  to  advancing  tech- 
nology enterprise,  the  center  is  destined 
to  become  Southwest  Virginia's  premier 
technology  community. 

Novozymes  Biologicals,  a  wholly 
owned  subsidiary  of  Denmark-based 
biotech  giant  Novozymes  A/S,  became 
the  first  tenant  in  the  park  when  it  recent- 
ly broke  ground  on  a  20,000-square-foot 
facility  in  the  CRT.  Novozymes  is  a  market 
leader  in  the  development  and  production 
of  naturally  occurring  microorganisms  for 
industrial,  consumer  and  agricultural 
uses.  The  building  will  house  the  expan- 
sion of  the  company's  local  business 


operations  and  R&D  laboratories. 

Virginia  Biotechnology  Research  Park, 
which  is  adjacent  to  Virginia  Commoji- 
wealth  University's  Medical  College  of  Vir- 
ginia campus  in  Richmond,  is  making  a 
significant  contribution  to  the  emergence 
of  biotechnology  and  high  technology  in 
the  commonwealth,  Comprised  today  of 
six  buildings,  totaling  more  than  300,000 
square  feet  of  research,  laboratory  and 
office  space,  the  park  represents  $75  mil- 
lion in  capital  investment.  At  full  develop- 
ment, the  park  will  encompass  1 .9  million 
square  feet  of  research  and  office  space, 
all  located  in  downtown  Richmond. 


ti 


More  than 
2,500  tiechnology 
companies  employ 
over  300,000 
Virginians. 


% 


-  than  20  companies  in  the  greater 
mond  area. 

Currently,  the  Virginia  Bio-Techni 
Research  Park  is  expanding  beyo 
downtown  Richmond  location  via  a| 
nership  with  the  Henrico  County^' 
nomic  Development  Authority  to  est 
a  satellite  research  park  in  that  coun; 

The  commonwealth  is  home  to 
other  internationally  recognized  R&Di 
ties,  which  contribute  significant  resout " 
to  Virginia's  economic  vitality.  Among  tl" 
are  50  small-business  incubators  and  <: 
service  accelerators.  Of  these  50  inci  - 
tors,  32  are  publicly  funded  incubatorsrjiii 
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TODAY  VIRGINIA  IS  HOME  TO  MORE  THAI* 
160  BIOTECHNOLOGY,  PHARMACEUTICAfT 

BIOPHARMACEUTICAL  AN| 

BIOSCIENCE-RELATED  COMPANIES 


To  date,  the  project  supports  34 
companies,  institutes  and  nonprofits, 
in  addition  to  being  the  location  for 
two  major  state  laboratories.  Recog- 
nizing the  importance  of  the  center 
and  its  Richmond  location,  Boehringer 
Ingelheim,  Inc.,  a  German  pharma- 
ceutical company  and  one  of  the 
largest  privately  held  phar- 
maceutical firms  in  the 
world,  is  spending  $2.5 
million  to  set  up  a 
research  center  in  the 
Virginia  Bio-Technology 
Research  Park.  The 
move  will  bring  top  sci- 
entists who  specialize  in 
immunology,  inflamma- 
tory diseases  and  virology. 
Virginia's  only  research 
park  dedicated  to  life  sci- 
ences, the  park  also  has 
facilitated  the  start-up  of  more 


ifC 


are  technology  incubators,  32  are  loa 
near  specialized  research  centers,  ani' 
provide  globalization  services. 

Twelve  federally  funded  R&D  facil:tiio 
provide  Virginia  businesses  accesi 
leading  researchers  and  state-of-thr  est 
technologies.  Among  them  are  N*' 
Langley  Research  Center,  whici 
involved  in  leading  aerospace  techr 
gy;  NASA  Wallops  Flight  Facility,  or 
the  oldest  launch  sites;  and  the  Tho 
Jefferson  National  Accelerator  Facili 
Newport  News.  The  Accelerator  Pa- 
is managed  and  operated  by  Southea; 
Universities  Research  Association  fo 
U.S.  Department  of  Energy  to  s 
nuclear  and  accelerator  physics. 

These  facilities  have  somethin 
offer  every  industry  group  from  aut< 
tive  to  the  next  generation  of  high  1 
nology  and  medical  research.  The  L 
ley  facilities  in  the  city  of  Hamptor 
example,  house  the  only  wind  tunn(  llti; 


it 


1*; 
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Jnited  States  capable  of  testing 
tures  in  winds  up  to  17,500  miles 
our.  Wallops  Flight  Facility  on  Vir- 
s  eastern  shore  is  NASA's  principal 
jr  for  management  and  implemen- 
I  of  suborbital  research  programs, 
-fax  County's  bioscience  incubator, 
ccelerator,  recently  signed  up  its 
hree  client  companies.  Target  com- 
s  are  early-stage  domestic  or  inter- 
nally based  firms. 

rrently  under  development  is  the 
ere  Howard  Hughes  Medical  Insti- 
(HHMI)  research  park  in  Loudoun 
ty  near  Washington  Dulles  Inter- 
nal Airport. 

Mnce  and  Related  Services 

jay  Virginia  is  home  to  more  than 
)ioiechnology,  pharmaceutical,  bio- 
aceutical  and  bioscience-related 
>anies.  The  industry  is  a  natural  fit  for 
lia,  given  the  commonwealth's  loca- 
advantages,  excellent  workforce, 
lationally  recognized  universities, 
rch  institutions,  access  to  federal 
atones  and  regulatories  and  unparal- 
quaiity  of  life.  The  group,  along  with 
established  technology  sectors  such 
formation  technology,  telecommuni- 
ns,  microelectronics,  pharmaceuti- 
and  chemicals,  contribute  to  Vir- 
's  established  position  as  the  East 
t  technology  leader, 
armaceutical  giants  and  related 
Dames  with  well-known  names  such 
/yeth  Pharmaceutical,  Merck,  Ross 
ucts,  Baxter  Healthcare,  Boehringer- 
iheim,  Barr  Laboratories,  Covance 
Quintiles  can  be  found  throughout 
state.  Clusters  of  pharmaceutical 
Diotech  companies  are  largely  found 
Drthern  Virginia,  where  bi'tech/life 
ice  companies  have  easy  access  to 
National  Institutes  of  He-  ' 
hite-biotech  growth  in  -        orthsrn 


region  of  the  state  continues  to  expand,  a 
strong  contingent  continues  to  grow  quick- 
ly and  steadily  throughout  the  remainder  of 
the  commonwealth  in  areas  in  and  around 
Harrisonburg,  Richmond,  Lynchburg  and 
Roanoke.  Biotech  companies  have  clus- 
tered in  Northern  Virginia  and  the  Rich- 


mond area,  with  others  locating  in  Norfolk, 
Charlottesville,  Blacksburg  and  Roanoke. 

IT  and  Electronics 

When  it  comes  to  high  technology, 
more  than  2,500  technology  companies 
employing  over  300,000  workers  call 
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There  are  many 
reasons  to  locate 
in  Henry  County. 

The  first  10,000 
are  pictured  here. 


Two  More  Reasons: 

Southern  Business  &  Development 
magazine  named  Henry  County 
"Small  Market  of  the  Decade" 
and  Wayne  Sterling,  Henry  County's 
Chief  Econorriic  Development 
officer,  "Top  10  Eedndrriic  Developer 
of  the  Yean"    :'    ■■  'S: 
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Available  Now:  Mature  workforce. 
MBAs,  college  and  high-school 
graduates  who  are  computer 
literate.  With  56%  of  this  workforce 
skilled  in  manufacturing,  they 
understand  hard  work  and  building 
quality  products.  In  Henry  County, 
you'll  enjoy  a  high  quality  of  life 
and  a  low  cost  of  business,  only 
40  minutes  from  an  international 
airport.  Want  to  save  the  big 
bucks?  For  years,  Wayne  Sterling 
has  helped  expanding  companies 
find  the  quickest  path  to  profitability. 
Talk  to  him  today  at  (276)  634-2546. 


Henry  County 

^   V   I    R   G   I   N   I   A    "^ 

Instant  Start-ups." 

www.henrycountycommerce.com      I 
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Virginia  home.  Among  the  $10  billion 
plus  in  investment  money  drawn  to  the 
Commonwealth  are  world-class  compa- 
nies like  Motorola,  IBM,  Micron  Tech- 
nology, Siemens,  Metrocall,  Nextel, 
Comcast  Cable  Communications,  AOL 
and  Travelocity.  Southern  Business  and 
Development  magazine  has  comment- 
ed that  northern  Virginia  may  have  top- 
pied  Austin,  Texas,  in  the  minds  of 
many  as  the  South's  new  center  for 
high-tech  industries. 

As  the  birthplace  of  the  Internet  and 
one  of  the  leading  centers  of  software 
development,  Virginia's  high-technology 
economy  continues  to  expand. 

In  the  telecom  sector,  Metrocall,  Inc., 
today  one  of  the  nation's  largest  wireless 
data  and  messaging  providers,  has  called 
the  Old  Dominion  home  longer  than  it's 
called  itself  Metrocall.  The  company, 
founded  in  1965  as  the  Advanced  Radio 
Communications  Company  of  Virginia, 
has  been  witness  to  the  state's  transition 
from  an  agriculture-driven  economy  to 
the  technology  incubator  and  defense 
industry  powerhouse  that  it  now  is.  The 
remarkable  growth  experienced  by  Vir- 
ginia made  it  the  ideal  place  for  the  bur- 
geoning telecommunications  company  to 
do  business. 

Metrocall  has  always  been  a  forerun- 
ner in  mobile  communications,  first  intro- 
ducing what  would  now  be  considered 
primitive  i. vvo-way  GE  radios  to  the 
Washington.  D.CA/irginia  market  during 
the  Johnson  cdr-.jnistration.  Seven  pres- 
idents and  four  ;iecades  later,  the  com- 
pany still  calls  Ai',^v-->-.dria,  Va.,  home  and 
has  developer  :  ■   -s  from  a  rela- 

tively regional  ;.  •  .-,;  io  a  nationwide 
wireless  leader  v,  ,u,  some  4.5  million 
subscribers.  Just  ss  Vivv^mia  has  gone 
from  tobacco  to  laser  ;i;'id9d  missiles, 
Metrocall  products  atii;  -  -.^ces  have 
matured  from  locally  res;   -    J  ra  l;os  to 


the  latest  satellite-enabled  wireless  mes- 
saging devices. 

"The  same  business-friendly  aspects  lof 
the  state  that  lured  so  many  companies 
to  Virginia  over  the  past  four  decades 
fueled  our  growth,"  according  to  Metro- 
call's  chairman  and  CEO,  William  L. 
Collins  III.  "The  state's  active  govern- 
ment-tech nexus  has  created  a  unique 
economy  that  rewards  innovation.  Busi- 
nesses must  innovate  and  provide  indus- 
tn/  leadership  to  compete  when  you  con- 
sider the  diverse,  ever-changing  services 
needed  to  support  these  industries." 

Within  the  telecommunications  industn/, 
innovation  has  come  in  the  form  of  wire- 
less e-mail,  two-way  data  and  messaging, 
and  PCS  digital  phone  service.  Remaining 
a  leader  in  this  progressive  movement, 
Metrocall  has  created  a  business  model 
that  recognizes  the  importance  of  its  tra- 
ditional one-way  paging  base,  but  also 
includes  a  comprehensive  catalog  of  more 
advanced  personal  communications  prod- 
ucts and  services.  The  company  has  gath- 
ered an  impressive  list  of  strategic  part- 
ners, including  wireless  phone  providers 
Nextel,  AT&T  Wireless  and  SunCom,  as 
well  as  alternative  messaging  services 

America  Online  has  a  major 
presence  in  Loudoun  County. 


roL 


•such  as  Blackberry  through  Cingular  a 
elink  through  Motient. 

"Metrocall  has  always  been  a  co 
munications  solutions  provider  throLf 
its  national  sales  force,"  says  Coll 
"We  want  our  customers  to  utilize 
wireless    tools    that    best    fit 
demands,  yet  we  also  want  them  to 
on  Metrocall  to  provide  the  serviJ 
products  and  benefits  of  our  loo 
focused  customer  relationship  mana 
ment  program." 

In  its  home  state  there  has  beeni 
shortage  of  customers  to  take  the  comi 
ny  up  on  its  diverse  offerings.  The  Depi, 
ment  of  Information  Technology  for 
Commonwealth  of  Virginia,  the  ager 
that  arms  the  state's  employees  with  i 
tools  needed  to  communicate,  is  one 
Metrocall's  largest  clients.  Even/one  iu 
the  governor's  staff  and  agriculti 
employees  to  law  enforcement,  the  I 
islature  and  transportation  officials  s 
connected  through  Metrocall.  Fed( 
clients  appreciate  Metrocall's  conv 
ience  and  have  taken  advantage  of  ■ 
company's  addition  to  the  GSA  contr 
schedule.  Many  federal  governm 
security  agencies  have  signed  on  v. 
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Every  day  vje  land  more  business 
at  Richmond  International  Airport 
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Most  people  think  of  us  as  an  airport.  Local 
companies  thinlc  of  Richmond  International 
Airport  as  a  convenient  launch  pad  for  business. 
And  now  we're  expanding,  so  your  company 
can  expand,  too.  With  around  180  daily  flights, 
a  growing  network  of  nonstop  destinations, 
and  a  newly  enhanced  concourse,  you  can  take 
your  business  anywhere  you  want  to  from  here. 


We're  Building  A  Better  Way  To  Fly ! 


INTERNATIONAL  AIRPORT 

VERSION       2006 


Capital  Region  Airport  Commission 
www.FlyRichmond.com  ♦  (804)  226-3000 
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Metrocall  following  the  terrorist  attacks  of 
September  1 1 ,  2001 .  Traditional  landlines 
and  cell  networks  were  overwhelmed 
and/or  rendered  inoperable  in  the  hours 
following  the  attacks,  but  Metrocall's  data 
and  paging  services  were  able  to  provide 
vital  communications  to  security  and 
rescue  personnel. 

Ironically,  with  so  much  attention 
focused  on  the  modern  Internet  tech- 
nologies, Metrocall's  wireless  messaging 
networks  carried  the  day  on  September 
11th.  Faced  with  the  immediate 
demands  following  the  attacks,  munici- 
palities and  hospitals  mobilized  with  the 
aid  of  well-coordinated  text  messages. 
Maria  Thompson,  the  Wireless  Commu- 
nications Systems  manager  for  Arlington 
County,  Va.,  applauded  Metrocall's 
response  and  dependability  as  the 
county  dealt  with  the  aftermath  of  the 
Pentagon  tragedy. 

"From  the  initial  wireless  message  to 
notify  our  police,  fire,  EMS,  county  man- 
ager and  ECC  staff,  to  the  recall  of  all 
dispatchers,  police  officers  and  firefighters, 
Metrocall  paging  performed  flawlessly," 
says  Thompson.  "Effective  communica- 
tions IS  vital  to  an  operation  such  as  this, 
and  we  have  relied  on  it,  and  continue 
to  rely  on  Metrocall,  to  provide  this  crit- 
ical function." 

In  addition  to  Arlington  County,  Metro- 
call  provides  services  to  more  than  a 
dozen  county  governments  in  the  state, 
includifv  i-'oithern  Virginia's  Fairfax, 
Prince  Vv,  :..;;•:  md  Loudoun.  The  other 
hotbed  fo  -id  technology,  Vir- 

ginia's Tidev\  -   '-as  produced 

one  of  its  largesi  oortNew? 

Shipbuilding  -  Northrop  G^  ■  i-vimian.   Sui 
porting  defense  initiativt  .-,  plc'vmg  a 
active  role  in  security  efforts  and  con- 
necting medical  professionals  at  major 
hospitals  IS  something  in  which  Meiro- 
call  takes  a  great  deal  of  pnde. 


"We're  connecting  people  doing  some 
ven/  important  things  here,"  says  Collins. 
"Supporting  those  professionals  who  are 
saving  lives  -  search  and  rescue,  law 
enforcement,  defense  -  at  this  time 
especially,  we're  proud  to  play  the  role 
and  provide  the  services  that  we  do." 

Doing  business  in  Virginia  also  is  made 
easier  by  the  exceptional  system  of 
higher  education  in  the  state,  which 
Collins  says  "provides  a  legion  of  well- 
trained,  skilled  workers  that  emerge 
every  year  ready  for  business.  We 
employ  hundreds  of  sales,  financial  and 
technically  astute  professionals  who 
were  educated  here.  This  is  an  extreme- 
ly healthy  environment  for  the  schools 
and  the  businesses,  wherein  the  invest- 
ments in  the  universities  result  in  a  we 
prepared  workforce  from  which  the  busi- 
nesses can  draw." 

And,  of  course,  many  of  those 
schools  stay  connected  via  Metrocall 
wireless  service. 

Adding  to  Northern  Virginia's  burgeoning 
telecom  sector  is  the  recent  announce- 
ment that  Comcast  Cable  Communica- 


lions,  Inc.,  plans  to  invest  $21 .5  mill 

Prince  William  County.  The  compa 

new  1 00, 000-squa re-foot  facility  will  seJMf 

as  a  Comcast  Technology  Support  Centet, 

Headquartered  in  Philadelphia,  Cornea- 

Cable  is  the  third-largest  cable  comr 

in  the  United  States.  Comcast  Cab 

serves  more  than  1 .5  million  customers 

Man/land,  Delaware,  Virginia  and  the  Di' 

tnct  of  Columbia. 

"After  an  extensive  multistate  searc 

Comcast  selected  Prince  William  Counii 

I 
for  multiple  reasons,"  says  Jaye  Gambli; 

regional  vice  president,  Comcast's  Was:; 

ington  MetroA/irginia  Region.  "We 

most  impressed  with  the  county  ani 

state  for  this  project.  Their  commit 

to  reduce  costs  and  provide  rapid  re' 

and  approval  of  the  tenant  improve^ 

plans  reflects  the  county's  favorable  ^al 

ness  environment.  Additionally,  th 

ticipation  by  the  state,  in  particular 

ernor  Warner,  to  address  tax  issue 

provide  training  support  is  another  i 

tion  of  Virginia's  competitive  advant^Bti 

Not  far  away  in  neighboring  F 

County  is  Nextel  Communicationi|sr 
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ng  provider  of  fully  integrated,  wiie- 
communications  services  on  the 
!St  guaranteed  all-digital,  wireless 
'ork  in  the  country.  Based  in  Reston, 
el  and  Nextel  Partners,  Inc.,  currently 
3  1 97  of  the  top  200  U.S.  markets. 
\/e  find  Virginia  excellent  for  a  host 
asons,"  comments  Audrey  Schae- 
Nextel  senior  director.  Corporate 
munications.  "Northern  Virginia's 
tech  corridor  gives  us  access  to  tal- 
d  employees,  so  we  are  able  to 
ct  the  best  and  the  brightest." 
for  other  telecom  companies.  North- 
Irginia  offers  advantages  by  being  near 
ederal  government.  "It  is  very  impor- 
for  us  to  stay  on  top  of  legislation  and 
itain  our  ties  with  the  Federal  Com- 
cations  Commission,"  she  says.  "We 
also  close  to  three  major  airports, 
ng  It  possible  for  our  team  to  fly  any- 
■e  in  the  United  States  and  the  world." 
II  centers  have  other  needs.  AT&T 
iless  found  Russell  County  in  South- 
t  Virginia  to  be  advantageous  and 
-effective  for  its  inbound  calling 
er.  Through  a  $5.4  million  invest- 
t,  AT&T  Wireless  will  hire  more  than 
employees  to  handle  billing,  cover- 
technical  and  general  support  ques- 
>  for  Its  customers  when  the  center 
IS  tor  business  next  year, 
outhwest  Virginia  offers  us  a  diligent 
stable  workforce,  local  expertise  in 
;ustomer  care  industry,  and  commit- 
3nd  capable  partners  in  local  govern- 
it,"  says  Mohan  Gyani,  AT&T  Wire- 
president  of  Mobility  Services.  "By 
ting  our  new  call  center  in  Russell 
nty,  we  can  preserve  our  high  quality 
jstomer  service  while  expanding  our 
ations  in  a  cost-effective  manner." 

dership  in  Microelectronics 

the  last  decade,  Virginia  has  become 
preeminent  East  Coa.st  center  for 
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Businesses 
count  on 
Metrocall... 


As  today's  communication 
demands  evolve,  Metrocall 
is  one  step  ahead.  We 
continue  to  expand  our 
comprehensive  catalog  of 
advanced  service  offerings, 
including  customized 
network  solutions,  wireless 
email  and  digital  PCS 
phones.  And,  our  creative 
solutions  iaelp  businesses 
gain  industry  leadership 
through  innovation  and 
improved  efficiency. 

Let  Metrocall  help  your 

business  maximize  its 

wireless  communication 

potential.  Call  us  today  at 

800.444.8664  ext.2027 

for  a  FREE  consultation. 

Serving  Virginia 

businesses  for  over 

35  Years. 


The  Challenge. 

When  Inova  Health  System,  one  of  the 
nation's  top  health  care  systems,  needed 
an  integrated,  two-tier  wireless  solution 
for  their  multiple  hospital  locations  and 
outpatient  facilities  in  Northern  Virginia, 
they  partnered  with  Metrocall. 

The  Solution. 

We  tied  into  Inova 's  main  phone  system 
and  created  a  wireless  emergency  response 
solution  for  Emergency  Departments  and 
Code  Teams.  We  also  created  a  wide-area 
wireless  network  for  personnel  who  travel 
outside  the  hospital.  The  Result:  Lightening 
quick  response  capabilities  for  emergency 
situations  and  reliable  wide-area  paging 
coverage  for  everyday  use. 
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^  Metrocall 

""        wireless 


The  Business  Communication  Experts 

www.metrocall.com 


2-Way  Messajglliig' •  1-Way  Messagiiig'  •  Systems  Applications 
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semiconductor  fabrication  and  research, 
thanks  to  the  commonwealth's  landing  of 
two  major  semiconductor  fabrication 
plants.  Located  within  100  miies  of  each 
other,  Infineon  Technologies  Richmond, 
formerly  known  as  White  Oak  Semicon- 
ductor, and  Micron  Technology,  formerly 
known  as  Dominion  Semiconductor, 
both  built  multibiiiion  dollar  microelec- 
tronic fabrication  plants  in  Manassas. 
Both  have  recently  announced  major 
expansions  to  these  operations  that  will 
ultimately  employ  around  10,000  engi- 
neers and  technicians,  not  to  mention 
many  more  in  supporting  industries. 

One  of  the  most  advanced  semicon- 
ductor plants  on  the  East  Coast,  Infineon 
Technologies  Richmond  plays  a  key  role 
in  a  global  cluster  of  fabrication  sites  for 
computer  memon/  chips.  In  the  last  sev- 
eral years,  Infineon  has  become  the 
world's  third-largest  supplier  of  DRAM 
chips  through  continuous  investment  in 
process  improvement.  Today,  memory 
chips  produced  in  Richmond  meet  the 
demands  of  a  global  customer  base  that 
places  a  premium  on  quality  and  ability  to 


nieet  high  volume  supply  demands  for 
laptop,  desktop  and  network  computers. 
At  fui!  build  out,  Infineon  expects  to 
create  more  than  1 , 1 00  new  jobs  at  the 
Richmond  plant,  bringing  total  employ- 
ment to  approximately  2,800  people. 

"The  State  of  Virginia  has  been 
extremely  responsive  by  providing  a  per- 
formance-based grant,  training  assis- 
tance and  support  for  higher  education. 
These  are  all  important  to  our  continued 
success,"  remarks  Dr  Andreas  von  Zitze- 
witz,  chief  operating  officer  of  Infineon 
Technologies. 

The  facility  is  part  of  Infineon's  net- 
work of  19  worldwide  manufacturing 
plants.  In  1999,  the  trade  magazine 
Semiconductor  International  named 
White  Oak  Semiconductor  "Top  Fab  of 
the  Year."  Infineon  Technologies  AG, 
headquartered  in  Munich,  Germany, 
offers  semiconductor  and  system  solu- 
tions for  applications  in  the  wired  and 
wireless  communications  markets,  for 
security  systems  and  smart  cards,  for 
the  automotive  and  industrial  sectors,  as 
well  as  memory  products. 


Virginia  is  a  leader  in  the  semiconductor  industry.  Companies  like 
Micron  Technology  Inc.  in  Manassas  find  a  vast  supply  of  skilled  workers. 


wmiRi 


•    In    July,    Micron    Technology 
announced  plans  to  switch  a  pla 
300mm  wafer  pilot  line  from  its 
Boise,  Idaho,  development  fab  to  its 
facility  in  Manassas.  The  pilot  line  wi^ 
built  in  a  second-stage  expansion  arei 
the  same  building  as  the  existing 
duction  fab.  The  300mm  test  lin 
expected  to  be  completed  in  late  2 
and  start  running  wafers  early  in  200! 

Micron  Technology  recently  acquin 
Toshiba's  DRAM  operations  at  Domini 
Semiconductor,  a  subsidiary  of  Toshli 
Corporation  of  Japan  located  in  Man? 
sas.  The  Dominion  facility  was  origin? 
formed  as  a  joint  venture  between  Toai 
ba  and  IBM,  which  began  full-scale  wa' 
production  in  1997.  In  2000,  Toshiba  p 
chased  IBM's  ownership  interest.  T 
facility  IS  located  approximately  30  mi 
west  of  Washington,  D.C.,  and  empk 
about  1,000  people. 

Well  aware  that  these  two  ventui 
would  quickly  create  demand  for  hig, 
skilled  people  to  work  in  microelectror 
design  and  manufacturing,  the  comm 
wealth  had  the  foresight  to  implemen 
1996  the  Virginia  Microelectronics  C 
sortium  for  Education  and  Resea 
(VMEC).  The  consortium  establisl- 
links  among  Virginia's  seven  univer 
engineering  schools  and  created  a  qi 
endowment  to  support  microelectror 
education  and  research  from  kinc 
garten  through  the  Ph.D.  stage  anc 
create  industry-academic  partnersh 
Consequently,  Virginia  not  only  ho 
highly  educated  and  well-trained  wi 
force,   but  a  series  of  teaching 
research  laboratories  that  will  be  shaf 
this  industn/  for  years  to  come. 

Six  Virginia  institutions  involved  in 
consortium     each     complement 
strengths  and  expertise  of  the  other 
example,  internationally  recognized 
grams  in  microelectronics  and  reic 


rel 
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;  are  available  at  Virginia  Tech,  UVA 
ML).  These  are  complemented  by 
new  clean  room  capabilities  at  Vir- 
Tech  and  VCU  and  an  undergraduate 
rical  engineering  program  at  VCU. 
)ominion  University  (ODU)  and  the 
ge  of  William  and  Mary  (CWM)  now 
programs  in  microelectronics  syn- 
s  and  processing  that  exploit  the 
)y  free  electron  laser  at  the  Thomas 
irson  National  Accelerator  Facility, 
provides  the  consortium  with  an 
structure  for  educating  and  training 
jchnical  and  administrative  workforce 
ed  by  the  microelectronics  industry, 
addition,  Virginia  Tech's  Center  for 
oeiectronics,  Optoelectronics  and 
)technology  (MicrON)  is  involved 
jntralized  research  and  provides 


Virginia  Governor  Mark  Warner  (left)  tours  the  new  Henry  County  Nautica 
facility  with  Steve  Wilson,  Nautica  Senior  Vice  President  for  Global  Logistics. 


From  our  name,  you  mi^nt  tnink  tne  most  notewortny  feature  of  the  Lake  Country 
Region  of  X'ir^inia  is  our  scenic  lakes.  In  trutn,  it's  really  tne  people.  Ask  someone  for 
nelp,  and  you  feel  it  in  tne  way  tney  reacn  out.  Ana  nard  work?  It's  now  we've  done 
tnin^s  nere  for  years.  So  if  your  business  depends  on  hardworking,  dedicated,  innovative 
>eople,  the  Lake  Country  Region,  with  its  eager  and  well-trained  work  force,  may  he 
he  answer.  Also,  we  have  ideally  situated  real  estate  and  superior  supporting 
nfrastructure.  And  we  have  an  enviahlfe  lifestyle  that  offers  peace  and 
elaxation.  But  for  husiness,  the  hig  advantage  comes 
not  from  these  tangihle  pleasantries— 
our  real  advantage  is  our  people. 


Peovne.,.} 


Possibilities 
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HALIFAX 

MECKLENBURG 

BRU  NSWICK 


CONTACT:  Joyce  French 
RO.  Box  ISO.  South  Hill.  Virginia  23970 
434-447-7101-  FAX:  434-447-7104 
Email:  lcmc@spdc.sute.va.us 
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educational  facilities  that  serve  a  broad 
spectrum  in  these  high-tech  areas. 

Harrisonburg,  nestled  between  the 
Shenandoah  Mountains  and  George 
Washington  National  Forest,  is  seeing 
three  early-stage  technology  connpanies 
interested  in  its  Virginia  Technology  Incu- 
bator. Venture  capitalist  Nathan  Miller, 
chairnnan  of  the  Board  of  Directors  for 
Virtual  Ventures,  Ltd.,  comments  that  the 
project  IS  "creating  an  environment  that 
nurtures  participating  companies  so  their 
growth  translates  into  greater  invest- 
ment value." 

Henry  County,  which  borders  North 
Carolina,  is  attracting  high  technology. 
Cerxon  Microtechnologies  is  building  g 
microelectronics  prototype  facility  in  the 
Henry  County  Technology  Campus.  The 
facility  yvill  employ  at  least  250  people  in 
a  region  that  has  been  deemed  "the 
small  market  of  the  decade"  by  Southern 
Business  &  Development  magazine. 

Less  than  one  year  ago,  under  the  direc- 
tion of  Wayne  Sterling,  who  now  heads 
the  Office  of  Commerce,  Henry  County 
began  targeting  high-technology  concerns. 

"The  county  has  always  been  a  tex- 
tile/furniture-making location,  two  indus- 
tries that  are  increasingly  moving  off- 
shore," Sterling  remarks.  Consequently, 
unemployment  in  Henn/  County  current- 
Nestle  is  a  longtime 
corporate  citizen  of  Danville. 


ly  hovers  around  13%;  18%  in  its  priman/ 
city  of  Martinsville.  But  Sterling  quickly 
adds,  "We  are  excelling  in  electronics.'  In 
many  ways,  Cerxon  is  regarded  as  the  ice- 
breaker, paving  the  way  for  a  new  type  of 
industry  in  Henry  County." 

Sterling,  who  has  received  accolades  as 
one  of  the  top  1 0  economic  developers  by 
Southern  Business  &  Development  mag- 
azine, is  charged  with  the  task  of  forging 
the  county  toward  a  new  economic  path. 

"They  knew  we  were  looking  for  a 
new  location,  and  they  knew  they  could 
offer  us  what  we  needed  -  not  only  in 
terms  of  space  and  infrastructure,  but  in 
terms  of  a  shared  long-term  vision," 
recalls  Michael  Nixon,  Cerxon  Microtech- 
nologies vice  president. 

Cerxon  does  thick  film  hybrid  microelec- 
tronic manufacturing  and  laser  machining  of 
ceramic  substrates  used  in  automobiles, 
cell  phones,  cable  television  boxes,  military 
equipment  and  medical  products,  among 
other  items.  The  company  is  relocating 
from  a  facility  in  Camden,  S.C,  because, 
Nixon  reveals, 
it  needed  a 


'larger,  more  modern  facility,  and  t 
aggressive  efforts  of  local  officials  mi 
the  move  seem  like  the  hght  one. 


^1^^    ^gf^ 
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Manufacturing 

Sterling  is  quick  to  add  that  as  i)3i 
county  is  looking  for  additional  indusW! 
venues,  it  has  no  intention  of  abandon 
those  industries  that  originally  put  He: 
County  on  the  economic  developnn(|i 
map.  Consequently,  the  Henry  Cou 
Office  of  Commerce  seeks  out  conr 
nies  that  may  be  in  an  expansion  mti 
and  works  with  them  to  help  selsb 
Henn/  County  over  the  competition.  B, 
k.C  Furniture,  a  manufacturer  of  insffn 
tional  furniture  for  restaurants,  mo 
and  hotels,  and  Carolina  Ouality  Com* 
nents  (COC),  which  manufacturers  CLi(rt 
size  composite  wood  panel  compone  _ 

"Both  of  these  companies  met  wit 
and,  in  the  case  of  COC,  there  v 
numerous  discussions  concerning 
Henry  County  was  a  better  choice 
another  location  they  were  consideri 
Sterling  says.  As  a  result,  both  cor 
nies  not  only  decided  to  locate  in  H 
County,  but  saw  advantages  to  d 
business  together. 

"We  are  thrilled  to  open  our  new  ■ 
ity  in  Henry  County,"  says  Ken  Rol 
son,  president  of  A.C.  Furniture, 
know  this  area  and  we  know  the  ref 
tion  of  its  workforce." 

Nautica  Enterprises,  Inc.,  a  lea 
international  fashion  and  lifestyle  ( 
pany,  also  is  expanding  its  preseni 
Henry  County.  Knauss  Snack  Food 
industry  leader  in  meat  snack  prod 
just  announced  plans  to  construct  c 
cessing  facility  that  will  bring  a  $5.1 
lion  investment  to  Henry  County. 
100,000-square-foot  facility  will  < 
Knauss  to  expand  and  position  itse 
future  growth  in  the  snack  food  indi 

Company  officials  indicated  the  h 
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ty-Martinsville  area's  many  positive 
utes  convinced  them  to  locate  here, 
om  the  small-town  atmosphere  to 
emendous  values  and  principles  of 
ommunity,  we  immediately  felt  wel- 
id,"  says  Troy  Knauss,  president  of 
ss  Foods.  "We  knew  this  was  a 
(  where  we  could  build,  grow  and 
)er  for  years  to  come. " 
nn/  County  will  donate  a  1 5-acre  site 
!  Patriot  Centre  to  the  company.  The 
ty  also  will  contribute  $140,000  for 
reparation.  In  addition,  Knauss  Snack 
s  will  be  eligible  for  Enterprise  Zone 
tives,  which  include  real  estate  and 
inery  and  tools  tax  rebates  over  the 
ive  years  of  the  project, 
e  Governor's  Opportunity  Fund  will 
bute  $180,000  and  the  Tobacco 


V 


Take  some  of  America's  finest  public  schools  and  wire  them  with  the  latest  technologies.Then  add  a  local  university  with 
the  newest  school  of  engineering  in  the  country.  Multiply  the  sum  by  an  exceptional  quality  of  life  that  helps  to  attract  and 
retain  the  best  professionals.  The  end  result:  One  of  the  fastest-growing 
communities  of  technolog;/  leaders  in  the-country.  For  more  information, 
call  1-804-264-1500  or  visr  r;v<  website  at  www.henrico.com. 


Henrico  County,  Virginia 

One  of  the  Best-Run  Counties  in  America 
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Commission  will  contribute  $180,000.  That 
money  will  be  used  for  site  preparation. 

In  many  ways,  Henry  County  exempli- 
fies all  of  Virginia  in  its  efforts  to  foster 
new  industries,  yet  nurture  those  manu- 
facturing sectors  considered  Old  Domin- 
ion's bread  and  butter.  Those  industries 
run  the  gamut,  with  factories  producing 
everything  from  steel  beams,  wood  floor- 
ing, foodstuffs  and  pickup  trucks  to 
rocket  engines. 

The  2001  announcement  by  Ford 
Motor  Co.  of  a  three-year,  $375  million 
expansion  to  its  F-150  pickup  truck 
assembly  plant  in  Norfolk  was  such  big 
news  that  Site  Selection  magazine  ranked 
it  one  of  the  "Top  1 0  Deals  of  2001 . " 

The  increased  trend  toward  globaliza- 
tion has  resulted  in  automobile  assem- 
blers and  suppliers  requiring  a  superior 
strategic  location  to  succeed.  Virginia 
offers  this  advantage  given  that  80%  of 
U.S.  auto  assemblers  are  within  a  two- 
day  ground  deliver/  from  Virginia  and  half 
of  the  nation's  10  largest  population  cen- 
ters are  within  500  miles  of  the  state's 
capital  region  of  Richmond. 

Visteon  Corporation,  a  leading  supplier 
of  integrated  automotive  systems,  has 
announced  plans  to  open  a  new  $17  mil- 
lion manufacturing  facility  in  the  city  of 
Chesapeake.  The  plant  will  manufacture 
advanced  plastic  fuel  tank  systems  to  sup- 
pori  Fords  assembly  facility  in  Norfolk. 

Headquartered  in  Dearborn,  Mich.,  Vis- 
teon is  a  leading  full-ser\'ice  supplier  that 
delivers  ■?  'iriven  technology 

solutions  t'-  live  manufacturers 

worldwide  an-:  jy  multiple  channels 

within  the  global  automotive  aftermof  .-ot 
The  Chesapeake  facility  will  ap.  ly  the 
most  advanced  plastics  technologic?  to 
the  design  and  manufacture  of  fuel  t.  ^k 
systems  for  trucks  assembled  at  Fore  3 
Norfolk  assembly  plant. 

"Visteon's  investment  in  localized  man- 


ufacturing demonstrates  our  commit- 
ment to  our  customer  while  enabling  us 
to  contribute  to  the  economic  vitality  of 
new  communities,"  says  Jim  Orchard,  Vis- 
teon president.  North  America  and  Asia. 

Food  processors  look  at  similar  advan- 
tages: access  to  consumers,  transporta- 
tion networks,  skilled  workforce  and  an 
economically  vital  location.  This  industry 
IS  spreading  throughout  the  state  with 
companies  like  Coors,  Maple  Leaf  Foods 
Inc.  and  Hershey  growing  their  opera- 
tions in  all  directions,  particularly  the 
Shenandoah  Valley  region. 

Pacific  Beverages  LLC  recently  moved 
its  headquarters  and  Pacific  Chai  pro- 
duction plant  to  Chesterfield  County  from 
Maryland.  The  company  is  the  nation's 
largest  manufacturer  of  instant  powder 
chai  beverage,  a  blend  of  black  tea,  milk, 
honey  and  spices. 

Unilever  recently  selected  its  Suffolk 
Lipton  Tea  manufacturing  plant  as  its 
strategic  site  for  United  States  tea  pro- 
duction and  will  invest  $15  million  in  the 
facility  over  the  next  30  months.  The  Suf- 
folk plant  will  become  Unilever's  single 
U.S.  manufacturing  site.  The  company 
will  close  its  specialty  tea  manufacturing 
plant  in  Santa  Cruz,  Calif.  The  decision  is 
part  of  a  plan  to  consolidate  production 
into  fewer  plants  to  build  a  world-class 
supply  chain.  The  transfer  of  production 
should  be  completed  by  year-end  2002. 

The  Ross  Products  Division  of  Abbott 
Laboratories  is  investing  in  its  production 
facility  in  the  town  of  Altavista.  A  pro- 
ducer of  nutritional  products,  the  com- 
pany will  create  61  new  jobs  through  a 
$29  million  investment. 

"Altavista  has  been  home  to  Ross 
fTcducts'  manufacturing  facility  since 
1 972, "  says  Dennis  Janiak,  plant  man- 
ager. 'Our  plant  was  selected  for  this 
investment  because  of  the  quality  of  our 
workforce,  Virginia's  pro-business  pro- 


■grams  and  its  progressive  initiative; 

The  plastics  industry  finds  a  hon 
Virginia  given  the  large  concentrati< 
automotive,  electronics,  aerospace 
processing  and  biomedical  manufa 
ers  in  the  commonwealth.  By  off( 
plastics  manufacturers  quick  and 
access  to  these  plastics  consunt 
combined  with  Virginia's  business  ac 
tages,  the  commonwealth  has  achii 
a  35%  growth  rate  in  plastics  em| 
ment  over  the  last  five  years. 

As  with  other  industn/  sectors,  parti  I" 
ships  between  businesses,  state  and  li 
economic  development  groups,  edi 
tional  institutions  and  Virginia's  workfa' 
have  created  a  business-friendly  enviry 
ment  that  enables  Virginia  plastics  ci 
panies  to  achieve  optimum  profitability'' 'f 

These  are  factors  that  lead  EsselProp 
America,  LLC,  a  tubing  manufacturer-' 
choose  the  city  of  Danville  as  the  local 
for  its  first  U.S.  manufacturing  facility.' 
company  plans  to  create  81  new  j( 
through  a  $21  million  investment. 

The  facility  represents  the  first  np 
business  announcement  in  several  ye- 
for  Danville  in  Virginia's  Southsjini; 
region.  Southside  has  experien( 
downturns  in  the  textile  and  furnit 
industries.  Headquartered  in  India,  Es 
Propack  Ltd.  is  the  world's  largest  le 
nated  and  plastic  tube  manufactu 
These  tubes  are  used  by  the  dental  c 
pharmaceutical,  cosmetics,  food 
household  products  industries. 

"We  selected  Danville  formany 
sons,"  says  Manuel  Diez,  manage 
EsselPropack  America,  LLC.  "The  < 
offers  adequate  industrial  infrastruct 
a  skilled  workforce,  a  quality  educe 
system  to  train  our  employees,  exce 
transportation  access,  and  significant 
benefits.  In  addition,  we  were  t 
impressed  by  the  professionalism  o1 
city  and  state  representatives  who  wo 
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r  project.  Their  responsiveness  ond 
vork  made  the  difference." 
}inia  has  a  strong  and  expanding 
ise  and  aerospace  sector  as  well. 
Systems  is  expanding  in  Reston, 
X  County,  where  it  will  invest  $51 .6 
n  in  a  new  office  complex  that  will 
;  several  units,  including  the  com- 
;  newly  formed  Integrated  Systems 
ess  unit.  The  facility,  scheduled  to 
this  fall,  will  eventually  house  nearly 
}mployees.  Additional  personnel 
e  based  at  government  and  BAE 
>ms  customer  sites  throughout 
lern  Virginia.  Virginia  successfully 
leted  with  Maryland  and  Washing- 
).C.,  for  this  investment. 

iportation 

virtue  of  geography,  Virginia  - 
d  after  England's  Virgin  Queen  Eliz- 
I  -  offers  immediate  advantages  in 
ding  a  vast  array  of  services  and 
jfactured  goods  to  customers 
ghout  the  world.  Virginia's  location 
e  eastern  seaboard  makes  it  possi- 
I  access  more  than  50%  of  the  U.S. 

nia  is  home  to  two  of  the 
m's  largest  rail  service 
iders  -  CSX  Corporation  and 
9lk  Southern  Corporation. 


population  within  a  750-mile  radius. 

Its  Port  of  Virginia  in  Hampton  Roads 
attracts  over  95%  of  the  world's  leading 
shipping  lines.  Regarded  largely  as  a 
general  cargo  port,  the  Port  of  Virginia  is 
ranked  among  the  world's  top  25  ports. 

Other  Virginia  seaports  contribute  to 
the  state's  commerce  as  well.  The  Port 
of  Richmond  on  the  James  River  in  Vir- 
ginia's capital  city  of  Richmond  offers 
an  alternative  to  the  Port  of  Virginia,  as 
do  the  smaller  river  ports  of  Alexandria 
and  Hopewell.  In  addition,  Warren 
County/Front  Royal's  Virginia  Inland  Port, 
a  modern  intermodal  terminal  located 
200  miles  northwest  of  Hampton  Roads, 
offers  a  link  between  truck  and  rail  for 
transporting  oceangoing  containers  easily 
and  cost  effectively  to  the  industrial  mar- 
kets of  New  York,  Delaware,  Maryland, 
Ohio,  Pennsylvania  and  West  Virginia. 

But  contributing  most  to  the  Port  of 
Virginia's  success  are  the  expansive 
warehouse  and  distribution  facilities  that 
have  been  constructed  on  the  heels  of 
the  port.  Target  Corporation  recently 
announced  plans  to  invest  $65  million  in 
a  new  East  Coast  import  warehouse  in 
the  city  of  Suffolk.  The  import  ware- 
house will  serve  approximately  seven  of 
Target's  14  distribution  centers  through- 
out the  eastern  United  States. 

"Suffolk  and  the  Commonwealth  of 
Virginia  offered  Target  an  excellent 
opportunity  to  continue  growing  our 
import  and  distribution  business,"  says 
Mitch  Stover,  vice  president,  Distribution, 
Target  Corporation.  "We  look  forward  to 
building  a  long-standing  relationship  with 
theCity  of  Suffolk." 

Besides  the  seaport,  Virginia's  central 
and  mid-Atlantic  location  and  exceptional 
transportation  system  allow  distributors 
and  manufacturers  of  ail  kinds  to  cut  costs 
with  just-in-time  inventory  and  other  time- 
sensitive  practices  The  commonwealth's 


highway  system  alone  encompasses 
more  than  55,000  miles  of  interstates,  pri- 
mary and  secondary  roads.  Two  of  the 
nation's  largest  railroads,  CSX  Corporation 
and  the  Norfolk  Southern  Corporation,  are 
headquartered  in  Virginia.  They,  along  with 
13  rail  companies,  operate  on  some  3,188 
miles  of  track  throughout  the  state. 

To  say  the  least,  the  Old  Dominion  is 
an  international  trade  powerhouse.  In 
2001,  Virginia-based  businesses  export- 
ed $16.4  billion  of  products  and  services. 

Virginia's  Place  in  the  World 

No  doubt,  Virginia's  prominent  location, 
cutting-edge  industries,  excellent  infra- 
structure, education  system,  health  care 
facilities  and  milestones  in  research  and 
development  give  the  commonwealth 
unparalleled  advantages.  While  the  Amer- 
ican economy  recovers  from  its  reces- 
sion, Virginians  continue  to  aggressively 
market  Virginia  around  the  world  as  a 
business  location  and  trading  partner. 

This  fall,  Governor  Warner  will  lead  the 
state  in  a  trade  mission  to  China  and 
Japan  with  more  to  come. 

The  VEDP  maintains  six  foreign  offices 
to  assist  investors  in  locating  a  business 
in  Virginia  as  well  as  finding  profitable 
trading  partners  in  Virginia.  They  are 
located  in  Frankfurt,  Germany;  Seoul, 
Korea;  Tokyo,  Japan;  Sao  Paulo,  Brazil; 
Mexico  City,  Mexico;  and  Hong  Kong. 

Without  a  doubt,  the  story  of  One 
Virginia,  One  Future  is  dynamic  because 
Virginians  have  come  together  to  create 
an  environment  where  competition  is 
constant  and  ideas  abound.  Virginia  has 
the  best  of  everything  -  abundant 
resources,  a  strategic  location,  a  wealth 
of  lifestyle  opportunities  and  an  endur- 
ing success  record.  ■ 

For  more  information  on  business  opportunities 
in  the  Commonwealth,  contact  the  Virginia 

Economic  Development  Partnership  at 
804-371-8202  or  go  to  www.YesVirginia.org. 


IT'S  EASY  TO  LOVE 
THE  SITE  OF  THE 

2003 


CEO  FORUM. 
RICHMOND, 

VIRGINIA. 


The  Forbes  Management  Conference  Group  wanted 
to  find  a  very  special  place  for  its  2003  CEO  Forum.  A 
location  that  was  charming,  convenient  and  first  class. 
Easy  to  get  to  and  around.  With  great  food,  weather 
and  ambiance. 

We're  delighted  and  proud  to  say  we  found  it: 
Richmond,  Virginia.  A  place  that  calls  itself  "easy  to  love." 
And  we  couldn't  agree  more. 

Our  delegates  and  guests  will  be  pampered  at  the 
magnificent  Jefferson  Hotel.  Rated  Five  Stars  by  the  Mobil 
Travel  Guide  and  Five  Diamonds  by  AAA,  The  Jefferson  is 
one  of  the  world's  truly  extraordinary  venues. 

While  we  cannot  predict  the  economy  for  next  fall  we 
can  assure  you  that  the  warm  and  gracious  hospitality  of 
Richmond  and  ■•?  Jefferson  will  help  make  the  2003 
Forbes  CEO  Forum  a  great  investment  of  your  time. 


PLEASE  MARK  YOUR  CALENDARS  FOR  OCTOBER  l-Sj: 
FORBES  500  CEOS  ARE  PRE-REGISTERED;  SIMPLY 
CONFIRM  YOUR  ATTENDANCE  BY  EMAIL  TO: 
afeszchur@forbes.com 

FOR  MORE  INFORMATION  PLEASE  VISIT 

•  Forbes.com/conf/ceo 

•  Jefferson-hotel.com 

•  grpva.com 
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THE  2003  FORBES  CEO  FORUM  TITLE  SPONSOR  IS 
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COMPANIES 


BY  KATRINA  KELLER  AND  CECILY  J.  FLUKE 

OUR  200  BEST  SMALL  COMPANIES  HELD  UP  PRETTY  WELL  DURING  A  TEMPEST-TOSSED  YEAR 
of  continued  economic  weakness  and  market  upheaval.  Average  sales  growth  over  the  past 
1 2  months  pushed  up  1 7%,  and  earnings  rose  23% — pretty  buoyant  results  compared  with 
average  increases  over  a  five-year  period,  25%  and  31%,  respectively.  You  needn't  look  far 
for  casualties:  A  raft  of  technology,  energy  and  consumer  companies  fell  off  the  list. 

The  criteria  we  use  to  screen  candidates  is  tough.  With  the  help  of  William  O'Neil  &  Co.  in  Los 
Angeles,  FORBES  statistician  Lesley  Kump  and  programmer  Vadim  Parfilko,  we  looked  only  at  pub- 
lic companies  with  latest- 1 2-month  sales  of  $5  million  to  $600  million,  a  stock  price  above  $5  per  share 
and  five-year  average  return  on  equity  of  at  least  5%.  Growth  notwithstanding,  profitabOity  was  a 
must — every  nominee  had  to  earn  a  net  margin  of  at  least  5%,  excluding  extraordinary  and  nonre- 
curring items.  A  new  feature  this  year:  relative  stock  price  strength.  The  idea  was  to  help  us  flag  com- 
panies that  were  doing  particularly  well  or  poorly  relative  to  their  peers  and  the  market  indexes. 

A  few  industries  did  well — the  usual  suspects  in  turbulent  times.  Health-care-related  companies, 
for  example,  make  up  25%  of  the  list,  up  fi-om  17%  last  year.  Retail  and  apparel  showed  continued 
strength  (7.5%  of  the  total,  versus  9.5%  last  year),  led  by  Chico's  (ranked  number  one  for  the  second 
year),  Christopher  &  Banks  (7)  and  Hot  Topic  (12).  Food  and  restaurants  account  for  7.5%  of  this 
year's  list,  6%  last  year.  But  technology  slipped  fi-om  16%  of  the  total  last  year  to  a  current  12.5%. 

As  usual,  some  passed  the  initial  screen  but  didn't  make  the  final  cut.  Consumer  electronics 
retailer  Rex  Stores,  for  example,  didn't  hold  up  after  our  analysis  found  that  earnings  get  a  big  boost 
fi-om  nonoperating  items.  World  Wrestling  Entertainment  didn't  make  the  cut,  thanks  to  a  56% 
decline  in  earnings  over  the  past  12  months  and  a  sexual  harassment  suit  by  a  female  wrestler. 

Conversely,  others  that  at  first  blush  seemed  doubtful  found  a  place  on  the  list.  Curative  Health 
( 164)  had  negative  growth  rates  for  both  sales  and  earnings  on  a  five-year  basis  but  has  shown  strong 
increases  over  the  last  1 2  months,  suggesting  better  days  ahead.  Here's  a  surprise:  Martha  Stewart  Liv- 
ing (167).  Forget  the  terrible  press  and  pummeling  of  the  stock;  the  company  still  has  moderately 
good  sales  and  earnings  growth,  zero  debt  and  a  healthy  return  on  equity — at  least  for  now. 

It's  important  to  keep  in  mind  that  the  200  Best  list  is  a  compilation  of  financially  strong  small- 
cap  businesses.  It  isn't  a.bid  sheet  for  stocks.  Given  the  inherent  volatility  of  such  companies,  a  few 
caveats  are  in  order,  neatly  packaged  on  page  256.  For  a  sense  of  entrepreneurial  travails  and  triumphs, 
read  the  profiles  of  Charles  River  Laboratories  (p.  228),  Corinthian  Colleges  {p.  238)  and  Sonic  (p.  246). 

To  get  an  expanded  version  of  the  tables  with  more  metrics,  visit  www.forbes.com/200best.       F 
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ANIMAL  BREEDER  lAMES 
Foster  has  187,500  furry 
creatures  in  just  one  of 
^^"'^jgf^'"*^  his  kennels,  a  half-filled 
68,000-square-foot  buUding  in  Wilmington,  Mass.  They 
are  all  rodents,  their  room  and  board  paid  for  by  pharma- 
ceutical and  biotechnology  companies  researching  genes 
and  drugs — $10  a  tail  per  month.  These  animals  are 
whiskered  foot  soldiers  in  the  war  on  AIDS,  Alzheimer's, 
tumors  of  every  sort,  obesity,  Parkinson's,  arthritis,  car- 
diovascular and  kidney  ailments,  and  diabetes. 

The  rodent  hotel  is  just  one  of  17  buildings  on  the  60- 
acre  headquarters  of  Charles  River  Laboratories  Interna- 
tional. Nearby  is  a  7,000-square-foot  laboratory  where  some 
of  the  company's  175  Ph.D.s  and  75  veterinarians  test  drugs 
in  preclinical  development  on  healthy  rodents,  looking  for 
toxic  side  effects,  and  on  sick  ones,  searching  for  cures.  It's 
a  cutting-edge  place  with  few  outside  visitors.  "It  has  been 
difficult  to  bring  people  here  and  get  them  to  invest  in  a 
company  that  makes  rats,"  sighs  Foster,  the  5 1  -year-old 
chief  executive  and  son  of  the  founder. 

That's  starting  to  change.  Last  month,  for  the  first 
time,  Foster  was  invited  to  make  a  presentation  at  Bear 
Stearns'  annual  health  care  conference  at  Manhattan's 
Waldorf-Astoria  hotel.  Analysts  are  now  scurrying  to  ini- 
tiate coverage  on  Charles  River;  its  share  price  has 
increased  16%  in  the  last  year  to  $39.  Two  years  ago  Fos- 
ter could  hardly  get  anyone  on  Wall  Street  to  return  his 
phone  calls  and  three  years  ago  he  was  on  the  brink  of 
losing  control  of  the  company.  That  would  have  been  a 
shame.  In  the  past  12  months  the  company  earned  $55.8 
million  (excluding  extraordinary  items),  or  $1.19  a 
share — up  77% — on  sales  of  $520  million,  which  puts  it 
in  position  26  on  our  200  Best  list  (see  p.  260). 

Build  a  better  mouse — and  scientists  will  beat  a  path 


After  mighty  struggles, 

lames  Foster  has 

breeding  small 

a  into  a  hugely 

1  ^ie  business. 


BY  NATHAN  VARDI 
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to  your  door.  Veterinarian  Henry  (Hank)  Foster  founded 
Charles  River  in  1947  to  provide  rodents  to  drug  companies  and 
academic  labs.  These  particular  mammals  are  handy  for  medical 
research  because  they  breed  rapidly  and  have  immune  systems 
very  much  like  those  of  humans.  Some  of  Foster's  customers 
just  wanted  volume;  any  mouse  would 
do.  Others  were  particular.  They 
wanted  animals  bred  for  selective  traits 
like  susceptibility  to  particular  diseases. 
In  1987  Charles  River  started  buy- 
ing licenses  for  transgenic  mice — made  by  inserting  particu- 
lar genes  into  fertilized  eggs  to  create  an  embryo  that,  in  turn, 
is  implanted  into  a  female  who  produces  offspring  with  a  de- 
sired trait.  Breeding  is  still  a  good  business,  bringing  in  $198 
million  in  sales  last  year,  four  times  the  revenue  of  the  com- 


pany's closest  competitor. 

In  1992  Jim  Foster  branched  out  into  new  rodent  service 
He  knew  that  in  its  relendess  search  for  blockbuster  drugs,  th 
pharmaceutical  industry  was  spending  a  fortune  ($12.5  billibi 
last  year)  on  preclinical  research,  and  outsourcing  about  10%  ( 


Breeding  is  still  a  good  business,  bringing  in  four 
times  the  revenue  of  Foster's  closest  competitor. 


the  work.  The  mapping  of  the  human  genome  has  put  spurs 
the  discovery  process;  the  identification  of  drug  targets  w: 
increase  from  500  to  at  least  3,000  candidates  in  the  next  decad 
And  that  means  more  work  for  the  lowly  mouse,  a  critter  thi 
shares  96%  of  its  DNA  with  humans. 
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Our  Integrated  Approach 
Puts  All  the  Pieces  in  Piace. 


Wealthy  families  face  unique  chal- 
lenges in  managing  their  finances 
Complex  investment  strategies, 
changing  tax  laws  and  estate 
planning  rules  are  (daunting 
and  require  the  specialized 
knowledge  of  a  team 
of  experts. 

Even  more  crucial  is  the 
seamless  integration  of  the  various  perspec- 
tives. Investment,  tax,  estate  and  philanthropic  goals 
must  be  seen  in  the  context  of  the  total  picture  to  effect  the 
greatest  synergies  and  avoid  conflicts. 

At  Bessemer  Trust,  our  trademark  approach  to  comprehensive  wealth 
management  dates  back  nearly  a  century,  providing  clients  with  a  sense  of 
clarity  and  control  while  enhancing  family  wealth  for  generations. 


If  you  or  yourjamily  have  ten  million  dollars  to  invest  and  would  like  to 
receive  our  uivestment  guide  Jor  the  wealthy,  please  call  or  write  today. 

630  Fifth  Avenue,  New  York,  New  York  10111 
www.bessemercom   •  wealth@bessemer.com 
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Foster  is  no  biologist.  (He  has 
a  law  degree  from  Boston  Univer- 
sity.) But  he  recognizes  opportu- 
nity and  knows  how  to  hire  the 
talent.  Over  the  last  six  years  he 
has  strung  together  laboratories  in 
21  states  and  16  countries,  per- 
forming just  about  every  aspect  of 
preclinical  research  testing.  And 
for  some  mighty  companies: 
Though  Charles  River  is  very  coy 
about  its  clients,  it  is  thought  to 
have  helped  in  the  development 
of  Pfizer's  Viagra  and  Schering- 
Plough's  Claritin.  That  business 
has  been  growing  at  52%  annually 
since  1998;  last  year  it  brought  in 
sales  of  $268  million. 

But  Charles  River  is  more  the 
story  of  a  man  than  a  mouse — a 
classic  tale  of  a  frustrated  entre- 
preneur who  wrests  control  of  a 
family-founded  company  back 
from  a  giant  corporation,  and 
remakes  it  in  his  own  image. 

In  1984  Jim's  dad  sold  a  public 
Charles  River  to  Bausch  &  Lomb 
for  $1 10  million.  The  Rochester, 
N.Y.-based  contact  lens  maker 
wanted  the  company  for  its  steady 
stream  of  earnings,  then  $6.2  mil- 
lion. Hank  and  Jim  Foster  both  went  over  to  B&L,  the  dad  to  run 
the  division,  the  son  hoping  to  take  over  one  day. 

Those  were  bleak  years  for  Jim  Foster.  Daniel  Gill,  Bausch  & 
Lomb's  chief  executive,  made  it  clear  to  him  from  the  start  that 
he  was  no  automatic  heir  apparent.  "You  need  to  get  your  ticket 
punched  before  I  let  you  run  this  company,"  he  would  tell  Fos- 
ter, who  was  chief  of  a  small  unit  that  made  compounds  for 
biotech  companies.  Gill  would  grill  him  in  front  of  other  execu- 
tives, asking  tough  questions  until  Foster  stumbled.  "I  had  to 
find  out  if  this  guy  had  the  fire  in  his  belly  to  run  a  business — or 
if  he  was  just  the  son  of  a  founder,"  explains  Gill.  Foster  came 
close  to  c]uitting  at  one  point,  after  two  interviews  for  a  job 
heading  a  biotech  outfit.  He  endured  his  per- 
sonal hell  with  one  goal  in  mind:  to  liberate 
Charles  River  one  day. 

That  would  have  to  wait.  Foster  finally 
earned  Gill's  approval  and  got  the  chief  execu- 
tive position  in  1992,  shortly  after  his  dad 
stepped  down.  He  immediately  started  to 
move  the  company  into  the  outsourcing  busi- 
ncss,  where  it  could  dramatic.iHv  increase  sales. 
Pharmaceutical  clients  were  c.\gc ••  to  unload 
increasingly  complex  and  expensive  preclinical 
testing.  All  Foster  had  to  do  vws  acquire  i!ie 


I  had  to  find 
out  if  this  guy 
had  the  fire  in 
his  belly — 
or  if  he  was 
just  the  son 
of  a  founder." 


scientific  expertise. 

But  Bausch  &  Lomb  wasn't  having  any.  Foster  was  unde 
pressure  to  keep  making  his  quarterly  numbers,  not  to  taki 
Charles  River  in  new  directions.  "They  treated  us  like  a  bank, 
he  recalls.  "I  would  go  to  Bausch  &  Lomb  meetings  and  tal 
about  contact  lenses." 

He  thought  about  taking  the  company  private  an 
approached  B&L  brass,  after  lining  up  a  prospective  buyout  firr 
in  the  mid-1990s.  But  Rochester  wasn't  interested,  not  wit 
Charles  River  contributing  roughly  10%  to  the  corporate  bo' 
tom  line.  Gill  insists  he  nixed  the  option  because  of  the  burdei 
some  capital  gains  taxes  B&L  would  have  incurred.  Meantim 
cost-cutting  took  a  toll  on  Charles  River.  In  19S 
it  lost  7%  of  its  rodents  after  viral  infections  coi 
taminated  some  of  its  colonies. 

In  1997  Foster  finally  caught  a  break.  G 
had  resigned  after  a  federal  investigation  in' 
accounting  irregularities  at  Bausch  &  Lom 
alleging  that  executives  had  improperly  book) 
as  revenues  shipments  of  contact  lenses  sent  < 
consignment.  His  replacement,  William  Carpe 
ter,  wanted  to  refocus  B&L,  and  decided  to  sh 
operations  unrelated  to  eye  care. 

Carpenter  was  willing  to  sell  Charles  Riv 
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but  his  investment  bankers  naturally  wanted  to  auction  it  to  the 
highest  bidder.  Fearing  another  term  of  servitude  at  yet  another 
conglomerate,  Foster  lobbied  Carpenter  for  months  to  name  a 
price  that  would  aDow  him  and  DL)  Merchant  Banking  Partners 
to  make  a  preemptive  offer.  But  as  months  passed  without  an 
offer,  Foster  worried  that  DLJ  \vas  losing  interest. 

He  phoned  his  financial  backers  twice  a  day  and  hoxmded 
Carpenter,  who  finally  mentioned  a  provisional  price:  $456  mil- 
lion, 27  times  Charles  River's  1999  earnings.  But  Foster  was  con- 
cerned that  even  if  DLJ  accepted  that  number,  B&L  wouldn't.  But 
the  price  held  and  the  deal  closed  that  September,  funded  largely 
with  bank  debt  and  high-yield  notes.  DL)  Merchant  put  down 
$88  million  in  cash  for  72%  of  Charles 
River.  Foster  wound  up  with  a  2%  stake 
and  Bausch  &  Lomb  retained  12.5%;  the 
rest  went  mainly  to  insiders. 

Freedom  proved  short-lived.  Foster 
now  faced  $393  million  of  buyout-related 
loans,  with  interest  rates  as  high  as  13.5%. 
Debt  service  came  to  $26  million  in  the 
first  six  months  of  2000.  Foster  constantly 
knocked  heads  with  his  DLJ-dominated 
board  of  directors,  which  insisted  on 
signing  off  on  every  capital  expenditure 
and  put  the  kibosh  on  Foster's  desire  to 
hire  a  treasurer.  The  only  way  to  take 
Charles  River  into  new  directions  would 
be  to  pay  off  his  investors.  "Three  to  five 
years  of  that  would  have  been  excruciat- 
ing," sighs  Foster. 

Six  months  after  taking  the  company 
private,  Foster  was  back  on  the  road  hus- 
tling bankers  and  investors  so  he  could 
take  the  company  public.  He  couldn't 
have  picked  a  worse  time.  Who  wanted  to 
take  a  chance  on  a  rat  farm,  just  after  the 
collapse  of  the  stock  market?  Still,  in  June 
2000,  Charles  River  floated  45%  of  its 
shares  on  the  New  York  Stock  Exchange, 
raising  $257  million. 

Foster  moved  quickly,  using  the  proceeds  to  retire  $89  mil- 
lion of  notes  and  $62  million  in  bank  debt.  Two  months  after 
the  offering  he  redeemed  $52.5  million  of  the  13.5%  yield  notes, 
prompting  Moody's  to  raise  Charles  River's  credit  rating  from 
Bl  to  Ba3.  Such  debt  retirement  didn't  come  cheap,  but  for  Fos- 
ter the  $3 1  million  in  premium  fees  were  worth  it,  even  though 
they  turned  what  would  have  been  net  income  of  $17.8  million 
into  a  loss  of  $1 1.2  million  in  2000.  Today,  after  two  additional 
equity  offerings  and  one  debt  offering,  Charles  River  has  only 
$188  million  in  debt,  most  of  it  convertible  and  carrying  a 
coupon  of  just  3.5%.  Its  corporate  rating  has  been  raised  to  Ba2. 

Investors  are  happy  By  last  month  DL)  Merchant,  now  part 
of  Credit  Suisse  First  Bostoi  Private  Equity,  had  sold  its  entire 
stake  in  Clharles  River  for  $380  r.Mllior,,  lour  times  what  it  had 
paid  36  months  earlier.  Bau  >        !.omb  dumped  its  remaining 


>■  Oy  the  Numbers 


Oh,  Rats 

The  rodent-peddling  racket  is  profitable, 
scratching  out  26%  operating  margins. 


The  amount  of  feed 
required  to  satisfy  Charles  River's 
rodents  every  week. 

The  percentage  of  home-bred 
rats  and  mice  that  Charles  River  sells 
to  drug  companies  and  research  labs. 

The  average  price  Charles  River 
charges  for  a  mouse  with  diabetes;  a 
healthy  one  goes  for  $3.60. 

The  number  of  different  kinds  of 
rodents— bred  for  various  diseases 
and  traits— offered  by  Charles  River. 

Source:  Charles  River  Laboratories  /nfernafi'ona/. 


stake  in  Charles  River  for  another  $70  million  (bringing 
lensmaker's  total  take  from  the  1999  sale  to  $526  miUion). 
last  DL)  Merchant  board  member  exited  the  board  at  the  em 
2001.  And  for  good  measure,  the  market  now  values  Cha 
River  at  $1.7  bUlion^ — about  the  same  market  cap  that  Bauscl 
Lomb  commands.- 

Free  at  last,  Foster  has  finally  been  able  to  make  those  ao 
sitions.  He  has  sheUed  out  $143  million  to  buy  five  compa: 
His  biggest  purchase:  a  $52  mUlion  deal  last  year  for  Prime- 
which  gives  Charles  River  the  ability,  among  other  things,  to  pi 
point  flaws  in  a  drug's  molecular  structure  that  could  caui 
harmful  side  effects.  This  month  Foster  moved  Charles  Rivi 
into  proteomics  research  with  a  $6  mi 
lion  joint  venture  that  will  test  speci 
proteins  for  clients.  He's  still  acquisiti' 
but  the  process  is  slow  because  he  po: 
over  12  companies'  books  for  every  oi 
he  buys. 

Foster  can  also  now  make  relativ 
large  investments  in  promising  areas.  A 
$8  million  outlay  bought  Charles  Rivt 
small  isolation  containers,  more  filters  1 
cleanse  drinking  water  and  air-show». 
devices  that  blast  employees  when  thfi 
enter  rodent  rooms — all  of  which  ha'i 
reduced  contamination  by  germs  to  0.5*^ 
of  the  population.  One  early-warning  sy 
tem:  inserting  rodents  with  depress^ 
immune  systems  (known  as  "nude  sei 
tinels,"  because  they  happen  to  be  a  hai 
less  breed)  into  the  general  population 
rodents — canaries  in  the  coal  mine,  if  yc 
will.  The  importance  of  such  an  inves 
ment  was  highlighted  last  year  when  Fc 
ter's  Asian  unit  increased  sales  after 
Japanese  competitor,  Shizoka,  reportec 
lost  about  one-quarter  of  its  rodent  po 
ulation  following  a  viral  outbreak. 

Hazards  lie  ahead.  The  bigger  Char! 
River  gets,  the  more  often  it  will  become 
target  for  animal  rights  protesters.  So  far  the  antiresearch  cro\ 
forced  the  company  to  close  a  small  operation  that  distribut 
primates  in  the  U.K.  Remarkably,  antivivisectionists  have  r 
pursued  Foster  in  this  country.  A  bigger  challenge  to  preclini' 
research  may  be  to  beat  out  such  competitors  as  Covance,  v/hi 
originally  specialized  in  human  clinical  trials,  and  MDS 
provider  of  contract  drug-discovery  services. 

There's  another  reason  for  the  entrepreneur  to  sleep  fitfu 
Foster  threw  off  the  yoke  of  an  unappreciative  corporate  mas 
and  overly  demanding  private  equity  investors,  only  to  h< 
impatient  Wall  Streeters  watching  over  him.  At  28  tin 
expected  2002  earnings,  Charles  River's  stock  leaves  no  room 
quarterly  disappointments.  "Right  now  everything  is  gn 
because  we  have  made  investors  money,"  he  says.  "If  the  stc 
were  down  to  $5, 1  am  sure  this  wouldn't  be  as  much  fun." 
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FINANCIAL  FREEDOM. 


At  Lincoln  Financial  Group,  we  proviae  a  oroad  ringe  of  financial  solutions  to  help 
you  enjoy  financial  fi-eedom.  Our  estate  planning  solutions  help  protect  your  hfe's 
work.  Our  Kfe  insurance  solutions  help  ensure  the  well-being  of  your  family  and  your 
business.  And  our  charitable  giving  ideas  can  help  you  give  something  back  as  well 
as  provide  valuable  estate  benefits  for  you  and  your  heirs.  For  more  information,  see 
your  financial  advisor  or  call  1  -877-ASK  LINCOLN,  idivw. LFG.com 


n  Lincoln 


Financial  Group® 

Clear  solutions  hi  a  complex  world^ 


©i002  The  Lincoln  National  Corp.  Secunties  oflered  through  Lincoln  Financial  Advisori,  .:  Li  Aer-dealer  (Member  SIPC).  Insurance  offered  through  Lincoln  affiliates  and  other 
fine  companies.  Lincoln  Financial  Group  is  the  marketing  name  for  Lincoln  National  Co'p  and  its  affiliates.  1300  South  Clinton  Street,  Fort  Wayne,  IN  46802.  CRN0208-5818 


SPECIAL  ADVERTISING  SECTION 


INCLUDE  QUALITY  ON  YOUR  CHECKLIST 
&  YOU  COULD  REALLY  GO  PLACES 


The  Road  to  Success:  Ted  Waitt  Emphasizes  a  Commitment  to  Both  Quality  and  Community. 


How  do  you  grow  a  startup  in  an  Iowa  farmhouse  into  a  Forbes  500s  company?  By  keeping  your  customer  relation- 
ships direct  and  personalized.  Staying  true  to  his  own  roots  and  values  —  hard  work,  honesty,  friendliness,  quality 
—  Ted  Waitt  founded  Gateway  in  1985  to  help  Improve  the  quality  of  people's  lives  through  technology.  Today,  Waitt 
is  chairman  and  CEO  of  Gateway  Inc.,  a  multibillion-dollar  business  and  one  of  America's  largest  PC  makers. 

Ted  takes  his  commitment  to  improving  the  quality  of  people's  lives  one  step  further  with  the  Waitt  Family  Foundation 
(www.waittfoundation.org)  —  a  national  nonprofit  organization  focused  on  strengthening  communities  for  the 
benefit  of  children  and  their  families.  The  foundation  believes  strong  communities  build  strong  families,  and  it 
partners  with  resident-led  organizations  to  help  them  achieve  their  visions  for  a  successful  future.  The  foundation 
supports  community-based  innovations  that  use  technology  to  improve  people's  lives,  that  work  toward  the  preven- 
tion of  violence  in  the  family,  and  that  share  promising  practices  to  benefit  other  communities.  By  working 
collaboratively,  the  Waitt  Family  Foundation  strives  to  "help  good  people  do  great  things." 

Like  Mr.  Waitt,  Ford  also  believes  that  commitment  to  quality  is  the  key  to  success.  Each  Ford  Quality  Checked  Certified 
Pre-Owned  vehicle  must  pass  a  rigorous  1 15-point,  bumper-to-bumper  inspection,  ensuring  excellence.  This  demand 
for  the  highest  standards  places  Ford  Quality  Checked  Certified  Pre-Owned  vehicles  a  cut  above  the  competition. 
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QualityChecked 

Certified  Pre-owned 


When  you  care  for  a 
vehicle  this  muif 

it's  only  natural  A 
to  get  a  little  attShU 


When  you  buy  a  Ford  Quality  Checked  Ce 
Pre-owned  vehicle,  you  can  rest  easy  knowi.. 
our  technicians  have  done  everything  to  ensur 
you'll  only  get  the  best.  Each  and  every  F!rc(|Dwni 
car,  truck  and  SUV  has  been  picked  frorTi,fhe  finest 
of  trade-ins  and  includes:         .  ^^ 


iijli^iJ 
m  liiui 
aliiu! 


powertrainJimited  warranty  backed  by  Ford* 


115-point  inspection 


24-hour  roadside  assistance         - 

Vehicle  history  report 

> 
Service  available  at  any  Ford, 
Lincoln  or  Mercury  Dealer  nationwide 


So  see  your  local  Ford  Quality  Checked  Certified 
Pre-owned  Dealer  today,  or  call  toll-free 
866-222-6798  to  find  a  dealer  near  you  or  log 
on  to  www.fordcpo.com.       ^       ^     _  „ 
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ifel-term  APR  financing  lpr^^^*ffibnlhs  and  5.9%  limlled-term  APR  financing 
Kdjirocus.  Not  .all  huveraiji5|MaBtv  for  lower.1  rale.  Take  relail  delivery  from 
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One 

Tough 

Lesson 

Plan 


Running  a  chain  of  post-secondary  schools 
sounds  simple.  Ask  David  Moore 
why  it's  so  hard  to  get  a  passing  grade. 

BY  LUISA  KROLL 

URING  A  20-YEAR  MILITARY  CAREER  THAT 
included  three  tours  of  combat  in  Vietnam, 
David  Moore  learned  the  meaning  of  calcu- 
lated risk.  As  a  captain  he  was  assigned  to  lead  a 
convoy  of  mounted  vehicles  to  clear  roads  for 
larger  units.  He  trained  his  500  soldiers  in  how 
to  detect  snipers  and  booby  traps,  react  to 
i  enemy  fire  and  follow  an  exit  strategy.  Despite 

being  ambushed  by  the  Viet  Cong,  Moore  managed  to  open  300 
miles  of  loads  and  keep  all  but  five  of  his  men  alive. 

Handy  ,siir\'i\ui  skills  for  a  civvy,  too.  As  cofounder  and  chief 
executive  ol  t        i  '.ian  Colleges,  one  of  the  nation's  largest 
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post-secondary  educatiori  companies  (64  campuses  in  21 
states),  Moore  oversees  4,800  faculty  and  staff  and  more  than 
34,000  students.  He's  still  in  combat  mode,  whether  he's  battling 
oppressive  govemrnent  regulation,  winning  over  a  recalcitrant 
seller  of  a  school  or  dealing  with  self-inflicted  mistakes. 

The  results  are  impressive.  Over  the  last  12  months  Santa  Ana, 
Calif -based  Corinthian  earned  $39  million  on  revenue  of  $338 
million.  Over  the  last  five  years  earnings  per  share  have  jumped  an 
average  121%  annually;  sales,  33% — good  enough  to  rank  num- 
ber four  on  our  current  200  Best  Small  Companies  list.  WhOe 
much  of  its  strength  has  come 
from  its  12  acquisitions,  inter- 
nal growth  is  strong:  Revenues 
at  existing  campuses  are  up 
31%  for  the  latest  quarter.  At 
$36  a  share  the  stock  is  up  a 
split-adjusted  sevenfold  since  its 
1999  initial  offering.  Moore,  the 
largest  individual  shareholder 
with  a  3.2%  stake,  is  worth  over 
$50  million. 

Success  has  been  a  long 
time  coming.  After  teaching  at 
two  U.S.  Army  officer  training 
schools  and  helping  to  turn 
clueless  recruits  into  skilled 
soldiers,  Moore  took  a  job  as 
an  administrator  at  Mott 
Community  College  in  Flint, 
Mich,  in  1980.  It  turned  out  to 
be  12  years  of  hellish  bureau- 
cracy and  failure  to  prepare 
students  for  the  work  force. 

The  private  sector  wasn't 
much  better  His  sojourn  at  DeVry  Institute  of  Technology — an 
older  career-training  outfit  best  known  for  its  business,  technol- 
ogy and  engineering  programs — lasted  less  than  two  years.  A  job 
as  vice  president  of  operations  at  National  Education  Centers,  a 
unit  of  National  Education  Corp.,  seemed  like  a  cakewalk. 

It  wasn't.  The  president  of  NEC  was  an  ex-McKinsey  &  Co. 


Pierre,  vice  president  of  marketing,  discussed  teaming  up  wi 
three  other  NEC  executives  to  buy  the  schools  themselves.  Th 
targeted  a  dozen  locatipns,  most  offering  programs  in  the  fa 
growing  health  care  arena.  The  response:  cease-and-desist  letti 
from  the  chief  executive,  claiming  NEC  had  another  buyer  ai 
threatening  to  fire  them  if  they  didn't  back  off.  Three  mont 
later,  in  February  1995,  the  same  chief  called  Moore  at  home 
a  Sunday  and  asked  if  he  was  still  interested  in  the  acquisitic 
Within  three  days  there  was  a  $5  million  offer  on  the  tab 
barely  one  times  operating  income  (earnings  before  interei 


Training  with 

an  eye  toward 

employment: 

Corinthian 

places  83%  of 

its  graduates 

in  jobs. 


taxes,  depreciation  and  amortization). 

Before  closing  the  deal,  Moore  tried  to  defuse  a  time  bom 
Six  of  the  12  schools  had  default  rates  above  25%  for  two  coi 
secutive  years  and  were  about  to  lose  eligibility  for  loan  pr 
grams.  Moore  and  two  venture  capitalists  flew  to  Washingto 
D.C.  to  meet  with  a  caseworker  at  the  Department  of  Educatio 
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Moore  and  St.  Pierre  teamed  up  to  buy  the  schools.  The  response  to  their 

offer:  cease-and-desist  letters  from  the  chief  executive,  threatening  to  fire 

them  if  they  didn't  back  off.  Three  months  later  the  offer  was  accepted. 


consultant  who  wasted  millions  on  hiring  other  consultants, 
installing  a  pricey  admissions  training  program  and  commis- 
sioning an  ad  agency  with  no  education  experience.  The  schools 
weren't  making  money,  and  20  were  in  danger  of  losing  access  to 
federal  financial  aid,  since  one  in  three  graduates  wasn't  paying 
back  student  loans,  a  stunninsj  default  rate.  NEC  fired  the  presi- 
dent and  announced  it  was  go  ;    lo  sell  the  division. 

Fearing  they  would  lose  th    r  jobs,  Moore  and  Paul  St. 
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Based  on  that  meeting,  Moore  believed  the  Department  wol 
give  him  three  years  to  improve  the  schools'  default  rates. 

Or  so  he  thought — an  assumption  that  would  later  hau 
him.  Still,  the  sale  went  ahead  in  July  1995,  with  the  partn< 
raising  $5  million  in  equity,  subordinated  debt  and  warrai 
from  Primus  Ventures  and  Banc  One  Capital  Partners.  Becai 
they  each  put  in  $100,000,  Moore  and  his  colleagues  held  on 
43%  of  the  equity,  with  an  option  to  buy  another  5%.  Soon  afl 
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Moore  eyed  another  risky  acquisition.  Family-owned  Phillips 
Colleges,  once  a  formidable  chain  of  some  100  schools  based  in 
Mississippi,  suddenly  had  to  unload  two  dozen  campuses  to  help 
raise  money  for  the  $100  million-plus  liability  imposed  by  the 
government  for  problems  with  the  administration  of  loan  pro- 
grams and  tuition  refund  issues. 

Moore  was  convinced  the  schools'  problems  could  be  fixed. 
"They  were  in  major  metropolitan  markets  like  Denver,  Salt 
Lake  City  and  Jacksonville,"  he  says.  The  acquisition  also  pushed 
Corinthian  into  a  new  market,  business  education,  while  offer- 
ing immediate  accreditation.  He  convinced  his  partners  to  buy 
1 8  schools,  though  it  doubled  the  company's  size  and  stretched 
its  budget,  requiring  $26  million  in  bank  debt  and  warrants  plus 
a  $7  million  line  of  credit. 

Corinthian  was  now  an  up-and-coming  education  com- 
pany— with  a  host  of  identity  problems.  The  Phillips  Colleges, 
renamed  Rhodes  Colleges,  granted  B.A.s,  M.A.s  and  associate 
degrees  in  programs  lasting  18  to  48  months  that  combined  aca- 
demics and  specialized  career  training  at  an  average  degree  cost 
of  $18,000  to  $27,000.  The  students  were  mostly  in  their  mid- 
20s  and  many  held  part-time  jobs.  The  former  NEC  campuses, 
now  called  Corinthian  Schools,  granted  diplomas  through 
shorter  programs  (8  to  19  months)  that  typically  cost  $8,000;  its 
students  were  disproportionately  single  mothers  in  their  early 


cial  delivery  just  before  Memorial  Day  weekend  in  1998  caugh 
him  flat-footed.  He  had  just  days  before  the  feds  would  yanl: 
financial  aid  status  from  seven  campuses.  Why?  The  departmen 
claimed  there  was  no  agreement  from  three  years  ago.  Tha 
Corinthian  now  appeared  to  be  in  compliance  with  its  defaul 
rates  made  no  difference.  "It  was  the  darkest  moment  of  our  hisi 
tory,"  recalls  Moore,  who  threatened  to  sue.  The  governmen 
countered,  offering  to  lift  restrictions  on  three  schools.  Moor, 
caved  rather  than  endure  the  costs  of  litigation  and  risk  upset 
ting  the  formidable  feds. 

But  more  hardship  lay  ahead.  The  incident  delayed  financia 
aid  funds  for  two  months.  As  a  result,  Corinthian  ran  out  of  casl 
in  the  early  fall  and  couldn't  pay  its  lender  Prudential  Insurano 
$5  million.  Though  the  company  needed  only  60  days  to  bring  ii 
tuition  fees  and  federal  money,  Prudential  held  firm.  The  part 
ners  had  no  choice  but  to  ask  their  venture  investors  for  help— 
and  paid  a  stiff  penalty:  $5  million  in  exchange  for  a  third  of  th( 
partners'  equity.  When  Corinthian  went  public  in  February  199^ 
at  $18  a  share,  nearly  all  the  proceeds  went  to  pay  off  debt. 

With  a  clean  balance  sheet,  Moore  went  hunting  for  nev 
acquisitions.  As  a  public  company,  he  had  to  be  a  bit  more  cir 
cumspect  than  he  was  in  the  past.  "He  really  pulled  off  Her 
culean  turnarounds  with  the  early  acquisitions  that  would  scam 
investors  today,"  says  Gerald  Odening,  education  analyst  at  J.I 


Moore  clamped  down  on  deadbeats,  revamping  the  financial  aid  department, 

and  adding  staffers  to  spend  more  time  educating  students  about  debt  and 
responsibility.  Default  rates  at  nearly  all  schools  dropped  below  the  25%  cutoff. 
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20s  who  had  never  held  a  full-time  job. 

Clear  differences  aside,  the  schools  needed  some  discipline. 
Moore  decided  to  standardize  the  curriculum,  as  well  as  mar- 
keting strategies,  computer  systems  and  back-office  operations. 
He  wanted  greater  emphasis  on  job  placement  and  student  ser- 
vices, and  so  hired  more  placement  officers  who  helped  stu- 
dents with  the  employment  search  process  early  on.  Moore  also 
provided  more  tutoring  for  graduating  classmates.  Student  ser- 
vice employees  help  students  with  personal  issues  as  well,  like 
locating  day  care  services.  At  one  Boston  area  campus,  a 
Corinthian  counselor  recently  helped  two  students  who  had 
become  homeless  find  shelter,  get  transportation  to  school  and 
switch  classes  so  they  could  make  the  shelter's  curfew.  Today 
83%  of  alums  find  jobs. 

At  the  same  time,  Moore  clamped  down  on  deadbeats.  He 
revamped  the  financial  aid  department,  adding  staffers  to  spend 
more  time  educating  students  about  debt  and  responsibility, 
starting  from  the  application  process  to  the  end  of  the  school 
year.  An  outside  default-management  firm  kept  on  top  of  stu- 
dents as  soon  as  they  graduated  and  on  through  the  term  of  the 
loan.  Default  rates  at  nearly  all  of  its  then  34  schools  dropped 
below  the  25%  federal  cutoff  by  May  1998.  Moore  assumed  he 
was  home  free. 

A  letter  from  the  Department  of  Education  that  arrived  spe- 
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Morgan.  His  targets:  small  schools  that  were  relatively  cheaj 
(four  to  six  times  operating  income)  and  larger,  more  prover 
ones  with  a  pricier  multiple  of  eight  to  ten.  A  recent  example  i; 
the  Wyoming  Technical  Institute,  a  premier  school  for  training 
automotive  mechanics  and  technicians,  which  went  for  $84  mO 
lion,  or  1 3  times  operating  income.  Corinthian  also  likes  school; 
with  job-producing  programs,  such  as  criminal  justice,  that  car 
be  rolled  out  to  other  campuses.  It  bought  Georgia  Medica 
Institute  in  2000  and  expanded  its  up-and-coming  surgical  tech- 
nology program  into  six  other  schools  in  six  months. 

Paul  St.  Pierre,  the  cofounder  who  oversees  marketing 
launched  a  program  that  allows  Corinthian  to  change  advertis- 
ing on  the  fly,  airing  a  new  ad  and  a  controlled  one  at  the  sam( 
time.  Leads  at  all  64  campuses,  which  come  to  headquarters  vii 
an  800  number,  can  then  be  checked  hourly  to  ensure  the  new 
ad  is  generating  prospective  students.  If  it  isn't,  Corinthian  car 
increase  the  ad  spending,  run  the  ad  at  a  different  time  or  air  i 
different  commercial  in  its  place,  aU  within  24  to  48  hours. 

The  biggest  threat  won't  come  from  competitors.  The  $27' 
billion  postsecondary  industry  should  grow  30%  over  the  nexi 
decade,  says  J.P.  Morgan — enough  for  3,000  accredited  institu- 
tions to  share  in  the  wealth.  Instead,  Corinthian  needs  to  stay  or 
good  terms  with  Uncle  Sam,  whose  financial  aid  payment! 
account  for  a  ,v  aggering  81%  of  its  revenues.  f 
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In  a  world  where  there's  a  different  kind  of  threat  every  day,  you  need  a  different  kind  of  security. 

New  threats  can  blow  right  through  any  firewall  or  anti-virus  software.  That's  where  we  come  in.  Our  dynamic  protection 
helps  you  conduct  business  safely  in  the  face  of  ever-changing  threats  and  increased  risk.  From  proactive  research  and 
aw^rd-winning  software  to  24/7  protection  and  response  services,  our  solutions  detect,  prevent  and  respond  to  online 
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Greased 

Lightning 

Cliff  Hudson  revitalized  a  regional  chain  of 
drive-in  fast-food  joints.  Can  he  take  it  national? 


BY  LEA  GOLDMAN 


fl^^  ONIC  CORP.  IS  BUT  ONE-FIFTH  THE  SIZE  OF 
,^^^^  McDonald's  domestic  burger  business.  But,  unlike 
^^  its  larger  rival,  it  doesn't  have  to  worry  about  pre- 

^.i,     tending  to  be  health-conscious  or  luring  kids  with 
■  •  -  plastic  toys  from  the  latest  aniflick.  A  determinedly 
retro  fast-food  organization,  the  Oklahoma  City- 
based  chain  of  drive-ins  still  has  a  stubbornly 
igh -calorie  menu  delivered  by  1950s-sryle  carhops  on  roller 
lades.  How  hard  is  it  to  screw  up  that  formula? 

Pretty  easy,  apparently.  Which  is  why  1.  Clifford  Hudson  gri- 
naces  at  the  memory  of  taking  over  in  1995  as  chief  executive,  a 
iecade  after  he'd  joined  as  house  counsel.  For  starters,  menus 
iiffered  from  store  to  store — Slaw  Dogs  served  up  in  the  Car- 
linas;  ice  cream  sundaes  peddled  by  a  renegade  franchisee  in 
Texas;  deep-fried  "Pickle-Os"  furtively  sold  in  Sonic's  own  back- 
ard.  Even  within  the  same  city,  it  was  easy  to  find  radical  taste 
k-ariations  in  later  Tots  because  franchisees  bought  ingredients 
Toin  different  vendors. 

The  problems  only  started  there.  Drive-ins  had  undergone 
nly  the  most  superficial  touch-ups  since  the  company's  found- 
ng  in  1953,  and  were  peeling  relics.  Accounting?  Still  done  man- 
ally,  meaning  that  September's  quarterly  statements  from  firan- 
hisees  weren't  available  until  four  months  later,  and  were  prone 
o  errors.  Company  pitchman  Frankie  Avalon — a  teen  idol  when 
Sonic  was  founded— left  today's  youngsters  scratching  their 
heads.  Franchisees,  operating  1,438  regional  drive-ins  then,  were 
fijming.  "It  was  time  for  the  brand  to  grow  up,"  recalls  Hudson, 
47,  slamming  his  bigger-than-quarter-pound  fist  on  the  table. 

Today,  it's  a  different  story.  Sonic  hasn't  changed  its  formula; 
it's  just  gotten  better  at  standardizing  it.  Skechers-skating  teens 
serve  up  a  quirky  variet}'  of  artery-hardening  tasties  like  Ex- 
Long  Cheese  Coney  hot  .io^v  Ched  'R'  Peppers  and  Banana 
Cream  Pie  Shakes  in  its  2. '  ~     ■  ves,  mostly  in  the  Sunbeh.  For 


the  last  five  years,  the  home  office  has  enjoyed  17%  and  28% 
annual  average  sales  and  profit  growth,  respectively;  last  year 
Sonic  earned  $39  million  on  $330  million  in  sales  (it  ranks  num- 
ber 47  in  the  200  Best  list).  Franchisees  are  no  longer  in  revolt: 
Average  unit  revenues  have  grown  5%  a  year  since  1997  to  a  cur- 
rent $874,000.  And  same-store  sales  have  increased  16  consecu- 
tive years,  up  3.1%  in  the  fiscal  third  quarter  ended  May  31 
(compared  with  a  1.6%  drop  for  McDonald's). 

Hardly  gloating.  Cliff  Hudson  can't  forget  what  it  took  to 
get  Sonic's  sizzle  back.  In  1986  he  joined  a  group  of  Sonic  exec- 
utives that  took  the  company  private  for  $10  million,  a  combi- 
nation of  cash  from  insiders,  venture  funding  and  a  loan  from 
Heller  Financial. 

That  turned  out  to  be  the  easy  part.  Hudson,  who  received 
his  law  degree  firom  Georgetown,  was  executing  new  contracts 
for  franchisees  that  raised  their  royalty  rates.  He  got  an  earfiil 
from  them  and  the  four  franchisee  groups  on  Sonic's  executive 
board.  Not  a  happy  constituency:  More  than  300  units  had 
closed,  and  here  was  headquarters  demanding  a  doubling  of  the 
initial  franchisee  fee  to  $15,000,  and  upping  royalties.  In  one 
instance,  as  Hudson  was  negotiating  a  vendor  deal  with  Coca- 
Cola,  500  franchisees  banded  together  and  signed  with  Pepsi.  (He 
phased  out  that  agreement  later  on.)  Sonic's  110  company- 
owned  stores  were  losing  a  total  of  $1.5  million  a  year. 

Later,  Hudson  was  supervising  Sonic's  $31  million  public 
offering  in  1991.  (Most  of  the  proceeds  went  to  pay  down  bank 
debt.)  Within  two  years  Hudson  became  chief  operating  officer, 
responsible  for  helping  the  company  rediscover  growth.  He 
unloaded  unprofitable  divisions  like  the  equipment  sales  unit, 
and  pushed  for  modern  computer  systems  to  expedite  account- 
ing procedures  and  make  better  purchasing  and  sales  projections. 

By  the  time  he  was  named  chief  executive,  Hudson  hit  a  wall 
again.  Franchisees  were  demanding  new  and  longer  license  con- 
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tracts  a  full  five  years  before  they  were  set  to  expire.  Franchisees 
felt  neglected.  They  weren't  getting  training  or  purchasing  ser- 
vices, and  that  was  driving  up  costs.  Franchisee-owned  stores 
were  taking  in  an  average  $577,000  each,  79%  of  which  was  pay- 
ing for  operations.  Besides,  the  home  office  was  horning  in  on 
their  turf,  sometimes  opening  stores  just  miles  away.  Franchisees 
wanted  exclusive  rights  to  build  in  certain  markets  and  more 
decision-making  power.  "There  was  the  perception  that  they  kept 
a  lot  of  secrets  from  franchisees,"  says 
Bobby.  J.  Merritt,  a  partner  in  140  Sonic 
stores.  "Cliff  had  to  prove  his  credibility." 

Hudson  was  willing  to  meet  them 
halfway — even  though  an  agreement 
took  13  grueling  months.  Franchisees 
could  have  20-year  contracts,  with  op- 
tions to  renew  for  another  decade.  They 
could  join  a  revamped  advisory  council. 
Master  franchisees  could  have  first  crack 
at  new  markets  and  protection  from 
company  encroachment. 

But  in  return  Mudson  demanded  con- 
sistency in  menu  and  vendor  deals  for  the 
first  time  in  company  history.  He  required 
cooperative  purchasing  and  advertising. 
And  franchisees  would  have  to  pay  up: 
Fees  doubled  to  $30,000  ar<d  royalties 
moved  up  as  high  as  5%  of  gri --  revenues, 
depending  on  sales  volume.  Most  fran- 
chisees swallowed  hard.  Those  whn  stayed 
followed  Merritt 's  logic:  "If  we  u  ic  pay- 
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y  the  Numbers 


Chew  on  This 

Guess  which  country  has  one  of  the 
world's  highest  obesity  rates? 


The  number  of 
hamburgers  Americans  eat  each  year. 


What  the  U.S.  will 
spend  on  fast  food  this  year. 

sC -'-"  The  average  annual 

per  capita  consumption  of  f  rench 
fries  in  America. 

Average  drive-thru 
service  time  at  Wendy's,  the  fastest 
cha^n  in  the  U.S. 

Zr'c  Schlosser.  Fast  Food  Nation,  Idaho  Potato 
:r^ian:  Nenional  Restaurant  Association: 


ing  more,  at  least  it  meant  we  were  making  more." 

At  the  same  time,  Hudson  took  a  mop  to  headquarters.  Hi 
brought  in  experienced  fast-food  executives,  like  Frank  B.  Youn] 
a  Wendy's  alumnus,  to  run  the  company-owned  restaurants  di' 
vision,  and  Michael  Shumsky,  a  Taco  Bell  veteran,  to  oversee  op- 
erations. Andrew  Ritger,  a  onetime  Hardee's  executive,  slashe 
costs  throughout  the  system — from  more  efficient  shipping 
trimming  the  number  of  Sonic's  five  hamburger  patty  sizes  down 
to  two:  regular  and  kid-size.  By  2001,  op- 
erating expenses  were  down  to  73%  of  the 
average  franchisee's  sales. 

But  instead  of  whacking  costs  in  the 
parent  company,  Hudson  was  spending 
more — expenses  rose  46%  to  $19  million 
between  1995  and  1997 — to  execute 
Sonic's  boom.  "If  you're  a  growth  com- 
pany, you  need  to  invest  in  people,"  he 
says.  "Otherwise  you're  going  to  end  up 
killing  yourself." 

Some  of  that  money  was  going  toward 


building  a  brand,  at  the  recommendation 
of  former  Dunkin'  Donuts  chief  Robert 
Rosenberg,  who  sits  on  the  board.  Pattye 
Moore,  a  well-liked  marketing  executive 
in  the  firm,  was  promoted  to  oversee  the 
company's  new  image.  And  ft-anchisees 
who'd  always  had  to  kick  in  as  much  a^ 
3.25%  of  gross  revenues  for  a  local  ad  fund 
and  another  0.75%  for  national  ca 
paigns,  now  saw  some  results. 


1 


nail  business  softwan 
$300 

B' 


;     2000  sq  ft  downjJln: 
$5000/i^giir 

fax  machine  &  photocopier: 
$800 

points  }^u  can  use  to  get  a  new  officei 
*'    "■* — less 


1 A  er\'  time  you  use  your  MasterCard  BusinessCard'  with  Business  Bonuses,'"  you  earn  points  good  for  anything,  anywhere  you  see  the 

MasterCard"  logo.  (Even  a  new  ftirry  friend.)  Other  credit  cards  limit  you  to  airline  miles  or  make  you  pick  something  out  of  a  catalog. 
But  with  MasterCard,  you're  the  boss  of  your  own  rewards  program.  Call  1-866-444-BONUS  or  visit  mastercardbonus.com  to  enroll. 


there  are  some  things  money  can't  buy. 


MasterCard 


for  everything  else  there's  MasterCard.' 


Only  available  ihrough  pjrtf  ipj'inK  hanks.  Certain  restrictions  and  limitaiions  apply 
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Sonic  hired  Kansas  City-based  Barkley  Evergreen  &  Part- 
ners, responsible  for  successful  campaigns  for  Cellular  One  and 
Western  Auto.  The  company  bought  time  on  cable  channels, 
where  ads  focused  on  a  fresh,  albeit  odd,  menu  that  featured 
cherry  limeades,  onion  rings  and  sandwiches  served  on  thick 
toaster  bread — all  delivered  to  the  car  in  under  four  minutes. 
Frankie  Avalon  was  shown  the  door,  in  favor  of  young  skating 
carhops.  Last  year  the  company  spent  $80  million  on  marketing, 
triple  what  it  had  spent  five  years  earlier. 

For  the  first  time  Sonic  began  to  use  market  research  and 
focus  groups  to  discern  cus- 
tomer tastes.  The  results: 
Patrons  had  tastes  that 
were  even  weirder  than  the 
standard  menu — preferring 
things  like  chocolate  cherry 
vanilla  Cokes  and  burgers 
with  mayo  and  mustard. 
Hudson  reportedly  spent  $6 
million  over  two  years  for 
point-of-sales  terminals  that 
could  track  customer  trends. 
When  Sonic  learned  that  ice 
cream  sundaes  accounted  for 
as  much  as  30%  of  one  Texas 
franchisee's  sales,  the  com- 
pany stopped  hassling  him  to 
discontinue  the  program  and 
copied  it  for  the  entire  chain. 
Typically  humdrum  after- 
dinner  sales,  desserts  mostly, 
now  account  for  17%  of 
Sonic's  sales,  versus  2% 
for  most  other  chains.  And 
Hudson  aims  to  up  that  per- 
centage, since  diners  don't 
penny-pinch  at  dessert  time. 
"Anything  you  can  mix  with 
air  or  water  will  always  be 
more  profitable,"  he  explains. 

Two  years  ago  the  chain 
completed  a  Jetsonsesque 
remodeling  program  that  cost 
franchisees  an  average 
$75,000  per  store.  How  easy 
was  that?  Hudson  first  had  to  fix  up  Sonic-owned  stores  to  prove 
the  concept,  then  took  HQ's  results  on  a  road  show,  hearing  the 
usual  complaints,  but  proving  his  point.  Hudson  credits  the  new 
look  for  boosting  average  sales  per  restaurant  8%  since  the 
makeover.  "Cliff  is  very  good  at  selling  instead  of  forcing,"  notes 
Chuck  Harrison,  partner  in  of  one  of  Sonic's  largest  franchise 
groups,  with  280  stores. 

Hudson's  focus  these  days  is  beefing  up  morning  business, 
which  accounts  for  a  mere  3%  of  revenues,  against  the  1 1% 
industry  average.  The  new  breakfast  menu,  which  includes  typ- 


ically off-the-wall  Sonic  savories  like  a  pancake-wrapped' sausag 
and  Fruit  Taquitos,  is  already  rolled  out  in  47%  of  the  chain. 
Some  stores  are  already  seeing  a  7%  bounce  in  sales. 

Midwesterners  and  New  Englanders  yearning  for  a  Sonic 
burger  will  have  te  wait,  though.  There  are  no  imminent  plans 
to  go  national.  Still,  the  coast-to-coast  ads  that  began  running 
two  years  ago  on  Lifetime  and  ESPN  are  likely  to  create  demand 
in  new  markets.  A  few  kinks  still  need  to  be  worked  out — as  in, 
how  to  deal  with  regions  that  have  real  seasons.  Who  wants  tQ. 
roll  down  a  window  in  bad  weather? 


A  few  kinks  still  need  to  be  worked  out  in  areas  with  real 
seasons.  Who  wants  to  roll  down  a  window  in  bad  weather? 


Franchisees  are  keeping  Hudson  in  line,  fearful  of  saturatior 
One  boulevard  outside  Ft.  Worth,  Tex.  already  plays  host  to  fiv 
Sonic  restaurants.  Wall  Street  is  also  mindful  of  the  too  mucl 
too  soon  syndrome.  At  $24,  Sonic's  stock  is  trading  at  17  time 
expected  earnings,  and  is  down  27%  from  its  summer  high.  Bi 
its  five-year  total  annualized  return  of  20%  still  runs  circle 
around  McDonald's,  Wendy's  and  Taco  Bell.  And  considerin 
that  some  20  states  still  haven't  experienced  a  pimply-face 
skater  serving  up  a  SuperSonic  cheeseburger  and  cream  pi 
shake,  expansion  is  an  intriguing  possibility. 
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You  CAN  ALWAYS  TELL  WHEN  AN  EMPLOYEE  HAS  A  GREAT  RETIREMENT  PLAN. 
They're  happier,  more  productive  and  will  stay  with  you  longer.  We  should  know.  As  the 
nation's  401(k)  leader,  we've  been  providing  growing  businesses  with  complete  retirement 
solutions,  helping  to  secure  their  employees'  financial  futures,  for  over  60  years.  You'll  find  our 
wide  range  of  products  and  services  provides  tremendous  flexibility  in  customizing  a  plan  for 
your  growing  business.  Add  to  that  our  top-notch  customer  service  and  there's  no  reason  to  look 
anywhere  else.  Want  to  make  the  office  a  better  place  for  your  employees? 

Give  us  a  call  at  1-800-986-3343  (ext.  80080).  

Financial 
WE    UNDER-,  TAN'D    WHAT    YOU'RE    WORKING    EOR^^'     W       Group 

www.prii u  ipal.com 
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ncipjl  Hinancial  Services,  Inc..  Vi  ■ 
&  SlPCl,  800/247-412.?.  Principj^ 
I  Principal'"  are  registered  tradcmail,^  ^ 


,  !.\  S{).W2.  Insurance  issued  hy  Prmcipal  I  it.  Insurance  C^ompany.  Securities  iittcad  through  Princor  Kinancial  Services  Corporation  (member 
IVncor  are  members  of  the  Principal  hin.mcial  Ciroup  (The  Principal),  Des  Moines.  lA  .50,W2.  "The  Principal  Financial  Group  "  and 
..I  Financial  Services,  Inc.,  a  member  of  the  I  rincipal  Financial  Group. 
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Behind  the  Boards 

Growth  and  value  have  long  been  important  metrics  for  stock  picking. 
Add  corporate  governance  to  the  list. 

BY  MICHAEL  K.  OZANIAN 


tri 


WITH  ALL  THE  CROOKED  ACCOUNTING,  EGREGIOUS 
self-dealing  and  insider  trading  these  days,  you'd 
think  that  corporate  board  members  were  either 
in  cahoots  with  crooked  executives — or  in  a 
coma.  But  the  watchdogs  who  apparently  see  no 
evil  aren't  limited  to  large  companies  like  Enron,  WorldCom, 
Adeiphia  and  Tyco  International.  You  can  find  them  aplenty 
among  small  businesses  whose  boards  are  sometimes  packed 
with  cronies,  relatives  and  folks  with  clear  conflicts  of  interest. 
Shareholders  are  the  last  things  on  their  minds. 

Example:  Peregrine  Systems.  Not  that  long  ago  the  San 
Diego-based  software  inaker  was  one  of  the  hottest  small  compa- 
nies around.  If  insiders  knew  something  was  rotten,  the  Nasdaq 
didn't  wise  up  until  April  2001),  when  Peregrine's  stock  plum- 
meted to  $33  from  $67  in  one  week  (it  recently  traded  at  6  cents 
a  share).  Looks  like  the  company,  which  is  currently  under  inves- 
tigation by  the  Securities  &  Exchange  Commission  and  just  filed 
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for  Chapter  11,  may  have  been  using  bogus  accounting  to  inflaft 
sales.  As  for  Peregrine's  board:  Three  of  nine  members  were  com' 
pany  executives,  according  to  the  most  recent  10-K.  Director 
approved  fat  bonuses  for  company  executives  of  up  to  $1.2  mil: 
lion.  Peregrine  was  also  subleasing  property  ft-om  JMI  Services— 
a  private  investment  company  whose  chairman  was  Johi 
Moores,  Peregrine's  current  chairman,  and  whose  chief  executiv 
was  Charles  E.  Noell  III,  a  Peregrine  board  member.  During  2001 
when  Peregrine  lost  $852  million  on  revenue  of  $565  million,  tb 
company  treated  two  officers  to  golf  club  memberships. 

It's  impossible  for  you,  as  an  investor,  to  know  whether  you 
favorite  company  is  cooking  its  books;  even  the  auditors  may  no  | 
know.  The  next  best  thing  is  to  have  a  board  that  is  independer  i 
enough  to  have  some  chance  of  thwarting  evildoers.  We  asko  j 
Institutional  Shareholder  Services  in  Rockville,  Md.  to  provid  ] 
corporate  governance  scores  for  our  list  of  the  200  Best — a  nei 
category  this  year.  Pulling  information  from  the  latest  proxy  stat 
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^e  discovered  how  to  bring  down  the  running  cost  of  color  for 
ny  office  to  under  10  cents  a  page.  And  that  was  no  accident, 
roducing  the  Xerox  DocuColor  2240  and  1632  Printer/Copiers. 

There's  a  new  way  to  look  at  it. 


ducing  a  dazzling  breakthrough  in  color. 

terox  DocuColor"  2240  and  16  32  bring  the 
ing  cost*  of  making  color  prints  and  copies 
ur  office  to  less  than  10  cents  a  page.  And 
rkably,  reduce  black  and  white  running 
to  a  mere  1.3  cents  a  puiie.  So  for  color 


and  black  and  white  that  are  easy  to  use  and 
afford,  remember  the  Xerox  DocuColor  2240 
and  the  1632.  Once  you  discover  them,  you'll 
see  how  simple  it  can  be  to  integrate  color  into 
everything  you  do.  To  get  all  the  benefits  of 
low-cost  color  in  your  office,  get  in  touch  today. 


www.xerox.con 


;C"all:  1-800-ASK-XEROX  eM^t.2240A 


THE  nOCl'MENT  COMPAW 

XEROX. 


•Per  copy  charge  fo:  service  and  supplies  (excluding  paper).  Additional  .-harge  for  equipment  lease  or  purchase  and  base  service  applies 
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ments  and  filings  with  the  SEC,  ISS  looked  at  51  variables  for  each, 
company  and  grouped  them  into  seven  categories:  board  of 
directors  membersliip,  charter  and  bylaws,  state  of  incorporation, 
executive  and  director  compensation,  stock  ownership,  director 
education  and  qualitative  factors  such  as  a  succession  process. 

Large,  insider  ownership  is  a  big  plus.  "A  person  with  a  real 
equity  interest  in  a  company  has  little  motivation  to  game  the 
process  to  reap  a  short-term  benefit,"  explains  Jill  Lyons,  an 
executive  vice  president  at  ISS.  "High  ownership  encourages 
insiders  to  think  like  shareholders."  This 
isn't  to  be  confused  with  stock  options.  ISS 
gives  low  scores  to  companies  that  issue  a 
disproportionately  large  number  of  options 
to  executives,  board  members  and  employ- 
ees, compared  with  similar  incentives  at  competitors. 

Companies  with  a  majority  of  independent  board  members 
score  well.  Financial  ties — whether  providing  business  to  the 
company  or  professional  advice — have  an  odor  of  self-dealing. 
Independence  is  particularly  key  for  members  of  executive  com- 


pensation, auditing  and  nominating  committees.  Higher  mark 
also  go  to  a  business  that  can  hire  a  separate  group  of  accountant 
to  review  the  company's  auditors. 

What  about  a  company's  charter  and  bylaws?  ISS  dislikes  staj 
gered  boards;  it  wants  to  see  a  full  slate  of  directors  elected  ead 
year.  That  makes  it  easier  for  a  dissident  or  a  takeover  artist  to 
boot  out  incompetent  management.  Proxy  battles  are  fairly  ran 
these  days,  but  the  threat  of  them  may  keep  insiders  on  their  toejl 

Antitakeover  defenses  aren't  always  a  red  flag  to  ISS.  Reason:  i 


A  person  with  a  real  equity  interest  in  a  company 
has  little  motivation  to  game  the  process.'^ 


These  companies  offer  investors  some  protection  because  they  sell  for  lower  multiples 
of  their  earnings  than  most  small-cap  issues.  Their  boards  rank  in  the  top  25%  of 
their  peers  in  corporate  governance,  based  on  such  factors  as  board  membership, 
charter  and  bylaws,  executive  and  director  compensation  and  stock  ownership. 


Company 

Board  of 

directors 

score 

P/E 
2003E 

Board's  strengtfi 

CEC  Entertainment 

79 

12 

high  insider  ownership 

Clark/Bardes 

86 

11 

independent  audit  committee 

Green  Mountain  Coffee 

77 

11 

high  insider  ownership 

Metro  One  Telecom 

95 

9 

independent  board 

Polycom 

95 

11 

annually  elected  board 

TRC  Cos 

95 

12 

independent  board 

US  Physical  Therapy 

91 

12 

annually  elected  board 

These  stocks  are  relatively  risky  because  they  trade  at  sharp  premiums  to  other 
small  companies.  Their  boards  of  directors,  which  rank  in  the  bottom  30%  of  their 
peers  relative  to  the  all-inclusive  Russell  3000  in  corporate  governance,  may  not  be 
doing  a  particularly  good  job  of  looking  out  for  the  interests  of  shareholders. 


Company 

Board  of 

directors 

score 

P/E 
2003E 

Board's  weakness 

Education  Management 
FactSet  Research  Systems 

8 
12 

31 

excessive  pay 

.     20 

CEO  on  nominating  committee 
directors  affiliated  with  company 

Gentex 

7 

22 

Main  Celestial  Grou.i 

17 

19 

staggered  board 

Krispy  Kreme  Doughn.; 
Westwood  One 

30 

37 

staggered  board 

32 

directors  affiliated  with  company 

Sources:  Institutional  Shareholder  Services:  William  Q'Neil  A  Co. 
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poison  pill  can  sometimes  be  used  to  solicit  a  higher  bid  during 
takeover  battle.  ISS  marks  down  companies  whose  defensivj 
clauses  render  an  unsolicited  embrace  all  but  impossible.  Payin| 
greenmail  to  unwanted  suitors  is  always  a  no-no. 

To  arrive  at  a  final  score,  ISS  compares  a  company's  composii 
results  with  the  scores  for  companit 
of  similar  size  on  the  Russell  3000; 
benchmark  for  the  overall  market, 
score  of  75  means  that  a  company 
board  of  directors  has  better  corp( 
rate  governance  standards  than  thre 
quarters  of  the  companies  its  size.  Yc 
can  check  out  the  results  for  137  i 
the  200  Best  Small  Companies  tb 
are  included  in  the  Russell  3000,  star 
ing  on  page  290.  (For  board  scor 
that  show  how  each  company  stacl 
up  against  rivals  in  the  same  industt 
visit  wfww.forbes.com/200best.) 

Investors  may  find  it  useful  to  tre 
the  ISS  board  score  as  one  more  meti 
for  evaluating  potentially  good  inve; 
ments,  as  well  as  riskier  bets,  aloi 
with  such  traditional  yardsticks 
price/earnings  ratios  and  growth  rati 
The  tables  are  illustrative.  The  fii 
seven  companies  trade  for  less  than 
times  next  year's  expected  earnings  (t 
average  multiple  for  a  small-cap  stoc 
and  have  board  scores  of  77  or  bett 
There's  no  guarantee  that  any  of  th« 
will  be  winners.  But  the  combinatii 
of  low  P/Es  and  high  board  scores  rr 
give  some  reassurance  to  investors  tl 
they're  not  paying  too  much  for  a  coi 
pany's  growth  prospects. 

The  half-dozen  companies  in  f 
bottom  table  sell  at  a  sharp  premii 
to  most  small  companies  and  hs 
humdrum  board  scores,  or  worse.  1 
inherent  risks  are  higher. 
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g/Wp*  Introducing  AQUOS  Theater.  The  world's  first  HDTV-compatible  30-inch*  liquid  crystal  television 
jectilogi-  coupled  with  the  world's  first  1-Bit  multi-channel  digital  audio  system.  Watch  crystal-clear  images. 
Discover  sounds  that  you've  never  heard  before  with  1-Bit  technology.  And  enjoy  sleek  design 
that  complements  any  inter oi'.  AQUOS  Theater  by  Sharp.  Cinematic  excellence,  by  design,  sharpusa.com 
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WHEN  IT  COMES  TO  PICKING  SMALL-CAP  STOCKS,  YOU'VE - 
got  the  disadvantage  that  it's  hard  to  find  good  research 
on  them,  but  the  advantage  that  when  you  find  a  good 
opportunity  it  probably  won't  be  discovered  already.  Forty-one 
analysts  foOow  General  Electric;  only  one  follows  Dynacq,  num- 
ber two  on  our  list  of  200  Best  Small  Companies. 

This  roster  is  merely  a  starting  place,  determined,  for  the 
most  part,  from  the  reported  numbers — which  are  trustworthy 
only  up  to  a  point.  If  WorldCom  can  inflate  its  earnings,  so  can 
a  small  outfit.  One  of  the  companies  on  last  year's  200  Best  list, 
cheesemaker  Suprema  Special- 
ties, collapsed  in  February 
under  a  fraud  investigation. 

LOOK  FOR  EARNINGS.  It's  Still 

easy  to  get  seduced  by  dot-com 
bubbleheaded  reasoning  if  a 
company  has  a  good  "story." 
But  if  it  has  no  net  income,  you 
have  to  know  an  awful  lot  about 
its  business  to  know  whether 
there  is  any  value  in  it.  In 
biotech  that  would  mean  pass- 
ing up  famous  moneylosers  like 
Celera  Genomics  in  favor  of 
something  like  Techne,  maker 
of  proteins  for  researchers  frank 
46).  It's  risky,  too,  but  at  least  it 
eked  out  a  64-cents-a-share 
income  over  the  last  12  months. 

GET  ALL  THE  NUMBERS.  Mean- 
ing a  lot  more  than  we  publish 
in  this  ranking.  Start  with  Yahoo 
Finance,  Tradingday.com  and 
Forbes.com.  The  Google  search 
engine  offers  an  array  of  amaz- 
ing stories.  Don't  invest  until 
you've  read  the  company's  quar- 
terly and  annual  reports.  Many 
outfits  offer  their  Securities  8c 
Exchange  Commission  filings 
on  their  own  sites,  but  the  best 
clearinghouses  for  quarterly 
(lO-Q)  and  annual  (lO-K)  re- 
ports is  10kwizard.com  and 
freeed  gar.com. 

If  you're  willing  to  [    ■ 
independent  opinions  on  s, 
stocks,  the  RedChip  Review  (redci  ., 
columnist  Marc  Robins — offers  a  year  l 
market  caps  under  $1.5  billion  for  $400. 1 
to  steer  clear  of,  check  out  shortonvalue.ci  - 

MIND  THE  VALUATION  GAP   ^  •>  you  found 

that  looks  cheaper  than  a  large-cap  i  i 
growing  at  about  the  sai-.ie  rate.  ")on't  a 
a  bargain.  The  market  rewards  size  and 
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Do-lt-Yourself 
Analysis 

With  few  small-cap  experts,  you'll  do  most 
of  your  own  digging,  by  Christopher  helman 


lieaded  by  FORBES 

is  on  stocks  with 

e  tips  on  stocks 

small  stock 

'''         e  industry 

''  've  found 

'     'H'  giving 


large  companies  a  fat  premium.  Among  companies  that 
creased  earnings  by  25%  last  year,  the  average  megacap  tradi 
at  a  trailing  P/E  of  35  and  the  smallest  ones  at  25,  reports  a  n 
cent  study  by  T.  Rowe  Price. 

A  similar  valuation  gap  exists  on  price/sales  ratio  as  wel 
Rule  of  thumb:  Think  hard  before  buying  a  stock  trading  at 
P/E  more  than  twice  its  expected  growth  rate  in  percentai 
points.  Example:  Courier,  rank  107  on  the  list,  has  a  P/E  of 
and  a  five-year  growth  rate  in  earnings  per  share  of  26%; 
trades  at  barely  half  its  growth  rate  by  this  measure.  Be  w; 

of  stocks  trading  at  more  thi 
four  times  book  value  (by  w; 
of  comparison,  the  S&P  5< 
trades  at  2.5  times  book).  Ali 
look  for  a  ratio  of  price  to 
nual  sales  that  is  not  too 
afield  from  the  industry  avei 
age.  Homebuilders  trade  at  a] 
average  one-half  times  salei 
and   William    Lyon    Home 
(rank  25)  trades  at  the  sami 
multiple. 

LOOK  FOR  LiQUIDIT' 

Microsoft  trades  45  millio 
shares  a  day.  YoCream,  maker  ( 
frozen  treats  (rank  91),  trades 
mere  14,000.  Microsoft  is  li( 
uid,  YoCream,  despite  the  pro( 
uct,  is  not:  Its  market  cap  is  ju 
$17  million,  with  36%  of  ou 
standing  shares  held  tight  I 
one  family.  Another  6%  chui 
sits  in  a  mutual  fund.  What, 
left  on  the  market  is  less  than ! 
million  in  stock. 

With  net  income  up  20 
this  year  and  twice  what  it  w 
in  1997,  yet  a  P/E  of  just  1 
YoCream  looks  cheap.  But  on 
in,  investors  are  stuck.  If  the  I 
holders  unload  a  large  block 
YoCream  all  at  once  the  shj 
price  is  gutted.  If  a  mid-sui 
mer  power  outage  melts  a  waj 
house  of  ice  cream,  the  ne 
would  slam  YoCream;  if  tl 
happened  to  Haagen-Da 
giant  parent  Nestle  stock  would  still  be  solid.  Avoid  stocks  w 
less  than  $50  million  in  public  market  cap  (market  cap  I 
insider  ownership). 

DON'T  SELL  SHORT.  Krispy  Kreme  has  confounded  skept 
since  its  2000  initial  offering  at  a  split-adjusted  $5.25.  1 
doughnut  chain,  now  at  $3 1 ,  still  looks  overpriced — it's  go: 
for  48  times  next  year's  ex-pected  earnings.  But  if  you  had  sol 
short  you'd  be  in  the  poorhouse. 


When  you  stop  coming  up  with 
new  challenges,  we'll  stop 
coming  up  with  new  monitors. 

More  real-world  solutions  from  the  best-selling  brand  of  flat  panel  monitors. 
Today's  specialized  applications  demand  the  right  tools.  So  the  NEC  MultiSync® 
product  line  is  always  growing,  always  offering  better  ways  to  work.  You'll  find  high 
resolution,  flicker-free  viewing;  a  choice  of  colors;  touchscreen  and  protective 
glass  technologies;  flexible  integration  options;  and  models  that  afford  both 
landscape  and  portrait  viewing.  Even  the  industry's  first  full  line  of  thin-frame 
monitors  for  increased  versatility  in  multi-monitor  applications.  And,  unlike 
conventional  CRT  monitors,  flat  panel  technology  offers  space-saving  design 
and  60%  less  energy  consumption  for  long-term  efficiency 


Innovation  continues  to  run  in  the  family:  from  Ambix™ 
digital/analog  dual  input  technology  that  ensures  long-term 
compatibility  to  XtraView-n^"  for  wide  angle  viewing  to 
OmniColor""  technology  for  precise  color  values.  All  the 
display  solutions  you  need — all  from  the  world's  largest  line 
of  flat  panel  monitors. 

Learn  more  at  wv/w.necmitsubishi.com  or  call  888-NEC-MITS. 


Our  innovative  line  of  thin-frame 
fiat  pane]  monitors  allows  you  to 
see  more  image,  less  frame. 


NEC  ranked  as  [  -  ■:  i,anel  monitors  in  the  U.S.  for  zooi  according 

to  the  Stanforo  -  "  ''i^H  Flat  Panel  Monitrak '  Qdarteriy  Report.  Q4  '01. 

Multisync  is  a  rc'i  '      -  nar'-'.anciA!nb«,XtraView+.apd  OmniColorare 
trademarks  of  ( ■  I'etUonics  Display  of  America,  Inc. 

©2002NEC-M:U  ,.      - .-  .  ;nics  Display  of  America.  Inc. 
All  rights  reserven,  Si'niiiaiec  images  in  monitors. 


SEE  mORG. 


NEC/MITSUBISHI 

NEC-MITSUBISHI  ELECTRONICS  DISPLAY 


i^Ul  BEST  SM  Ait 


COMPANIES 


'..nl-d.. 
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Owns  and  operates 

bspitals  and  outpatient 

surgical  centers, 

primarily  in  the  Houston 

metropolitan  area.  Has 

increased  sales  an 

average  of  51%  the  past 

five  years,  to  $61  million, 

by  dint  of  acquisitions. 

Chooses  areas  near 

industrial  towns,  where 

the  company  can  milk 

well-insured  union 

employees. 


LEADERS  OF  THE  PACK 


.  CORINTW 


jnded  just  seven  years  ago.  Corinthian  has  gobbled  up  other  institu- 
is  at  a  funous  rate  and,  as  a  result,  increased  sales  33%  a  year  since 
97  to  become  one  of  the  largest  for-profit  postsecondary  educators  in 

U.S.  Corinthian  operates  64  colleges  in  21  states  and  has  more  than 
000  students.  Its  schools— which  offer  master's,  bachelor's  and 
aciate  degrees— are  extremely  profitable:  On  sales  of  $310  million 

past  12  months,  Corinthian  produced  net  income  of  $34  million. 


5.  RIGHT  MANAGEMENT  CONSULTANTS 

With  companies  like  Enron,  WorldCom  and  IBM  firing  tens  of  thousands 
of  people,  it's  no  surprise  that  business  is  booming  at  Right  Management, 
a  provider  of  career  "transition"  services.  During  the  past  year  its  sales 
have  grown  71%,  and  its  earnings  have  more  than  doubled. 


7.  CHRISTOPHER 
&  BANKS 

A  retailer  of  exclusive 
designs  with  casual 
styling  in  sportswear 
and  sweaters, 
Christopher  &  Banks 
targets  working 
women  aged  35  to 
55.  It  plans  to  open 
more  than  90  stores 
this  fiscal  year— and 
has  the  balance  sheet 
to  take  on  the 
required  debt. 


lALTHTRONIC^ 

It  bought  Litho  Group,  dOi'Wi."! 
f  business  (pulverizing  kit!  ' 
lealthTronics  also  treats  : 


10.  K-SWISS 


me  3!is  '■•■  its 
•■r-ur  V'rf  .?hock 

:  mis  elbow. 


Founded  by  two  brothers  who  moved  to  the 
U.S.  from  Switzerland  and  became  avid  ten- 
nis players.  Shares  of  the  tennis-shoe  maker 
are  up  34%  this  year.  Chief  Executive  Steven 
Nichols  controls  the  company  with  92.4%  of 
'  le  supervoting  stock,  worth  $60  million. 
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BEST 


A 


l\  !.'';». 


COMPANIES 


CCiUpSny  (consecutive  years  on  list) 

business 


PROFITABILITY 


Return  on  equity 


5-year 


latest 
12  mos 


Debt/ 
cash 
flow 


GROWTH 


Sales 


5-year 
average 


latest 
12  mos 


EPS 


5-year 
average 


latest 
12  mos 


SALES 

latest 
12  mos 
($mil) 


NET 
INCOME 

latest 
12  mos 
($mil) 


RECENT 
PRICE 


EPS 


2003 
est 


P/E 


2003 
est 


MARKH 
VALUE' 


($mil) 


Chico'sFAS  (4) 

I  retails  private-label 
women's  apparel 


29% 


30% 


12% 


48% 


40% 


107% 


41% 


$415 


$49.6 


$17.90 


$0.90 


20 


$1,496 


Dynacq  International  (2) 

[  operates  outpatient 
surgical  facilities 


31 


37 


18 


51 


56 


110 


46 


61 


14.5 


12.44 


1.15 


11 


184 


Orleans  Homebuilders 

I  builds  homes  in 
eastern  U.S. 


20 


32 


618 


32 


23 


66 


65 


355 


179 


765 


NA 


NA 


Corinthian  Colleges 

owns  &  operates  for-profit 
colleges 


13 


25 


10 


33 


39 


121 


42 


310 


34.1 


3785 


1.16 


33 


1,62 


Right  Mgmt  Consultants 

I  provides  career  management 
&  consulting  services 


18 


35 


56 


22 


71 


44 


126 


398 


30.4 


16.55 


1.70 


10 


37£ 


Yankee  Candle  (rank  13)  has  increased  its 
store  base  41%  annually  over  the  last 
five  years.  Its  candles  are  available  in  more 
than  170  fragrances. 


Cognizant  Technology  Sol 
I  provides  information  technology 
software  &  services 


24 


25 


62 


14 


108 


16 


190 


26.5 


5703 


1.95 


29 


1,121 


Christopher  &.  Banks  (3) 

retails  women's  specialty 
apparel 


31 


29 


28 


32 


57 


31 


296 


36.1 


29.24 


2.00 


15 


74! 


Healthtronics  Surgical 

provides  noninvasive 
surgical  services 


13 


23 


600 


62 


87 


57 


94 


69 


5.4 


798 


0.68 


12 


Total  Ent  Restaurant 
operates  sports  &  game-themod 
I  restaurants 

UM  K-Swiss 

designs  &  markets 
athletic  footwear 


11 


18 


100 


37 


37 


35 


103 


84 


5.1 


8.80 


0.76 


12 


19 


20 


19 


20 


73 


46 


267 


28.4 


22.23 


1.51 


15 


41 


Corporate  Executive  Board        j  39    I  14 

I  provides  corporate  consulting;  j 

I  &  educational  services  i 

Hot  Topic  (3)  j    , 

I  retails  music-themed  ! 

apparel  for  teenagers  I 

Stocl<  prices  as  of  Sept.  26.  ■  Not  on  last  year's  list,  'ni  i  , 

NA:  Not  available  or  not  applicable.  NM:  Not  moanlngtiil. 

Sources.  William  O'Ncil  &  Co.:  FT  Interactive  Data.  Market  Gi  l). 


35 


28 


110 


32 


144 


26.1 


28.01 


0.95 


29 


1,03 


51 


28 


57   18 


353 


28.9 


20.00 


1.21 


17 


63  L 


•Msor  FInaiicial/IBES  via  FactSel  Research  Systeins. 
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im! 

cious  cuisine. 


Oooh! 

A  first- run  movie. 


Yawn. 

Time  for  a  nap. 


»eoo 


■ 


Ahhh! 

Now  this  is  tlie 
way  to  travel. 


To  over  100  European  destinations  from  14  U.S.  cities. 

With  our  award-winning  service  and  one  of  the  best  on-time  ratings  of  any  European 
carrier,  you  can  be  sure  you'll  arrive  rested  and  relaxed.  You'll  also  earn  miles  in 
either  Lufthansa  Miles  &  More'  or  United  Mileage  Plusf*  No  wonder  Lufthansa  is 
the  world's  number  one  choice  for  international  travel.  See  your  travel  agent,  call 
Lufthansa  at  800  645-3880  or  visit  www.lufthansa-usa.com. 

'/-cordance  with  the  terms  and  conditions  of  the  programs. 


gffiiere's  no  betf  jr'way  to  fly." 


Lufthansa 


/■■■'A, STAR  ALLIANCE  MEMBER    \^ 


200  BEST  SN 

\All 

COMPANIES 

^^^H  Company  (consecutive  years  on  l;si) 

^^^B  business 

PROFITABlLfTY 

GROWTH 

SALES 

latest 
l2mos 
(Smil) 

NET 
INCOME 

latest 
l2mos 
(Smil) 

RECENT 
PRICE 

EPS 

2003 
est 

P/E 

2003 
est 

il 

MARKE 
VALUE 

(Smil) 

Return  on  equity 

Debt/ 
cash 
flow 

Sales 

EPS 

S-year 

average 

latest 
12  nios 

5-year 
average 

latest 
l2mos 

5-year 
average 

latest 
l2nios 

■  iCfl  Yankee  Candle 

^^^1  makes  &  retails  scented 
^^^1  candles  &  giftware 

42% 

36% 

96% 

30% 

16% 

35% 

37% 

$412 

$55.4 

$1715 

$1.41 

12 

$93: 

BQ  Pec  Solutions  (2) 

^^^1  provides  Web-related  services 
^^^1  to  government  agencies 

22 

13 

81 

43 

66 

44 

31 

141 

16.0 

22.11 

0.83 

27 

58| 

n^  FTi  Consulting  (3) 

^^^1  provides  litigation 
^^^H  support  services 

13 

19 

87 

42 

21 

23 

42 

185 

21.8 

39.11 

1.61 

24 

j 

BiSfl  Albany  Molecular  Res  (3) 

^^^1  does  research  for  drug 
^^^1  &  biotech  companies 

23 

14 

18 

78 

34 

78 

20 

112 

371 

16.99 

1.44 

12 

55 

MSM  Craftmade  international  (2) 

^^^H  makes  ceiling  fans 
^^^1  &  lighting  fixtures 

25 

28 

127 

25 

22 

22 

37 

107 

5.8 

13.25 

1.21 

11 

7 

B^ResMed  (6) 

^^^1  medical  equip  for  treatment  of 
^^^H  sleep-disordered  breathing 

25 

25 

509 

33 

32 

35 

18 

204 

36.0 

28.86 

1.26 

23 

95 

BQ  IDEC  Pharmaceuticals  (2) 

^^^H  develops  drugs  to  treat  cancer 
^^^H  &  inflammatory  diseases 

13 

12 

88 

56 

56 

58 

37 

328 

120.8 

42.49 

1.14 

37 

6,48 

B^ifl  Air  Methods 

^^^H  provides  in-flight 
^^^H  medical  services 

12 

19 

302 

25 

21 

69 

116 

103 

75 

6.30 

0.70 

9 

WSiM  American  Woodmark  (2) 

^^^1  manufactures  kitchen 
^^^H  &  bathroom  cabinets 

20 

22 

27 

18 

23 

17 

69 

499 

32.2 

49.90 

4.83 

10 

1 

W3SM  FactSet  Research  Systems  (6) 

^^^B  supplies  computer-based  financial 
^^^1  &  economic  data 

24 

23 

0 

30 

20 

35 

17 

199 

38.4 

2700 

1.32 

20 

9:1 

1^ 

E9  Metro  One  Telecom  (3) 

^^^B  provides  directory  assistance 
^^^1  to  wireless  carriers 

16 

19 

0 

74 

27 

97 

21 

254 

28.6 

11.16 

1.27 

9 

2  J 

WSjM  E-i location  Management  (4) 
^^^B  provides  private  postsecondary 
|^|H  education 

19 

12 

76 

20 

35 

27 

32 

501 

41.6 

45.00 

1.47 

31 

1,57  ( 

^?^    -  :'■ '>ii' Lvon  Homns 
1^1^  <-nn\iiK  homes  In  southwestern 

57 

28 

NM 

9 

17 

37 

4 

509 

42.1 

22.97 

NA 

NA 

2» 

E^               i'^iver  Labs  Intl 
^^^B  provide.  ir:.^£ arch  for  drug 
^^^H  development 

13 

19 

219 

27 

40 

-6 

77 

520 

55.8 

39.25 

1.62 

24 

1.7| 

B^Cfl  Krispv    iL       Houghnuts  {P^ 
^^^M  owns  &  franchises 
^^^H  doughnut  shops 

12 

IS 

11 

25 

31 

45 

62 

418 

29.5 

32.08 

0.86 

37 

1,75 

B^^fl  Engineered  ^'lJoport  Sys  '4) 

^^^H  makes  military  supi^ort  equipment 
^^^H  &  heat-transfer  products 

Stock  prices  as  of  Sept.  26.  ■  Not  on  last  year's  list.  '1 
NA;  Not  available  or  not  applicable  NM:  Not  meaning 

Sources:  William  O'Neil  &  Co.:  FT  Inleraciive  Data,  Ml 

1 

1 

?3S 

49 

3 

26 

27 

382 

22.8 

59.75 

2.80 

21 

6i 

icludcr.  all  stiatc  c 
ul. 

irkor  Guilr.  ■..   ^h 

"sses. 
.;isonF/n 

anclal/IBES  via  FactSet  Research  Systeiris. 
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True  to  the  nature  of  Turnberry  Place,  nothing  less  than  the  absolute  best  will  define  it  all. 

Here,  in  the  creme  de  la  creme  of  high  rise  condominium  living,  unrivaled  in  all  of  Las  Vegas, 
you'll  enjoy  the  priceless  privacy  and  security  of  living  behind  stately  gates,-  the  splendor  of 
an  impeccably  crafted,  superbly  appointed,  high-in-the-sky  residence,  magnificent  views  of 
the  glittering  non-stop  Strip  and  inspiring  mountains  beyond,-  and  the  enjoyment  of  a 
supreme  social  life.  Ownership  includes  membership  in  the  exclusive  Stirling  Club, 
the  private  club  in  Las  Vegas,  featuring  a  world  class  spa  &  fitness  center, 
epic  gourmet  dining,  nightclub,  indoor/outdoor  swimming  and  tennis. 

Luxurious  2,  3,  4  bedroom  &  penthouse  condominiums,  from  $550,000 
to  more  than  $5  Million,  Superbly  situated  opposite  the  Las  Vegas  Hilton. 
For  information  call  (800)  616-2120. 


(  /     The  place  to  live 

—  in  Las  Vegas. 

Visit  our  Website  at  www.turnberry-place.com 
Creatrd  by  Turnberry  Associates,  the  people  wl'  ■  wrote  the  book  on  private  club  lifestyles 
2777  Paradise  Road,  Las  Vegas,  Nevada  89  : 0'l  •  701.732.9797  •  Fax:  702.733.8222 

\  ^S     BROKER  PARTICIPATION  INVITED.  This  .offering  is  made  only  by  the  prospectus  for  the  conrioT.-iium  and  no  statement  should  be  relied  upon  if  not  made  in  the  prospertus.This  is  not  an 
"^     offer  to  sell  or  solicitation  of  offers  f  t -7,  the  condon-inium  units  in  states  where  such  offer  of  solic-t/.ticn  cannot  be  made.  Prices,  plans,  architectural  rendering  and  specifications  are  subject  to  change 
-:;^   without  notice,  WARNING:  THE  CALi-O^'Ji.A  DEPARTMENT  OF  REAL  ESTATE  HAS  NOT  INSPECTED,  EJO-'Ai  aIEO  OR  QUALIFIED  THIS  OFFERING,  This  is  not  an  offer  to  residents  of  New  York  or  New  Jersey  or 
where  prohibited  by  state  statutes.  N';,--eis  used  in  this  ad  do  not  reflect  any  racial  preference. 
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li-^-'-fc  COMPANIES 


^B«n^H 

Ccrnpany  (consecutive  years  on  listj 

business 

PROi 

Return  0 

tTAglLITY 

GROWTH 

SALES 

latest 

NET 
INCOME 

latest 

RECENT 
PRICE 

EPS 

P/E 

MARKH 
VALUr 

nenuiiy 

Debt/ 
cash 

Sales 

EPS 

Kiyj 

5-year  |   latest 

5-year 

latest 

5-year 

latest 

l2mos 

l2mos 

2003 

2003 

Hod 

average 

l2mos 

flow 

average 

l2mos 

average 

IZmos 

($mil) 

($mll) 

est 

est 

($mil) 

US  Physical  Therapy  (3) 

27% 

26% 

20% 

20% 

24% 

29% 

37% 

$89 

$8.2 

$10.47 

$0.85 

12 

$121 

^^1 

operates  outpatient  physical 

^Q 

therapy  clinics 

CSG  Systems 

52 

40 

0 

29 

22 

61 

0 

543 

100.5 

10.67 

1.57 

7 

562| 

provides  billing  services 

for  telecom  cos 

WD-40 

37 

29 

379 

7 

44 

-3 

27 

212 

22.2 

28.48 

1.72 

17 

468 

manufactures  household 

lubricants  &,  cleaners 

Srericycle  (2) 

10 

12 

414 

75 

12 

56 

42 

381 

35.7 

31.22 

1.24 

25 

1,17J 

^^9 

provides  medical  waste-management 

services 

M 

Z 

L-^ 

i 

With  a  five-year  average  return  on  equity  of 
117%,  (rank  100),  maker  of  fluid-control 

and  measuring  equipment,  is  the  most 
profitable  company  on  the  200  Best  list.       '^ 


Fossil 
I  designs  fashion  watches,  sunglasses 
&  leather  accessories 


Matthews  international  (3) 

I  makes  graphic  systems  & 
bronze  memorial  products 


;  :  luffle  Master  (4) 

I  makes  automatic  card  shufflers 
&  gaming-related  software 


T  Educational  Services  (3) 

I  provides  postsecondary  degree  programs 
through  technical  institutes 


,,,Tjc  :r-.pf;  Learning  (2) 

I  provides  school  improvement 
programs  for  grades  K-12 


'     ir.ing  Group  (2) 

I  Thoroughbred  horse 
racing  &  gaming 


YouMl;  II If 
I  makes  dental  eq 
&.  supplies 


EPIQSysti 

markets  softwai  • 
financial  services 

Slock  prices  as  of  Sept.  26.  ■  I 
NA:  Not  available  or  not  applies. 

Sources  William  O'Neil  &  Co:  FT  I, 


23 


22 


27 


39 


23 


18 


22 


24 


53 


24 


31 


24 


14  i  18 


9   11 


106 


197 


119 


23 


13 


15 


11 


38 


39 


25 


38 


15 


45 


12 


16 


15 


24 


19 


27 


27 


16 


32 


18 


29 


35 


16 


48 


20 


11 


27 


29 


26 


45 


598 


393 


50 


437 


137 


242 


69 


34 


•    "nclLi'M?  all  share  cl;  sses. 

'.  Market  i<  ■  c'    .»nd  Tlioi;ison  Financial/IBES  via  FactSet  Resear  :h  Systems. 


50.8 


36.2 


11.7 


370 


34.4 


18.7 


10.6 


74 


20.65 


24.00 


18.73 


18.09 


14.34 


9.80 


26.51 


1786 


1.46 


1.34 


0.95 


1.01 


0.97 


0.99 


1.37 


0.73 


14 


18 


20 


18 


15 


10 


19 


24 
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321 


83 


49 


26 


2( 


2! 


y^ i;  IZr 


^■ 


•^ff^ff'^mmmmt 


n 


wife  receives 
doctorate 


(finally)  finish  our 
lake  house 


(new  kitty 


mtfK- 


trouble  with 
■  cohiractor 


get  own  riiiims 


jimmy  suspended  for 
semester,  moves  home 


trade  car 
for  minivan 


driving  test 


Mutual  fund  investing  involves  risks,  including  the  possible  loss  of  principal. 


lARSICO 


FUNDS' 

g'you  appreciate 


4|)  many  vv/ays,  we  at  Marsico  Funds  feel  the  sanne  v/ay  you  do  about  investing.  For  you 
/^fid  lor  us,  investing  is  not  ai>  end  in  itself  but  an  important  means  of  achieving  the  things 
*^*"'  ..r     -.    ..      ''  ■■^' invest  in  the  Marsico  Funds  alongside  our  shareholders. 

fo'rid  dreams  that  are  worth  achieving.  For  more  complete 
Jfio  Ftinds,  including  fees  and  expenses,  call  888-860-8686 
(i'fiir  a  prospectus.  Plettse  read  it  carefully  before  investing. 


bcouse  all  of  us  have 


^^riidfion  regarding 'A 

r  ;:^/\//>marsic|)fii^dp 


|B02'Marsico  Capital  Manogeni^pt,  LLC.     UMB  Distribution  Services,  LLC.  Distributor 


i^nn  BEST  S/V 

\Ai 

X 

COMPANIES 

Company  (consecutive  years  on  list) 

business 

PROFITABILITY 

GROWTH 

SALES 

late^ 
l2mos 
($mil) 

NET 
INCOME 

latest 
l2mos 
($mil) 

RECENT 
PMCE 

EPS 

2003 
est 

P/E 

2003 
est 

MARKE 
VALUE* 

(Stnil) 

Return  on  equif/ 

Debt/ 
cash 
flow 

Sales 

EPS 

5-year  1   latest 
average  |  l2mos 

5-year 

average 

latest 
l2mos 

5-year 
average 

latest 
IZmos 

^9 

ICU  Medical  (4) 

makes  disposable  intravenous 
connection  systems 

14% 

14% 

0% 

22% 

34% 

24% 

25% 

$81 

$176 

$35.87 

$1.53 

23 

$49{ 

CH  Robinson  Worldwide  (2) 

engaged  in  freight  forwarding 
&  logistics  planning 

24 

24 

0 

109 

3 

22 

13 

460 

88.0 

29.02 

1.25 

23 

2,45- 

Catalina  Marketing  (2) 

targeted  delivery  of  coupons 
based  on  in-store  purchases 

30 

25 

14 

22 

10 

20 

16 

461 

63.2 

29.91 

1.56 

19 

1,63! 

Amsurg  (3) 

operates  practice-based  ambulatory 
surgery  centers 

9 

10 

34 

37 

33 

36 

40 

228 

19.8 

28.39 

1.39 

20 

58( 

SFBC  International 

conducts  clinical  trials 
for  drug  companies 

17 

10 

0 

72 

55 

114 

7 

42 

5.7 

10.99 

1.24 

9 

7S 

Techne  (3) 

develops  hematology  controls 
&  biotechnology  products 

19 

19 

39 

17 

13 

27 

19 

131 

38.5 

31.51 

1.11 

28 

1,31( 

Sonic  (9) 

owns  &  franchises  drive-in 
testaurants 

19 

20 

185 

15 

25 

22 

20 

385 

45.0 

23.99 

1.32 

18 

"I 

Mentor  (2) 

manufactures  surgical 
implant  devices 

17 

22 

0 

15 

20 

16 

32 

338 

48.3 

29.74 

2.49 

12 

701 

Strayer  Education  (5) 

owns  &  operates  a  regional 
university 

23 

25 

3 

15 

25 

13 

6 

105 

23.2 

5750 

2.14 

27 

48 

Movie  Gallery  (2) 

owns  &  operates 
video  stores 

8 

18 

21 

10 

32 

77 

112 

440 

30.7 

14.46 

1.39 

10 

46 

Aaon  (3) 

makes  air-conditioning 

&  heating  equipment 

28 

26 

4 

18 

-5 

49 

3 

153 

14.1 

1739 

1.33 

13 

231 

r 

1 

Ciiarlotte  Russe 
mall-based  retailer 
of  women's  apparel 

24 

18 

0 

38 

25 

40 

-7 

389 

21.8 

10.18 

1.15 

9 

21  ^ 

^Q 

Merit  Medical  Systems  (2) 
disposable  medical  products  to 
treat  cardiovascular  disease 

8 

17 

31 

15 

10 

31 

113 

108 

8.7 

20.49 

0.81 

25 

2J   i 

Hz^V 

Cabot  Microelectronics  (2) 
supplies  polishing  slurries  used 
to  make  integrated  circuits 

22 

21 

6 

55 

-5 

132 

-13 

221 

39.1 

39.07 

2.20 

18 

9i    k 

»•!»■ 

Gaiam  {2) 

markets  casual  apparel 
&  fitness  products 

Ansys 

develops  engineering 
simulation  software 

13 

» 

NM 

48 

41 

34 

42 

107 

5.5 

11.64 

0.57 

20 

1(   1 

■ 

0 

■   ir.on  f  11 

13 

12 

28 

19 

90 

19.9 

18.86 

1.40 

13 

27  ^ 

Slock  p 
NA:No 

Source 

ricesasof  Sept.  26.  bMoi  onlaslyt  J        .0  ' 
available  or  not  applicable  NM:  Not 

s.  William  ONeil  &  Co.:  FT  Interactive  t'.i.-  n 

encial/IBES  via  FactSet  Research  Systems. 
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1 

SAKS  TURNED  IT  ON. 


■< 


lew  way  to  think  ( 
livened  when  you  n^ 
0  suppliers  lliked, 


Ey^ 


tsilncbrporatedit'saul 
''igs  and  not  an  IT 
nd  or  call  80011 


.d  procurement,  on  demand. 

in  sight.  Want  to  turn  it  on? 

.60  and  ask  for  on  demand. 


?nn  BEST  SM 


F.fe  COMPANIES 


Company  (consecutive  years  on  nsO 

PROFITAB!LI?y 

QROWTH 

SALES 

latest 
l2mos 
($mil) 

NET 
INCOME 

latest 

l2lT10S 

($mil) 

RECENT 
PRICE 

EPS 

2003 

est 

P/E 

2003 

est 

MARKET 
VALUE' 

(Smil) 

business 

Refuiii  on  sauirj 

Debt/ 
cash 
fic* 

Sales 

EPS 

5-year 
average 

latest 
l2mos 

5-year 

average 

latest 
l2mos 

5-year 
average 

latest 

l2mos 

Otihodontic  Cfrs  of  Amer  (6) 

management  services  for 
orthodontic  practices 

16% 

17% 

272% 

31% 

37% 

24% 

26% 

$416 

$71.0 

$11.50 

$1.83 

6 

$589 

KV  Pharmaceutical  (4) 

develops  generic  &  over-the-counter 
drugs 

21 

20 

28 

24 

12 

25 

31 

208 

32.5 

1760 

NA 

NA 

600 

SurModics  (3) 

provides  coating  solutions 
for  medical  products 

9 

13 

0 

32 

29 

90 

15 

28 

74 

28.60 

0.74 

39 

493 

Racing  Champions  Erti 

makes  licensed  collectibles 
&toys 

9 

17 

102 

23 

7 

14 

95 

212 

20.1 

15.92 

1.70 

9 

262 

International  Speedway  (2) 

owns  &  operates  motorsports 
facilities 

8 

16 

251 

41 

16 

18 

39 

538 

91.3 

40.04 

2.30 

17 

2,130 

Albany  Molecular  Rese^        (rank  16),  which  does 
contract  work  for  large  pharmaceuticals,  has  raked 
in  over  $140  million  in  royalties  from  Allegra, 
the  antihistamine  marketed  by  Aventis. 


Green  Mountain  Coffee  (3) 

roasts  &  sells 
arabica  coffees 


27 


27 


54 


20 


86 


11 


99 


6.4 


13.01 


1.14 


11 


88 


J  Jill  Group  (2) 

retails  women's  apparel 
Hi.  accessories 


13 


16 


47 


19 


15 


20 


16 


317 


18.9 


20.14 


1.29 


16 


38£ 


l«k^:  :RC  Cos 

construction  &  environmental 


11 


74 


19 


49 


92 


89 


168 


14.2 


1769 


1.51 


12 


21£ 


provli'-^  medical  cost  containment 
&  ni;-.r...,,;   ;  -i^jre  sen/ir,es 


22 


25 


14 


-'■>'iia  (3; 


la;. 
pasid  ■;• 

Can't 

makes  ili.'; 
medical  equiM 

[tJJM  Fair  Isaac  ;^i  •.. . 

analyzes  consumer  pri 
to  determine  credit  rls^ 

Stock  prices  as  of  Sept  26.  ■  Not  > 


12 


14 


536 


22 


13 


16 


15 


244 


15.3 


29.80 


1.73 


17 


322 


31 


39 


26 


371 


38.8 


36.40 


2.59 


14 


4- 


16  I  12 


18  119 


r^' 


12 


J_. 


I  St.  'Include: 


33 


28 


102 


6.6 


9.98 


1.07 


65! 
91 


21 


33 


350 


56.7 


32.80 


1.90 


17 


1,67 


.1(1  ii  ;•  c  .  -•iiss. 


NA;  Not  available  or  not  applicable.  M         i .  .nnaninf'ul. 

Sources;  Wmiam  O'Ncil  &  Co.:  FT  Inlerac,    '  Oota.  Maikat  Ci.  ..u  and  Thomson  FinanciBl/IBES  via  FactSet  Research  Systems. 
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[  Over  40%  growth  in  electricity  demand  projected  over  tlie  next  20  years 


2000  2005  2010  2015  2020 


-      4.600 


I: 


\ 


mk 


THE   FUTURE  IS  GROWING   BRIGHTER. 


Electriaty  is  at  the  heart  of  innovation  in  the  American  economy.  And  electricity  will  continue  to  power  America's  growth  for  years  to  come.  In  fact, 
electricity  demand  is  projeaed  to  grow  more  than  40  percent  over  the  next  two  decades. 

Shareholder-owned  electric  companies  are  doing  their  part  to  help  expand  the  economy.  Our  power  plants,  transmission  lines  and  distribution  systems  bring 
energy  to  Americas  homes  and  businesses,  and  a  proud  history  of  innovation  and  service  keeps  us  looking  ahead  with  a  keen  sense  of  the  challenges 
facing  the  energy  marketplace.  While  we  work  closely  with  regulators  and  policymakers,  we  are  committed  to  building  on  the  foundation  of  our  customers' 
and  investors'  confidence  as  we  ser/?  America's  electricity  needs.  Most  important,  we  believe  in  the  future  of  America's  electric  power  industry. 


AmerI 


Real 


KfeHOLDER-(M|[ED  ELECTRIC  COMPANIES 


s .    Real    Service.    Real    Growth 


To     .[ARN     MORE,    VISIT     EDOON     ELECTRIC     INSTITUTE'S    W£6     SITE     JT     WWW.eei.org.    ©2002 


' 


?nn  BEST  SM  Ai.l 


COMPANIES 


B^4 

Company  (consecutive  years  on  list) 

business 

PROFiTABIUTY 

GROWTH 

SALES 

latest 
l2nios 
($mil) 

NET 
INCOME 

latest 
l2mos 
($mil) 

RECENT 
PRICE 

EPS 

2003 
est 

P/E 

2003 
est 

VAIUEW 

(Smil) 

Retum  on  equity 

Debt/ 
cash 
flow 

Sales 

EPS 

5-year 
average 

latest 
l2mos 

5-year 
average 

latest 
l2mos 

5-year 
average 

latest 
l2mos 

THQ  (2) 

produces  software  for 
home  video  games 

19% 

10% 

0% 

43% 

20% 

29% 

26% 

$430 

$39.4 

$21.75 

$1.57 

14 

$851 

Strattec  Security 

mal<es  locks  &  access-control 
products  for  autos 

23 

21 

0 

5 

2 

13 

30 

207 

15.6 

54.85 

4.21 

13 

22] 

Utah  Medical  Products 

makes  disposable  electrodes, 
catheters  &  accessories 

32 

34 

32 

0 

1 

19 

15 

27 

6.6 

16.56 

NA 

NA 

8 

Keith  Companies 

civil  engineering  & 
consulting  services 

17 

10 

19 

39 

29 

57 

-21 

81 

6.2 

10.80 

1.07 

10 

7« 

Pharmaceutical  Prod  Dev(2) 

provides  research  &  consulting 
to  drug  industry 

14 

15 

2 

23 

26 

30 

21 

505 

55.8 

20.24 

1.54 

13 

l,lli 

Embrex  (3) 

develops  automated  injection 
systems  for  poultry  eggs 

25 

26 

0 

16 

9 

51 

6 

45 

8.0 

11.25 

0.81 

14 

Knight  Transportation  (8) 

short-to-medium-haul 
truckload  carrier 

16 

15 

32 

27 

12 

20 

28 

265 

25.4 

1704 

0.89 

19 

esfl 

Cooper  Cos 

makes  contact  lenses  & 
diagnostic  instruments 

16 

15 

237 

23 

20 

3 

23 

257 

41.5 

53.80 

3.97 

14 

82II 

Quality  Systems  (2) 

develops  health  care 
information  systems 

9 

14 

0 

12 

10 

57 

34 

46 

5.6 

16.39 

1.18 

14 

loll 

Medical  Action  Inds  (2) 

manufactures  disposable 
surgical  products 

16 

20 

76 

12 

11 

37 

23 

85 

6.8 

11.39 

1.01 

11 

Adv  Neuromodulation  Sys 

makes  products  to  treat 
nervous  system  disorders 

6 

7 

3 

26 

35 

4 

152 

45 

3.5 

34.92 

0.77 

45 

Deb  Shops  (2) 

retails  women's  sportswear 
A  accessories 

18 

18 

0 

11 

8 

43 

12 

315 

28.5 

26.60 

2.52 

11 

o:nx  Medical  Group 

•^onatai  hospital-based 

9 

10 

3 

27 

56 

-2 

96 

431 

52.3 

32.40 

3.00 

11 

seT" 

■•UH 

-'                                   ;ii/-chain 
ma:.<    _   , 

16 

16 

6 

49 

15 

36 

10 

166 

23.9 

14.97 

1.05 

14 

43i 

Choi. 

provides  i 
cholesterol  i 

IQ 

u 

0 

25 

16 

30 

200* 

47 

5.7 

11.02 

1.08 

10 

15( 

Copart  (3) 

auctions  salvage 
vehicles 

1 

amsoi  Fin 

23 

28 

35 

37 

303 

54.8 

10.74 

0.71 

15 

Slock  p 
NA:No 

Source 

rices  as  of  Sept.  26  ■  Not  on  last  year 
available  or  not  applicable  NM:  Not  moa  iingi 

s.  William  O'Noil  &  Co  :  FT  Interactive  Data,  M 

ul. 
ikctGiJi-it,ar(s''h 

3ncial/IBES  via  Fa 

cfSef  Research  Syi 

•terns. 

ji. 
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ten  you  put  your  passengers  first,  they  put  you  first.  Malaysia  Airlines  voted  World's  Best  Cabin  Staff  2002. 


It's  how  all  good  relationships  are  built.  By  putting  the  interests  of  others  first.  By  paying  special  attention  to  special  needs.  And  by  fulfilling  requests  - 
sometimes,  even  before  thev  are  spoken.  Perhaps  that's  why,  for  the  second  year  running,  international  passengers  in  the  Skytrax  Global  Sun/ey  have  voted 
Malaysia  Airlines  as  the  worio's  bt*:;  in  staff  attentiveness,  efficiency,  sinreiity,  personality  and  overall  warmth  of  cabin  service.  Come  experience  what  it's 
like  to  be  treated  as  the  bfi?t.  By  tiie  best.  Malaysia  Airlines.  Going  beyond  expectations. 


^malagsia 


/atlons  and  flight  schedules,  p  £ 


.--lav   J  Airlines  at  1  800  552  9264,  your  travel  agent  or  log  on  to  vmw  malaysiaairlines  com 


■      BEST  SMiA^,l  COMPANIES 

Company  (consecutive  yoars  on  lisl) 

PRQFiTABiUTY 

GROWTH 

SALES 

late^ 
l2mos 
(Sinil) 

NET 
INCOME 

latest 
l2mos 
($mil) 

RECENT 
PRICE 

EPS 

2003 
est 

P/E 

2003 
est 

-        4 

i 

MARKn 
VAU1E> 

($mil) 

business 

Return  on  equity 

Debt/ 
cash 
flow 

Sales 

EPS 

5-year 
average 

latest 
l2mos 

5-year 
average 

latest 
l2mos 

5-year 
average 

latest 
l2mos 

Citrix  Systems 

markets  enterprise 
software  &.  services 

23% 

19% 

151% 

47% 

11% 

28% 

1% 

$571 

$123.6 

$6.06 

$0.45 

13 

$1,082 

Urban  Outfitters 

retails  apparel  &.  accessories 
for  young  adults 

12 

11 

0 

19 

24 

1 

103 

392 

21.7 

26.01 

1.57 

17 

498 

Kronos 

labor  management,  human  resources 
and  payroll  solutions 

17 

19 

0 

14 

16 

15 

58 

329 

28.8 

25.16 

1.71 

15 

493 

Franklin  Electric 

makes  submersible  fueling 
systems  motors 

24 

22 

36 

3 

4 

6 

35 

336 

30.2 

45.20 

2.94 

15 

49di 

Radiologix 

operates  diagnostic 
imaging  centers 

59 

43 

468 

24 

11 

-15 

20 

289 

19.0 

5.40 

0.89 

6 

i 

Last  year  Kirby  (rank  189)  operated  a  fleet 
of  858  inland  tank  barges  and  214  inland 
towing  barges  that  produced  an  average 
of  $78,000  in  profits  per  vessel. 


^QI  PAM  Transportation  Svcs 

truckload  carrier  of 
general  commodities 


YoCream  International 

processes  frozen 
desserts 


17 


15 


11 


13 


150 


63 


16 


17 


14 


19 


12 


21 


30 


244 


18 


13.6 


0.9 


20.15 


760 


1.68 


NA 


12 


NA 


22 


Ocular  Sciences 

I  makes  soft  contact 
lenses 


16 


16 


14 


16 


26 


23 


246 


379 


22.81 


1.96 


12 


5^ 


Diagnostic  Products  (2) 

makes  medical  diagnostic 
I  kits 

National  Home  Health  Carp  (?) 
provide-?  home  health 
care  service? 


12 


16 


11 


14 


18 


32 


302 


45.3 


45.35 


1.93 


23 


1,2S 


15 


23 


14 


36 


47 


81 


5.5 


8.65 


NA 


NA 


Talx 

supplies  au 
I  &  income  ven.  c 

Landauer 

I  provides  radiation 
measurement  servit,ss 


197 


23 


S3 


65 


21 


65 


77 


13.99 


0.99 


14 


m 


10 


57 


15.3 


33.10 


1.97 


17 


Stock  prices  as  of  Sept.  26.  ■  Not  on  last  yeai  »  !f  i  'Incluctp^  -ll  .'hare  niasseii. 
NA:  Not  available  or  not  applicable.  NM-  Not  meanin(,lul 

Sources:  WMam  ONoil &  Co.,  FT Inleracuvc  Data.  Market  Gi', J.,  .inn  Ttiotr.son rmsncial/IBES  via  FactSef  Research  Systems. 
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WILMINGTON 

TRUST 
Recognizing  worth. 


-■.^:*''i««<«»'?wi^cieM!(<s»>a«siasi3 


:,.Vm».if,       _ 


Are  Unique.     ^ 
Are  Unique.     T 
Should  Meet.    - 


"""^^fwnw^ 


Atlanta 

■  -:  76':  :■'■ 

r:i.,.'tislph;a 

Baltimore 

4 10.460. ii3- 

I.-.    .3  Monica 

Costa  Mesa 

714.384.41 ;, 

i'egas 

Morrlstown 

973.285  ? 

■•  -".u-gton 

New  York 

212.75 

■    -■■ee 

Palm  Beach 

561 .63^ 

:!Wide 

610.520.1430 
310.899.7000 
702.866.2200 
302.636.4120 
877.836.9206 
wilmingtontrust.com 


ere  is  no  one  like  you.  Hecognizmg  tnis  (s  tne 

fst  step  in  creating  a  secure  financial  future 
if  you  and  your  family.    At  Wilmington  Trust, 
Je  offer  financial  alternatives  customized 
Ar  you  and  you  only. 

You'll  work  with  a  highly  skilled  advisor 
who  knows  you  and  your  needs.  Offering 
innovative  thinking,  intelligent  solutions  and 
personalized  advice  and  services,  dedicated 
to  achieving  your  goals.  Working  with  other 
specialists  to  make  sure  we're  always  doing 
exactly  what's  right  for  you. 

Experts  in  financial,  estate,  tax  and 
succession  planning.  Specialists  in  investment 
management  and  trust  services.  To  protect 
your  assets,  maximize  growth  potential, 
and  provide  for  liquidity. 

Our  advice  is  always  based  on  the  things  that 
make  you,  you.  And  a  century  of  experience 
with  individuals  and  families  that  make  us,  us. 

For  more  information  call  or  visit 
wilmingtontrust.com. 


"I12002  Wilmington  Tnist  Corp-.itior  .'.^.Ki'ss  ■'■<  California,  Delaware,  Florida,  Georgia,  Maryland,  'ievada.  New  Jersey,  New  York  and  Pennsylvania.  Members  FDIC. 
Other  offices  in  Tennessee,  Our-lirr  U-  -  •■ ;.  Milan.,  -aynan  Islands  and  Cfiannel  islandi 


20(    BEST  ^ 


A  I  1 


^  COMPANIES 


Compsny  (consetuuve  years  on  llst) 

business 


PROFITABILITY 


Return  on  equity 


5-year 
average 


latest 
I2mcs 


Debt/ 
cash 
flow 


CROWTH 


Sales 


5-year      latest 
average     12  mos 


EPS 


5-year 
average 


latest 
12  mos 


SALES 

latest 
12  mos 

($mil) 


NET 
INCOME 

latest 
12  mos 
($mil) 


RECENT 

pmcE 


EPS 


2003 
est 


P/E 


2003 
est 


MARKET 
VALUr 


($mil) 


OshKosh  B'Gosh 

markets  children's  apparel 
&  accessories 


67% 


36% 


56% 


3% 


-1% 


27% 


2% 


$458 


$32.8 


$34.50 


$3.16 


11 


$437 


Oceaneering  International 

technical  services  &  hardware 
to  oil  &  aerospace  cos 


11 


14 


284 


29 


97 


568 


40.9 


24.25 


1.84 


13 


600 


""^  Jakks  Pacific 

I  manufactures  & 
markets  toys 


14 


13 


66 


50 


17 


293 


35.0 


11.27 


1.87 


266 


[llll  Graco 

supplies  fluid-control 
equipment 


100+ 


33 


19 


473 


72.2 


24.71 


1.69 


15 


1,176 


Dianon  Systems  (3) 

I  provides  cancer  &  genomic 
diagnostic  services 


21 


57 


28 


46 


164 


173 


43.36 


2.12 


20 


535 


Nutraceutical  International 

markets  branded  nutritional 
supplements 


11 


24 


172 


11 


53 


106 


9.7 


8.31 


NA 


NA 


93 


[iM  CEC  Entertainment  (2) 

operates  family  restaurants 
&  entertainment  centers 


19 


18 


43 


13 


27 


10 


587 


68.8 


34.98 


2.99 


12 


968 


Utl  Resources  Connection 

provides  accounting  &  human  resources 
management  services 


33 


13 


83 


-5 


74 


-14 


182 


13.3 


13.25 


0.75 


18 


286 


[•61  PRG-Schultz  International 

provides  recovery 
audit  services 


NM 


25 


27 


-12 


87 


363 


19.7 


12.96 


0.75 


17 


834 


[tl»l  Mapics 

develops  enterprise 
software 

Courier  (3) 

prints  books,  Bibles 
&  trade  publications 


58 


100+ 


24 


-18 


25 


130 


9.0 


5.76 


0.56 


10 


1061 


15 


17 


59 


11 


26 


21 


203 


14.7 


38.04 


3.25 


12 


197 


California  Pizza  Kitchen 

I  operates  casual 
restaurants 

Wil  StarTek 

provides  management 
outsourcing  services 


M  Afterma.'-'<et  Teci-inolog^-' 

distributes  auto  parts 

I  to  the  afteritiirkiit 

Inter-Tc' 
I  provides  busii : 
systems  &.scrv: 

Gentex 

manufactures  auto-dimming 

mirrors  for  autos 


11 


12 


12 


22 


45 


278 


14.7 


23.80 


1.05 


23 


442 


17 


16 


32 


21 


27 


197 


16.0 


22.99 


1.50 


15 


326 


22   22 


388 


13 


39 


404 


39.4 


13.40 


2.04 


322 


15 


-7 


67 


374 


23.9 


21.80 


1.37 


16 


531 


15 


12 


17 


340 


72.0 


28.69 


1.29 


22 


2,175 


A 


Stock  prices  as  of  Sept  26.  ■  Not  on  lasi  yea.  !>  n^     ;i'. 
NA:  Not  available  or  not  applicable  NM:  Not  nicaning.i  I 

Sources  William  O'Neil  &  Co.;  FT  Interactive  Data,  Ma:  hot  0 


l;wi::on  Fmancial/IBES  vk,  FactSet  Research  Systems. 
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\ 


. 


James 
BOND'S  Choice 


ONLY  IN  THEATERS 


Seamaster 


Bond.  James  Bond.  Tins  lypically  suave  greeting  by  everybody's 
favorite  secret  agent  is  arguably  one  of  the  most  easily  recognized 
lines  in  cinematogr^'ptuc  hi.slory.  Omega  has  built  up  a  lasting  (and 
life-saving)  relatioiiship  wuli  secret  agent  007  and  is  proud  to  be 
Bond's  choice  cnce  agau^  ir  "Die  Another  Day". 


n 

OMEGA 


iwl'aS  Watch  Gallery  Lagii^iKinsMall,  UgunaHlUs.CA  949-458-1962 


BEST 


COMPANIES 


H 

CO'T'.pS'-'Sy  •■    '■'-■ '  ■•■■••"■  years  on  list) 
business 

PROFITABiUTY 

GROWTH 

SALES 

latest 

NET 
INCOME 

latest 

RECENT 
PRICE 

EPS 

P/E 

MARKCT 
VUJIPU 

Return  on  equity 

Debt/ 
cash 

Sales 

EPS 

1^3 

5-year 

latest 

5-year 

latest 

5-year 

latest 

l2mos 

l2nios 

2003 

•ma 

i 

l«^a 

average 

l2mos 

flow 

average 

l2mos 

average 

I2ITI0S 

(Smil) 

(Smil) 

est 

est 

(Smil)  1  5 

Impath  (3) 

9% 

12% 

338% 

51% 

28% 

34% 

20% 

$210 

$18.6 

$12.94 

$1.42 

9 

$211 

HM 

provides  cancer  diagnostic 

■  ■Kl 

&  prognostic  information 

bebe  stores 

28 

16 

0 

26 

9 

23 

-3 

316 

28.0 

13.80 

1.19 

12 

352; 

D 

retails  women's  apparel 

1 

B 

&  accessories 

Jack  Henry  &  Associates  (3) 

24 

18 

0 

31 

8 

24 

0 

397 

571 

13.35 

0.74 

18 

1,20^ 

H 

provides  data-processing  systems 
for  banl<s  &  finance  cos 

1 

KMl*] 

Medquist 

12 

12 

1 

20 

18 

38 

18 

440 

46.3 

22.98 

1.56 

15 

850 1 

u 

provides  medical  transcription 

H 

services 

Mobile  Mini  (3) 

13 

12 

0 

25 

21 

49 

17 

124 

19.9 

12.74 

1.72 

7 

1821 

1 

leases  portable  storage  containers 
&  office  units 

Animation  studio  Pixar's  (rank  162) 

stock  is  up  123%  since  its  1995  IPO. 

Steve  Jobs'  60%  stake  is  worth 

%  $1.5  billion. 


Innovative  Solutions  &  Support 

I  makes  equipment  for 
aircraft  cockpits 


44 


119 


32 


-21 


42 


-34 


29 


5.6 


767 


0.49 


16 


98 


Herley  Industries 

I  designs  flight  instrumentation 
components  &  systems 


13 


10 


123 


25 


26 


16 


92 


9.6 


18.76 


0.91 


21 


218 


M  Serena  Software 

develops  enterprise 


21 


14 


36 


-14 


46 


-21 


93 


271 


12.17 


0.75 


16 


I  software 


,vt<=ion  (4) 

o^gciion  &  digital- 


13 


13 


50 


58 


99 


40.8 


12.20 


0.75 


16 


16 


11 


10 


24 


30 


11 


116 


79 


16.90 


1.06 


16 


pi ::»:■«:■  SOW -innc  i:  lirtancisl 
I  consuitii-gs  •■v>t!e:' 

Simpc 

I  manufactuK.  '     snne 

&  venting  sys;;  'r 


17 


15 


14 


12 


432 


43.5 


32.10 


2.07 


16 


Helen  of  Troy 

I  makes  personal 
care  products 


12 


105 


15 


23 


53 


462 


31.2 


11.49 


1.32 


Slock  prices  as  of  Sept.  26.  ■Not  on  last  year's  list. 'Ire:  ;clj;  jIi  share  fiwe'tas. 
NA:  Not  available  or  not  applicable.  NM:  Not  meanlnijful. 

Sources.  Wmiam  ONeil  &  Co:  FT  Interactive  Data.  Market  Gt/dn  -tc'  PK-mson  Flr^anclal/IBES  via  FactSet  Research  Systems. 
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492 


622 


153 


786 


324 


1 


Your  legacy  systems  have  helped  you  grow  strong. 


Why  uproot  them  now?  You  don't  have  to  start  over  to  get  ahead. 
Imagine  integrating  your  legacy  systems  easily,  adapting  to  changinp 
customer  needs  faster,  even  receiving  an  early  ROI  —  all  without  uprootinp 
existing  business  appilGStions.  We're  already  doing  that  for  3  out  of  5 
Fortune  500.  comp^niesr  And,  WRQ's  software  is  rated  #1  in  service  and 
support.     For    tase     studies    with     proven     ROI,     visit    wwxA^wrq. com/info 

.„™_„„i-iiL„,,  ©2D02  WRQ,  Inc.  All  rights  reserved. 


\AiRQ 


21 

BEST  SfV 

U 

1 

COMPANIES 

B  9 

piySt»i 
Evin 

Company  (consecutive  years  on  list) 

business 

PROFITABILITY 

GROWTH 

SALES 

latest 
l2mos 
($mil) 

NET 
INCOME 

latest 
l2mos 
(Smil) 

RECENT 
PRICE 

EPS 

2003 
est 

P/E 

2003 
est 

MARKET 
VALUE' 

(Smil)     ' 

Return  on  equity 

Debt/ 
cash 
flow 

Sales 

EPS 

5-year 
average 

latest 
l2mos 

5-year 
average 

latest 
l2mos 

5-year 
average 

latest 
l2nios 

Catapult  Communications  (2) 

makes  systems  for  testing 
telecom  equipment 

20% 

16% 

0% 

29% 

8% 

25% 

9% 

'  $41 

$11.5 

$9.65 

$0.81 

12 

$126 

Centex  Construction  Products 

manufactures  cement,  aggregates 
&  wallboard 

19 

12 

136 

14 

9 

-1 

26 

483 

51.0 

35.32 

5.08 

7 

6541 

Idexx  Laboratories  (2) 

makes  animal  biomedical 
test  products 

11 

13 

0 

9 

5 

54 

14 

395 

42.1 

31.00 

1.48 

21 

1,032 

Armor  Holdings 
makes  security  products  for 
law-enforcement  personnel 

9 

7 

34 

37 

74 

28 

20 

320 

23.8 

15.00 

1.06 

14 

469 

Tier  Technologies 

provides  information 
technology  services 

10 

7 

107 

36 

10 

46 

-2 

114 

10.6 

18.80 

1.05 

18 

351 

Elite  Information  Group 

provides  legal  software 
&  services 

7 

12 

0 

-1 

30 

37 

193 

76 

4.8 

7.00 

0.79 

9 

57 

Inamed  Corp 
develops  facial  & 
breast  implants 

23 

18 

333 

24 

9 

-3 

2 

253 

33.0 

22.83 

2.35 

10 

479 

AmeriPath 
provides  integrated 
pathology  services 

10 

11 

6 

40 

19 

24 

29 

449 

46.7 

14.74 

1.81 

8 

452 

Drexler  Technology 
makes  optical  data-storage 
products 

25 

15 

0 

29 

-3 

38 

-41 

23 

4.7 

15.17 

1.05 

14 

155 

Opnet  Technologies 
develops  &  services 
software 

11 

5 

5 

42 

19 

110 

-4 

45 

4.1 

6.83 

0.40 

17 

131 

Respironics 

makes  respiratory  products 

for  home  use 

14 

16 

150 

7 

17 

8 

21 

495 

42.3 

32.97 

1.66 

20 

l,127r 

QLogic  (4) 
designs  semiconductor 
input/output  devices 

15 

13 

0 

48 

-5 

58 

-18 

353 

83.1 

26.58 

1.27 

21 

2,48ll 

Medicis  (4) 
develops  dermatological 
drugs 

10 

10 

7 

38 

22 

20 

17 

199 

58.4 

41.35 

2.25 

18 

1,27(1 

Noven  Pharmaceuticals 
makes  estrogen  patches  to 
treat  menopausal  symptoms 

8 

17 

0 

32 

3 

52 

14 

50 

14.3 

12.61 

0.59 

21 

28' i 

■  Kul 

Dendrite  Intern, ^      -,al 
provides  consulting  scrx-.x:, 
&  software  for  drug  indu 

16 

15 

0 

29 

7 

14 

27 

236 

19.7 

6.48 

0.50 

13 

261 H 

P 

Powell  Industries 
makes  electrical  equipment 
for  industrial  applications 

li 

1^^ 

NM 

9 

26 

-1 

76 

304 

16.8 

19.01 

1.60 

12 

20  ll 

Stock  prices  as  of  Sept.  26.  ■  Not  on  last  years  list.  '1 
NA:  Not  available  or  not  applicable.  NM:  Not  meaning) 

Sources:  William  O'Neil  &  Co.,  FT  Interactive  Data.  Mi 

ncludcs  all  siii^re  classos. 
ul. 

trkot  Guide  and  Ttiomson  Fin 

ancial/IBES  m.  FactSef  Research  Systems. 
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dl 
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^9^ 


\ 


^-^  i> 


We  have  the  largest,  most  impressive  fleet  in  the  sky. 
Then  again,  we  have  the  largest,  most  impressive 
passenger  list  in  the  industry. 


/ 


y 


!*y 


I  Discretion  demands  that  We  nof  reveal 
taptains  of  industry,  lumiriarifes  from 
rtainment.  sports,  and  the  arts ---the. 
anding  and,  yes,  successful  people 
'businesses  that  are  Netjets  Owners,  i 
We  can  tell  you  this:  More  people 
j  can  fly  any  way  they  Want  cll|(|se  to 
yith  Netjets.  And  ^^H^0f':^^:, 
e  we  created  fractional  '■^^B^^^^'' 

The  reasons  are  ^^^^m^^KBgm^^/ 


f  _».%' 


',^ 


Services  Team;  flight  management,  safety,  1 

and  seciirity  systems  that  define  the  very  •; 

best   in  i^private   aviation;   the   largest, 

youngest  fleet  in  the  fractional  sky;  and, 

lastly,  the  most  advantageous  financial        M  p  T  I  F  T  ^  ^ 

terms  and  options  available.  y 

And  this  is  only  the  beginning  of  the        Everything  else  is  just  a  plane   ^'^ 
Netjets  experience.  To  join  the  special 
people  who've  joined  the  world's  best 
fractional   aiircraft  ownership  program, 
call  i-877-NEflfrS  (1-877-638-5387)  or 

visit  netjets JQfttti.  Netlets   inc.  is  a  Berkshire  Hathaway  company. 


20^  BEST  SM  At 


COMPANIES 


z 
02 

•01 

141 

■ 

142 

■ 

143 

■ 

144 

154 

145 

47 

Cortipany  (consecutive  years  on  list) 

business 

PROFITABILITY 

GROWTH 

SALES 

latest 
l2mos 
(Smil) 

NET 
INCOME 

latest 
l2mos 
(Smil) 

RECENT 
PRICE 

EPS 

2003 
est 

P/E 

2003 
est 

MARKn 
VAUIE> 

(Smil) 

1 

Return  on  equity 

Debt/ 
cash 
flow 

Sales 

EPS 

5-year 
average 

latest 
l2mos 

5-year 
average 

latest 
l2mos 

5-year 
average 

latest 
l2mos 

Sunrise  Assisted  Living 

provides  assisted  living 
management  services 

9% 

10% 

846% 

47% 

15% 

52% 

0% 

$452 

$42.8 

$22.30 

$2.61 

9 

$509 

Sybron  Dental  Specialties 

makes  dental  products 
&.  related  equipment 

34 

36 

531 

6 

7 

5 

5 

463 

45.2 

14.40 

1.31 

11 

547 

First  Cash  Financial  Services 

operates 
pawnshops 

10 

12 

8 

21 

4 

14 

34 

112 

9.4 

8.63 

1.32 

7 

77 

Rare  Hospitality  IntI  (2) 

operates  &  franchises 
LongHorn  Steakhouses 

11 

11 

54 

19 

13 

29 

2 

558 

30.9 

24.77 

1.75 

14 

542 

II 

Barra  (3) 

provides  research  &  softw/are 
for  analyzing  investment  risk 

21 

18 

0 

3 

5 

22 

27 

144 

41.2 

2798 

1.97 

14 

579 

Business  services  provider  On  Assignment        BHJV   ) 

(rank  199)  gets  the  award  for                             I^^^^B 
consistency:  It  has  been  on  the  200                  l^^lbd^ 
Best  list  ten  years  in  a  row.                                 ^^^B^^V 

1 

146 

190 

147 

■ 

148 

■ 

149 

'.  ■ 

150 

■ 

Ducommun  (2) 

manufactures  aircraft  components 
&  assemblies 

15 

12 

147 

8 

32 

5 

7 

240 

15.0 

16.94 

1.55 

11 

! 
187 

Astropower 
manufactures  solar 
povt/er  products 

6 

4 

NM 

44 

39 

23 

31 

80 

5.7 

8.14 

0.49 

17 

1 
177 

Lifeline  Systems 

sells  emergency  assistance 
paging  systems 

11 

13 

44 

14 

15 

13 

26 

102 

72 

22.20 

1.40 

16 

143 

Carbo  Ceramics 

manufactures  materials 
tor  oil  &  gas  drilling 

18 

17 

0 

11 

7 

0 

19 

127 

24.6 

34.70 

1.81 

19 

533 

Hiviana  Foods 

processes  rice, 
markets  fruit  &  cookies 

17 

17 

7 

-5 

-2 

4 

27 

375 

25.3 

23.50 

1.81 

13 

333 

1| 

I 

151 

157 

152 

i 

Syntel  (2) 

provides  IT  outsourcing 
services 

24 

18 

0 

7 

-1 

18 

-5 

166 

22.2 

11.93 

0.68 

18 

462 

Zoll  Medical 

makes  cardiac  resu'icitation 
devices 

7 

6 

0 

23 

22 

43 

9 

138 

8.5 

31.77 

1.48 

21 

284, 

1 

■ 

Slock  p 
NA:  Not 

Source 

rice'  ^    i-.f  Sept.  26.  bNo;        ;'^-  /•'yr's  list.  'Includes  all  share  classes.                                                                                                                                                                     1 
avat:        0.  not  applicable                 ^loa^'ingful.                                                                                                                                                                                             1 
s:  Wllh:           .■  i;  ,i  Co.;  FT  In'               -> ; ,,.  Vferkef  Guide  anii  Thomson  Financial/IBES  via  FactSet  Research  Systems.                                                                                        | 
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■s^ 


PfCKL 
CORNED 
L  TONGi 


^' 


rATE  PLANNING 

andlestick  maker,  v 
0  our  children.  At  N 
ncial  freedom  now  (i 
r  estate  goes  wheriq 


loiir  Iife's'\v5'rk?  Butcher,:  baker  ' 
^^assthe  fruits  of  our  labor 
Ylspts  can  help  you  achieve 
&^  that  when  thetime  comes 
r.famiiv— not  Uncle  Sam. 


I 


MetLife  i 

Financial  Services^ 


200  BEST  SM  All 


COMPANIES 


z 
02 

'01 

153 

■ 

Company  (.consecutive  years  on  list) 

business 

PROFITABILITY 

GROWTH 

SALES 

latest 
l2nios 
(Smil) 

NET 
INCOME 

latest 
l2mos 
(Smil) 

RECENT 
PRICE 

EPS 

2003 
est 

Pit 

2003 
est 

MMKE1 
VALUE" 

(Smil) 

Return  on  equity 

1            ' 

Debt/ 
cash 
flow 

Sales 

EPS 

5-year 
average 

latest 
l2mos 

5-year 
average 

latest 
l2mos 

5-year 
average 

latest 
l2mos 

J 

Kensey  Nash 

designs  biomaterials  for 
orthopedics  &,  cardiology 

10% 

8% 

43% 

31% 

25% 

40% 

-38% 

$29 

$4.6 

$15.25 

$0.55 

28 

$164j 

154 

■ 

155 

■ 

156 

■ 

Heartland  Express 

short-to-medium-haul 
truckload  carrier 

18 

16 

0 

3 

7 

10 

15 

305 

39.6 

19.18 

1.00 

19 

95S 

i3 
II 

Westwood  One 

supplies  radio  &  television 
stations  with  programming 

7 

8 

104 

26 

-4 

15 

35 

528 

74.4 

3704 

1.16 

32 

3,975 

II 

Saga  Communications 

radio  &  television 
broadcasting 

13 

14 

494 

13 

3 

19 

18 

107 

10.7 

18.20 

0.73 

25 

37( 

""1 

157 

40 

158 

72 

Forward  Air  (4) 
provides  surface  transportation 
of  deferred  air  freight 

27 

17 

13 

22 

-4 

28 

-22 

219 

19.0 

19.12 

1.14 

17 

417 

112 

Oakley  (2) 

markets  sports  sunglasses 

&  goggles 

19 

17 

54 

22 

8 

25 

-25 

459 

45.5 

10.43 

0.79 

13 

7lJ 

It 

CIO+663 


Infrastri 
663%  Rt 


?  Management 
1  Investment 


It's  true!  The  numbers  are  in  and  it  all  adds  up.  Unicenter,  the 
global  leader  in  infrastructure  management  solutions,  can  deliver 
a  whopping  663%  ROI.  Just  ask  IDC.  It's  right  there  in  theiije 
recent  white  paper  And,  because  Unicenter  is  now  modular,  you 
can  buy  just  the  pieces  you  need,  just  when  you  need  them. 


1 

Company  (.consecutive  years  on  listj 

business 

PROFITABILITY 

GROWTH 

SALES 

latest 
l2mos 
(Smil) 

NET 
INCOME 

latest 
l2mos 
(Smil) 

RECENT 
PRICE 

EPS 

2003 
est 

P/E 

2003 
est 

MARKH 
VALUE' 

(Smil) 

Return  on  equity 

Debt/ 
cash 
flow 

Sales 

EPS 

5-yeai   i   latest 

average  i  12  mu: 

5-year 
average 

latest 
l2mos 

5-year 
average 

latest 
l2mos 

Mercury  Interactive  (3) 

supplies  software  for 
Web-based  applications 

17% 

12% 

454% 

48% 

-1% 

44% 

-37% 

$359 

$47.4 

$19.01 

$0.83 

23 

$1,598 

1 

Dionex 

makes  analytical  systems 
for  chemicals 

30 

22 

2 

6 

-2 

5 

-13 

182 

276 

25.45 

1.33 

19 

537 

1 

Plantronics 

makes  lightweight  communications 
headsets 

45 

27 

0 

11 

-15 

8 

-34 

314 

38.3 

1762 

1.04 

17 

809 

Pixar 

operates  digital  animation 
film  studio 

11 

9 

0 

47 

-23 

35 

-33 

97 

45.2 

49.03 

1.56 

31 

2,460 

Maximus  (2) 

markets  enterprise  software  & 
svcs  to  government  agencies 

15 

13 

0 

28 

9 

26 

4 

512 

41.6 

22.12 

2.06 

11 

499 

Curative  Health  Services 

distributes  drugs  &.  provides 
outpatient  care 

12 

7 

NM 

-2 

38 

-25 

186 

99 

73 

11.37 

1.31 

9 

133 

:k  prices  as  of  Sept  26  ■  Npt  on  last  year's  list.  'Includes  all  share  classes.  NA.  Not  available  or  not  applicable.  NM:  Not  meaningful. 
rces:  William  O'Neil  £  Co  .  FT  /nreracfive  Data.  Market  Guide  and  Thomson  Financial/IBES  via  FactSet  Research  Systems. 

CEO 


while  still  enjoying  the  benefits  of  pay-as-you-go  licensing.  So  there's 
better  way  for  your  company  to  realize  its  true  potential.  And,  if  you're 
CIO,  there's  no  better  way  for  you  to  realize  yours. 

read  the  white  paper,  just  go  to  ca. com/unicenter/roi. 


Computer  Associates^ 


■LQ  TOMORROW^'  |  WE  ARE  COMPUTER  ASSOCIATES  |   THE  SOFTWARE  THAT  MANAGES  eBUSINESS^"  

02  Computer  Associates  International,  Inc.  (CA).  All  trademarks,  trade  names,  service  marks,  and  logos  referenced  herein  belong  to  their  respective  companies, 
rce:  "Quantifying  The  Business  Value  Of  Infrastructure  l\/lanagement:  An  Empirical  ROI  Study."  IDC,  2001. 


BEST 


.  ^ 


COMPANIES 


a 

Conipany  (;:onsHnijir./e-  years  on  list) 

business 

PROi 

Return  c 

ITABILITY 

GROWTH 

SALES 

latest 
l2mos 
($mil) 

NET 
INCOME 

latest 
l2inos 
($mil) 

RECENT 
PRICE 

EPS 

2003 

est 

P/E 

2003 
est 

MARKE1 

n 

n  equity 

Debt/ 
cash 
flow 

Sales 

EPS 

VALUED 

1 

1 

5-year 
average 

latest 
l2mos 

5-year 
average 

latest 
IZmos 

5-year 
average 

latest 
l2mos 

(Smil); 

^iQ 

Libbey 

designs  &  supplies 
tableware  products 

35% 

23% 

5% 

1% 

0% 

5% 

-15% 

$437 

$38.6 

$32.30 

$2.93 

11 

$501 

[il«l 

Prime  Medical  Services 

treats  kidney  stones  & 
makes  transportation  equip 

13 

11 

247 

12 

17 

-5 

2 

164 

9.9 

9.70 

0.91 

11 

16< 

iSZfl 

Martha  Stewart  Living 

engages  in  media  & 
direct  retailing 

20 

10 

0 

27 

6 

33 

-8 

301 

22.3 

720 

0.54 

13 

35i 

1 

Conmed 

makes  arthroscopic 

&  orthopedic  surgical  products 

13 

11 

341 

26 

9 

11 

3 

443 

31.7 

20.43 

1.56 

13 

58i 

1 

Ennis  Business  Forms 

supplies  private-label  printed 
business  products 

16 

15 

33 

12 

-2 

7 

4 

235 

14.9 

13.05 

NA 

NA 

2i 

j 

Incorporated  in  1968,       xler  Technology  (rank  133) 

has  sold  more  than  15  million  optical  memory 

cards  for  use  in  U.S.  government  green  cards  and 

border-security  laser  visas. 


170 

■ 

Polycom 

makes  communication  & 
networking  equipment 

12 

6 

35 

68 

18 

32 

-13 

462 

58.0 

742 

0.69 

11 

7: 

.1 

171 

163 

172 

O'Charley's  (3) 

operates  casual-dining 
restaurants 

12 

11 

244 

22 

13 

16 

0 

474 

23.8 

19.10 

1.56 

12 

3e 

Lindsay  Manufacturing 

makes  agricultural  irrigation 
equipment 

16 

12 

0 

-4 

11 

-12 

15 

139 

10.5 

24.66 

1.30 

19 

21 

^ 

•^it7er  Mauduit  IntI 

■^  specialty  papers 
ndustry 

16 

18 

53 

1 

-2 

-6 

32 

498 

33.8 

21.65 

2.28 

9 

31 

L 

^irppanyaki" 

20 

12 

24 

16 

5 

14 

-21 

172 

8.8 

13.41 

1.71 

8 

i: 

175 

■ 

11 
stiacK 

7 
19 

5 

47 

51 

12 

39 

-28 

400 

20.3 

14.72 

0.79 

19 

41 

ri 

176 

■ 

Zebro  "1 

provides  thu 
labels  &  printi; 

14 

3 

12 

-7 

8 

-14 

448 

62.8 

53.75 

2.73 

20 

1.6 

'«llA 

Stock  prices  as  ot  Sept  20 
NA:  Not  available  or  not  appi 

Sources:  William  ONoil  &  Co    , 

.1  .■;  list.  'Includes  all  shirs  c 
ui:anlngful. 

-  .Its.  Market  Guldo  and  Th 

asses. 
omson  Fin 

ancial/IBES  via  Fa 

cfSef  Research  Syi 

ferns. 
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5^0 

-WHERE   SOMERSET  MAUGHAM  PENNED  MANY  A  GREAT  TALE. 
RAFFLES.     TRISHAW  TO  BEACH   ROAD. 

SQ  TO  SINGAPORE.     OUR  HOME. 


MILEAGE  PLUS"  MEMBERS  HAVE  ACTiJAl  Fi.iOHT  ^Mi.ES  EARNED  ON  SINGAPORE  AIRLINES  QUALIFY  TOWARDS  PREMIER  STATUS         WWW  SINGAPOREAIR  COM/USA 


A  great  way  to  fly 

SinGAPORE  AIRLinES 


^  STAR  ALLIANCE  MEMBER     V    ► 


KONG  TOKYC  AViTERDAM  SfiOUL  FRANKFURT  TAIPEI  AND  OVER   60  MAJOR   CITIES 


200  BEST 


COMPANIES 


Company  (consecu:i»e  yeiis  wi  lisi> 

business 


PROFITABILITY 


Return  on  equity 


5-year 
average 


latest 
l2mos 


Debt/ 
cash 
flow 


GROWTH 


Sales 


5-year 
average 


latest 
l2mos 


EPS 


5-year 


latest 
l2mos 


SALES 

iate'st 
l2mos 
($mil) 


NET 
INCOME 

latest 
l2mos 
($mil) 


RECENT 
PmCE 


EPS 


2003 
est 


P/E 


2003 
est 


MARKE1 
VALUE* 


(Smil) 


Cuno  (3) 

makes  disposable  liquid 
&  gas  filtration  products 


14% 


14% 


10% 


7% 


1% 


11% 


15% 


$247 


$21.6 


$31.57 


$1.53 


21 


Emulex 

I  supplies  networking  products 
for  data  access  &  storage 


44 


102 


-17 


255 


45.7 


11.90 


0.72 


17 


97 


^  Vital  Signs 

makes  disposable  products 
for  critical-care  markets 


14 


15 


11 


14 


174 


26.2 


30.20 


2.30 


13 


M  Pegasus  Solutions 

provides  hotel  room 
reservation  services 


78 


-11 


55 


-10 


174 


10.3 


11.91 


0.80 


15 


291 


Astronics  (5) 

provides  cockpit  lighting  systems, 
packaging  &  commercial  printing 


17 


15 


124 


20 


15 


82 


6.5 


6.71 


NA 


NA 


Curtiss-Wright  (4) 

provides  engineered  prods  &  svcs 
to  aerospace  &.  defense  cos 


12 


11 


35 


13 


20 


13 


396 


39.9 


5735 


4.66 


12 


58 


Last  year  Centex  Construction  Products 

(rank  126)  produced  673,000  cubic  yards 
of  cement,  enough  to  cover  4,500 
football  fields  with  a  1 -inch-thick  coating. 
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llglCl  Warts  Industries 

^QH  designs  vi/ater-safety  & 
HHE  water-control  equipment 

12 

13 

241 

6 

9 

4 

11 

572 

33.6 

1775 

1.51 

12 

47 

^^1  Quest  Software 

^^H  develops  management 
^^|H  application  software 

10 

3 

0 

92 

1 

3 

77 

-45 

238 

12.1 

9.34 

0.34 

27 

1 

^^M  Steak  r.  Shake 

^^^1  operates  casual 
I^^B  resta'jrst'.i  chain 

15 

14 

74 

13 

4 

6 

13 

460 

23.7 

10.85 

0.95 

11 

3Q 

^fil '  ■          "^  &  Wyoming 

^^^P  opo  -.fes  siiort-line  ft  ragjon-il 

^^H  provide- '                                .^tlon 
^^^H  services 

11 

10 

197 

15 

1 

24 

6 

187 

22.2 

22.79 

1.85 

12 

33 

11 

9 

22 

47 

19 

12 

-8 

239 

18.4 

16.96 

1.57 

11 

Z 

ijjijj  Integral  SysTci. 

^^^H  provides  satellite  groucd 
^^^1  systems  &  software 

2 

17 

29 

22 

-13 

47 

3.2 

18.92 

0.64 

30 

li 

Stock  prices  as  of  Sept.  26.  ■  Not  on  last  year's  list.  '1 
NA:  Not  avaiiablo  or  not  applicable.  NM:  Not  meaning 

Sources  William  O'Ncil  &  Co  :  FT  Interactive  Data.  M. 

icludis  . 
ul. 

irket  Gulf 

;iiV!..vrcic 
io  jr.i  Th 

Gsses. 

ancial/IB 

ES  via  Fa 

cfSef  Research  Systems. 

1 

GLOBAL    VISION 


Colorized  picture  of  a  flower 
petal  and  pollen  grain  taken 
through  an  electron  microscope- 


in 


.  I  . 


'.h  ''\i 


itachi's  visionary  technology  is  revealing  nature's  deepest  secrets  to  the 
aked  eye.  Our  versatile  electron  microscopes  -  indispensable  tools  in  the 
notechnology  revolution  -  have  a  multitude  of  uses  in  fields  ranging  from 
imiconductors  to  biotechnology.  And  our  non-invasive  Magnetic  Resonance 
laging  (MRI)  systems  provide  medical  professionals  with  fast,  accurate 
agnostic  and  surgical  looii.  Saving  lives,  or  simply  making  life  better,  is  the 
obal  vision  at  Hitachi.  VfS't  us  on  the  web  4nd  see  how  we're  inspiring  the 
;xt  with  our  advance    i>r  ■  lifi  ^id  innovative  solutions. 


he  focus  has  been  intent 


rti     idvertisemeni 


HITACHI 

Inspire  the  IMext 

>ttp://global.hitachi.coin/in'J|iire/ 


2C 


BEST  S$ 


COMPANIES 


z 
02 

'01 

Company  (cr., 
business 

1 

P»OF!UBiLITY 

GROWTH 

SALES 

latest 
l2mos 
($mil) 

NET 
INCOME 

latest 
l2mos 
($mil) 

RECENT 
PRICE 

EPS 

2003 
est 

P/E 

2003 
est 

MARKET 
VALUE> 

(Smii) 

1 

Rsium  on  equity 

Debt/ 
cash 
flow 

Sales 

EPS 

5-year 

average 

latest 
!2mos 

5-year 
average 

latest 
l2nios 

5-year 
average 

latest 
IZmos 

1 

1 

189 

182 

190 

149 

Kirby  (2) 

provides  marine  towing 
&  freight  forwarding 

13% 

13% 

257% 

15% 

2% 

15% 

13% 

$547 

$39.7 

$22.96 

$1.90 

12 

$555 

i 

i 

Buckle  (2) 

retails  brand-name 
casual  apparel 

19 

14 

0 

10 

1 

11 

-5 

396 

33.1 

20.25 

1.82 

11 

428 

191 

45 

192 

181 

193 

Mercury  Computer  Sys  (2) 
digital  signal-processing  systems 
for  defense  &  medical  markets 

19 

11 

50 

22 

-17 

28 

-49 

150 

15.8 

23.52 

0.91 

26 

508 

« 

IHOP  (2) 
operates  family 
restaurant  chain 

14 

12 

405 

10 

6 

15 

10 

338 

41.7 

25.40 

2.30 

11 

531 

1 

'J 

Horizon  Health 
provides  psychiatric  & 
physical  rehab  programs 

17 

14 

58 

4 

6 

3 

15 

136 

8.3 

11.54 

1.75 

7 

63 

■ 

194 

■ 

LSI  Industries 

designs  commercial  lighting 
fixtures  &  graphics 

13 

10 

NM 

11 

11 

1 

37 

259 

14.2 

10.53 

0.75 

14 

16 

Id 

L 

©  ;002  American  Stock  Exchange  LLC. The  American  Stocl<  Exchange  logo  and  Opportunity,  made  fresh  daily  are  trademarks  of  American  Stock  Exchange  LLC. 
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There's  a  lot  to  be  said  for  l 
and  the  primary  market  for  Ex^. 


rounded.  We're  tfie  exchange  for  solid,  up-and-coming 
fraded  Funds,  with  over  100  listed.  The  first  exchange  to  I 


Company  (consecutive  years  on  list) 
business 

PROFITABILITY 

GROWTH 

SALES 

latest 
l2mos 
($mil) 

NET 
INCOME 

latest 
l2mos 
($mil) 

RECENT 
PRICE 

EPS 

2003 
est 

P/E 

2003 
est 

MARKET 
VALUE> 

(Smil) 

Return  on  equity 

Debt/ 
cash 
flow 

Sales 

EPS 

5-yeaf 
average 

latest 
l2nios 

5-year 
average 

latest 
l2mos 

5-year 
average 

latest 
l2nios 

Haemonetics 

makes  automated  systems 
for  collecting  blood 

13% 

14% 

127% 

2% 

9% 

12% 

8% 

$326 

$34.1 

$24.11 

$1.68 

14 

$600 

ISj 

Insituform  Technologies  (2) 

repairs  underground 
piping  systems 

15 

10 

256 

10 

6 

43 

-24 

458 

26.2 

14.74 

1.50 

10 

391 

Arrow  International 

makes  disposable  catheters 
&  related  products 

16 

13 

1 

a 

4 

7 

3 

344 

479 

32.00 

0.82 

39 

703 

1*1 

X»j 

Progress  Software 

designs  software  for  e-business 
development 

17 

10 

0 

8 

4 

22 

-18 

268 

18.9 

12.17 

0.66 

18 

435 

121 

On  Assignment  (10) 

provides  temporary  staffing 
for  health  care  industry 

19 

12 

0 

17 

0 

19 

-30 

204 

14.5 

8.31 

0.73 

11 

223 

m 

Interpool  (2) 

leases  dry-freight 
cargo  containers 

12 

11 

NM 

16 

12 

6 

-7 

302 

43.4 

12.09 

1.51 

8 

331 

:k  prices  as  of  Sept.  26,  ■  Not  on  last  years  list    Includes  all  share  classes.  NA:  Not  available  or  not  applicable.  NM:  Not  meaningful, 
rces  William  ONeil  A  Co    FT  Interactive  Data.  Market  Guide  and  Thomson  Financial/IBES  via  FactSet  Research  Systems. 
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:ompanies,  one  of  the  country's  largest,  most  active  options  exchanges 
;d.  The  American  Stock  Exchange.  Opportjmity,  made  fresh  daily: 


AMERICAN 

STOCK  EXCHANGE" 

Equities  Options  ETFs 


20(    BEST 


^-: 


wm 


L 


COMPANIES 


Company 
Aaon 

WHI 

Overall 

iRE  THEY  RANK 

Board  of 

directors 

score' 

Company 
Christopher  &  Banks 

WH| 

^RE  THEY  RANK      . 

Board  of 

directors' 

score' 

5-year  average 

Overall 

5- 

/ear  average 

ROE 

Sales 
growth 

EPS 
growth 

ROE 

Sales 
growth 

EPS 
growth 

51 

24 

118 

39 

NA 

7 

18 

65 

27 

NA 

Adv  Neuromodulation  Sys 

79 

198 

71 

175 

95 

Citrix  Systems 

85 

48 

29 

89 

75 

Aftermarket  Technology 

110 

50 

193 

149 

NA 

Clark/Bardes 

187 

162 

27 

154 

86 

Air  Methods 

20 

152 

82 

19 

NA 

Cognizant  Technology  Sol 

6 

34 

12 

7 

60 

Albany  Molecular  Research 

16 

44 

4 

14 

25 

Conmed 

168 

134 

73 

159 

13 

American  Italian  Pasta 

66 

145 

96 

54 

29 

Cooper  Cos 

76 

102 

94 

181 

94  , 

American  Woodmark 

21 

59 

117 

131 

70 

Copart 

84 

131 

90 

66 

81 

AmeriPath 

132 

168 

37 

103 

41 

Corinthian  Colleges 

4 

127 

50 

2 

64 

Amsurg 

44 

178 

45 

61 

51 

Corporate  Executive  Board 

11 

12 

49 

5 

93 

Ansys 

56 

39 

147 

85 

83 

CorVel 

65 

52 

140 

136 

80 

Armor  Holdings 

128 

185 

46 

86 

56 

Courier 

107 

109 

159 

97 

NA 

Arrow  International 

197 

106 

173 

167 

NA 

Craftmade  International 

17 

30 

78 

110 

NA 

Astronics 

181 

91 

110 

140 

NA 

Cuno 

177 

118 

176 

157 

58 

Astropower  inc 

147 

200 

31 

109 

75 

Curative  Health  Services 

164 

142 

198 

200 

NA  , 

Barra  ' 

145 

56 

189 

112 

38 

Curtiss-Wright 

182 

151 

148 

151 

86 

bebe  stores 

114 

25 

74 

108 

49 

Deb  Shops 

80 

78 

160 

49 

55 

Benihana 

174 

61 

126 

144 

NA 

Dendrite  International 

139 

107 

64 

146 

74 

Buckle 

190 

71 

165 

159 

64 

Diagnostic  Products 

93 

144 

157 

127 

77 

CEC  Entertainment 

103 

67 

143 

91 

79 

Dianon  Systems 

101 

176 

103 

84 

78 

CSG  Systems 

30 

6 

62 

22 

26 

Dionex 

160 

22 

183 

172 

66 

Cabot  Microelectronics 

54 

49 

14 

1 

37 

Orexler  Technology 

133 

33 

63 

57 

NA 

California  Pizza  Kitchen 

108 

158 

152 

44 

53 

Ducommun 

146 

114 

174 

174 

NA 

Cantel  Medical 

67 

93 

116 

73 

NA 

Dynacq  International 

2 

19 

15 

4 

31 

Carbo  Ceramics 

149 

79 

162 

187 

NA 

Education  Management 

24 

65 

106 

90 

8 

'  Mt,n  Marketing 

43 

21 

99 

120 

41 

Elite  Information  Group 

130 

197 

197 

60 

NA  1 

ominunications 

125 

62 

61 

101 

14 

Embrex 

74 

32 

127 

36 

NA 

Ci                     -tion  Prods 

126 

63 

138 

188 

30 

Emulex 

178 

179 

30 

9 

NA 

CHI.                       '•■  ■ 

42 

38 

1 

114 

56 

Engineered  Support  Sys 

28 

94 

20 

96 

58 

Charic 

122 

101 

84 

158 

NA 

Ennis  Business  Forms 

169 

105 

155 

166 

NA 

Charles  Riv 

26 

126 

68 

194 

NA 

EPIQ  Systems 

40 

180 

40 

40 

53 

Charlotte  Russt 

52 

36 

41 

52 

30 

FactSet  Research  Systems 

22 

37 

60 

68 

12 

Chico's  FAS 

" 

23 

22 

8 

61 

Fair,  Isaac  &  Co 

68 

76 

153 

117 

82 

Cholestech 

171 

80 

79 

NA 

First  Cash  Financial  Svcs 

143 

167 

104 

143 

NA 
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^f        BEST 

%#»-  W  V#^©Si 

L  COMPANIES 

. 

Company 
Forward  Air 

JJlUlf  RE  THEY  RANK 

Board  of 

directors 

score' 

Company 
K-Swiss 

WHI 

ERE  THEY  RANK 

Boan 

direct 

scor 

Overall 

5-year  average 

Overall 

5-year  average 

ROE 

Sales 
growth 

EPS 
grovrth 

ROE 

Sales 
growth 

EPS 

growth 

157 

29 

100 

87 

25 

10 

64 

114 

18 

4! 

Fossil 

33 

43 

91 

92 

20 

Keith  Companies 

72 

90 

38 

30 

W 

Franklin  Electric 

88 

35 

187 

168 

72 

Kensey  Nash 

153 

173 

58 

53 

Hi 

FTI  Consulting 

15 

129 

34 

107 

92 

Kirby 

189 

139 

137 

141 

43 

Gaiam 

55 

130 

23 

71 

NA 

Knight  Transportation 

75 

98 

70 

119 

38 

^ 

Genesee  &  Wyoming 

186 

163 

136 

105 

NA 

Krispy  Kreme  Doughnuts 

27 

143 

77 

43 

30 

Gentex 

112 

82 

132 

130 

7 

Kronos 

87 

88 

142 

138 

Nil 

Graco 

100 

1 

185 

124 

37 

KV  Pharmaceutical 

58 

54 

83 

99 

Ni 

- 

Green  Mountain  Coffee 

62 

27 

109 

13 

77 

Landauer 

96 

7 

178 

180 

94 

V 

Haemonetics 

195 

137 

191 

155 

72 

Libbey 

165 

14 

195 

173 

47 

\f 

Main  Celestial  Group 

175 

195 

16 

55 

17 

Lifeline  Systems 

148 

157 

139 

148 

NA, 

Healthtronics  Surgical 

8 

123 

11 

26 

NA 

Lindsay  Manufacturing 

172 

97 

199 

197 

N 

Heartland  Express 

154 

77 

188 

161 

35 

LSI  Industries 

194 

135 

161 

186 

3 

t 

Helen  of  Troy 

124 

165 

131 

185 

NA 

MTR  Gaming  Group 

38 

20 

39 

70 

7 

Jack  Henry  &  Associates 

115 

40 

57 

106 

63 

Macrovision 

121 

138 

19 

25 

9 

Herley  Industries 

119 

125 

76 

176 

NA 

Manhattan  Assoc 

82 

100 

21 

63 

3 

Horizon  Health 

193 

89 

186 

182 

NA 

Mapics 

106 

4 

180 

199 

N 

Hot  Topic 

12 

60 

18 

29 

95 

Martha  Stewart  Living 

167 

57 

69 

74 

5 

■DEC  Pharmaceuticals 

19 

132 

13 

23 

90 

Matthews  International 

34 

51 

145 

135 

5 

ICU  Medical 

41 

117 

97 

104 

77 

Maximus 

163 

112 

66 

98 

3 

Idexx  Laboratories 

127 

158 

169 

33 

58 

Medical  Action  Inds 

78 

96 

151 

58 

N 

IHOP 

192 

121 

166 

139 

59 

Medicis 

137 

169 

42 

120 

2 

pa 

e 

L 

Impath 

113 

184 

17 

72 

76 

Medquist 

116 

146 

108 

56 

1 

inamed  Corp 

131 

47 

86 

192 

51 

Mentor 

48 

80 

130 

132 

9 

Innovative  Sol  &  Support 

118 

9 

55 

51 

39 

Mercury  Computer  Systems 

191 

74 

102 

88 

- 

t 

Insituform  Technologies 

196 

113 

167 

50 

NA 

Mercury  Interactive 

159 

92 

25 

47 

7 

fo 

Integral  Systems 

188 

193 

121 

115 

NA 

Merit  Medical  Systems 

53 

189 

129 

77 

N 

Inter-Tci 

lit 

140 

128 

183 

82 

Metro  One  Telecom 

23 

104 

7 

10 

9 

Internatio: 

6-       im 

1.28 

NA 

Mobile  Mini 

117 

135 

80 

38 

4 

Interpool 

v' 

,1      170 
.3      126 

28 

Movie  Gallery 

50 

187 

164 

15 

4 

ITT  Educational  Servicer 

National  Home  Health  Care 

94 

182 

91 

62 

N 

J  Jill  Group 

8. 

.J  .1  " 

1 

95 

Noven  Pharmaceuticals 

138 

188 

52 

34 

9 

Jakks  Pacific 

99 

1               1 

33 

Nutraceutical  International 

102 

154 

192 

156 

N 
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What  makes  a  great  relationship? 

Dressed  as  a  goddess,  fashioning  a  majestic  entrance  afloat  a  royal  barge,  she  captivates 

her  ambitious  ally.  But  power  and  sway  may  not  be  enough.  To  expand  your  own  empire,  you  need  a 

partner  like  Acxiom®  to  help  you  understand  complex  relationships  -  a  partner  who  brings  accurate, 

enhanced  data  and  sophisticated  tools  for  increasing  customer  share.  That's  why  13  of  the  top  15 

U.S.  credit  card  issuers  choose  Acxiom  solutions  for  creating  cross-sell  and  up-sell  opportunities. 

ler  industry-leading  clients  -  automotive,  insurance,  consumer  goods,  telecommunications,  retail  - 

0  choose  Acxiom  solutions  like  Personicxr  our  new  household-level,  life-stage  segmentation  system 

for  recognizing  under-performing  consumer  segments  and  growing  the  value  of  existing  customer 

relationships.  Solutions  for  accelerating  product  penetration  and  revenue  per  household, 

advancing  sales  conversion  rates,  and  increasing  average  household  profitability. 

Identify  opportunities.  Create  higher  value  customers.  Increase  revenue. 
Grow  your  most  valuable  assets  -  relationships.  And  lure  more  profitable  response. 

How  can  we  help  you  extend  your  influence?  With  a  powerful  alliance. 

See  how  Acxiom  delivers  for  major  corporations  -  examine  industry-specific 

solutions  and  read  detailed  case  studies  at  www.acxiom.com/GR 
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GREAT  RELATIONSHIPS" 


TECHNOLOGY/CDI 

DATABASE 

IT 

DATA 

PRIVACY 

-^AbiliTec* 

f- 

Solvitur* 

0UTS0U1;;;!NG 

infoBase' 

LEADERSHIP 

e  and  Solvitur  are  registeral  trademariis  ci  kmm  Corpora:  ;j  'wonicx  and  Great  Relationships  are  service  maito  of  toon  Corpofatioii. 


^n<    BEST 

Si 

WAfJ 

L  COMPANIES 
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1 

Company 
O'Charley's 

WH 

ERE  THEY  RANK 

Board  of 

directors 

score' 

Company 

>• 

Schweitzer  Mauduit  IntI 

WH 

ERE  THEY  RANK 

Boaria 

Overall 

5-yeaf  average 

Overall 

5-year  average 

ROE 

Sales 
growth 

EPS 
growth 

ROE 

Sales 
growth 

EPS 
growth 

171 

147 

98 

134 

30 

173 

103 

194 

195 

7^1 

Oakley 

158 

72 

101 

100 

59 

Serena  Software 

120 

55 

47 

41 

95 

Oceaneering  International 

98 

156 

171 

177 

89 

SFBC  International 

45 

81 

8 

3 

NA 

Ocular  Sciences 

92 

99 

124 

162 

34 

Shuffle  Master 

35 

28 

135 

76 

74 

On  Assignment 

199 

73 

122 

125 

60 

Simpson  Manufacturing 

123 

85 

141 

153 

10 

Opnet  Technologies 

134 

164 

35 

6 

11 

Sonic 

47 

66 

133 

111 

49 

Orleans  Homebuilders 

3 

57 

53 

20 

NA 

StarTek 

109 

87 

105 

94 

61 

Orthodontic  Ctrs  of  Amer 

57 

95 

56 

102 

11 

Steak  n  Shake 

185 

110 

146 

169 

7    i 

OshKosh  B'Gosh 

97 

2 

190 

95 

45 

Stericycle 

32 

166 

6 

31 

95. 

PAM  Transportation  Svcs 

90 

83 

123 

152 

NA 

Strattec  Security 

70 

42 

184 

147 

NAi 

Pec  Solutions 

14 

53 

33 

46 

45 

Strayer  Education 

49 

45 

134 

150 

54? 

Pediatrix  Medical  Group 

81 

174 

67 

190 

6 

Sunrise  Assisted  Living 

141 

186 

28 

35 

■;,e 

13\ 

Pegasus  Solutions 

180 

199 

5 

32 

NA 

SurModics 

59 

183 

54 

12 

60.'" 

Pharmaceutical  Prod  Dev 

73 

115 

89 

78 

90 

Sybron  Dental  Specialties 

142 

15 

181 

171 

35  iC 

Pixar 

162 

161 

26 

67 

NA 

Syntel 

151 

40 

179 

129 

34  10 

Plantronics 

161 

8 

158 

163 

94 

THQ 

69 

68 

32 

82 

^% 

Polycom 

170 

149 

9 

75 

95 

TRC  Cos 

64 

191 

113 

11 

95: 

Powell  Industries 

140 

155 

168 

189 

70 

Talx 

95 

175 

87 

21 

82  jt^ 

PRG-Schultz  International 

105 

190 

75 

196 

NA 

Techne 

46 

69 

120 

93 

82*^' 

Prime  Medical  Services 

166 

128 

149 

193 

NA 

Tier  Technologies 

129 

170 

48 

42 

NA 

Progress  Software 

198 

86 

172 

112 

NA 

Total  Ent  Restaurant 

9 

153 

44 

65 

NA^e 

QLogic 

136 

111 

24 

24 

70 

US  Physical  Therapy 

29 

26 

107 

80 

91.fOv 

Quality  Systems 

77 

181 

150 

28 

NA 

Urban  Outfitters 

86 

141 

112 

184 

38  <  '"= 

Quest  Software 

184 

172 

2 

16 

24 

Utah  Medical  Products 

71 

17 

196 

123 

na" 

Racing  Champions  ErtI 

60 

177 

88 

142 

NA 

Vital  Signs 

179 

122 

163 

145 

-'lis 

Radiologix 

89 

3 

85 

198 

NA 

Watts  Industries 

183 

148 

182 

179 

NA-'  iyg 

Rare  Hospitality  IntI 

144 

160 

115 

81 

39 

WD-40 

31 

13 

175 

191 

86  ie 

Renaissance  Learning 

37 

46 

43 

83 

26 

Westwood  One 

155 

194 

72 

137 

20  ^' 

ResMed 

18 

31 

51 

69 

NA 

William  Lyon  Homes 

25 

5 

170 

59 

-  'les 
NA 

Resources  Connection 

104 

16 

3 

17 

82 

Yankee  Candle 

13 

10 

59 

64 

42  5ej 

Respironics 

135 

118 

176 

164 

54 

YoCream  International 

91 

108 

119 

116 

NA  Ilea 

Right  Mgmt  Consulut:i>i 

- 

75 

d5 

45 

42 

Young  Innovations 

39 

116 

79 

133 

NA  ^e 

Riviana  Foods 

i-  V 

84 

200 

178 

30 

Zebra  Technologies 

176 

70 

154 

165 

21  '^' 

Saga  Communications 

It'? 

133 

144   j  122 

87 

Zoll  Medical 

152 

196 

93 

48 
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SPECIAL    ADVERTISING    SECTION 


Like  a  Good  Neighbor: 


Reaching  out 

to  Community  Qx  Education 


t  people  logically  associate  the  State 
n  Insurance  Companies  only  with  insur- 
However,  beyond  its  solid  reputation 
nsurance  and  financial  services  products, 
company  also  is  known  as  a  leading  com- 
"lity  partner  and  a  strong  advocate  for 
cation. 


MANY  COMPANIES  IN  RECENT 
5,  State  Farm's  involvement  in  the 
nunity  and  education  has  evolved 

traditional  financial  support  to 
egic  partnerships  focused  on 
oving  living,  employment  and  edu- 
nal  opportunities. 

ite  Farm  Chairman  and  CEO  Edward 
jst's  interest  in  education  has  trans- 

into  his  personal  leadership  and 
vement  with  many  national  busi- 
•education  groups.  "For  business, 
las  to  be  a  priority,"  he  says.  "The 
less  needs  for  both  highly  educated 
ers  and  for  responsible  consumers 
)est  be  answered  by  raising  the  aca- 
c  achievement  level  of  all  students, 
ness  has  a  responsibility  to  be 
ged  in  helping  schools  change  to 
t  the  demands  of  a  new  economy 
:o  address  the  diverse  population  it 
serves.  Just  as  business  must  con- 
illy,assess  its  custc^i'^'.-'  needs, 


adapt  and  change  to  remain  competitive, 
America's  schools  must  do  the  same." 

Through  its  support  of  community  revi- 
talization.  State  Farm  has  found  that 
communities*cannot  thrive  without  a 
strong  education  system.  Improving  the 
safety  of  homes,  assisting  with  com- 
mercial development  and  assuring  safe 
neighborhoods  are  essential  to  effective 
community  growth.  "And  education  is 
the  critical  piece  of  sustainable  commu- 
nity development,"  says  Kathy  Havens, 
manager  of  State  Farm's  Education 
Excellence  efforts.  "Schools  must  pre- 
pare all  children  with  the  skill  sets  that 
allow  them  to  be  successful  in  the  work- 
place. If  schools  fail  to  do  so,  communi- 
ties will  suffer  as  parents  choose  to  relo- 
cate to  where  their  children  can  receive 
the  education  they  deserve." 

State  Farm  engages  in  both  communi- 
ty development  and  education  through 
partnerships.  In  contrast  to  the  days 


State  Farm 
is  focused 
on  education 
excellence. 

when  businesses  wrote  checks  to  show 
support,  State  Farm  collaborates  with 
organizations  and  groups  where  the  com- 
pany can  play  a  meaningful  role. 

"We're  focusing  our  philanthropy  on 
groups  where  we  can  see  measurable 
results  for  our  financial  investment," 
Havens  says.  "We're  asking  tougher 
questions  before  we  partner  and  sup- 
porting those  groups  where  we  can 
determine  that  our  investment  will  make 
a  difference.  On  the  community  devel- 
opment side,  we're  looking  for  those  indi- 
cators of  community  success  that  point 
to  a  positive  change,  such  as  job  growth 
or  an  increase  in  affordable  housing.  In 
education,  increased  student  achieve- 
ment at  all  levels  must  be  the  goal."    ► 


ADVERTISEMENT    2 


State  Farm  is  a  supporter  of 
service-learning,  which  helps 
students  learn  more  about  a 
particular  area  while  helping 
the  community. 


State  Farm's  involvement  in  service- 
leaming  is  an  example  of  a  partnership  that 
demonstrates  its  support  for  both  educa- 
tion and  community  development.  Ser- 
vice-learning is  a  teaching  method  that 
combines  service  to  the  community  with 
a  classroom  curriculum  —  creating  hands- 
on  opportunities  for  students  to  master 
subject  material  while  simultaneously 
addressing  societal  needs. 

State  Farm  provides  funding  for  and 
partners  with  the  National  Service-Learn- 
ing Partnership,  Youth  Service  America  and 
the  National  Youth  Leadership  Council  — 
organizations  dedicated  to  bringing  ser- 
vice-learning to  classrooms  from  kinder- 
garten through  college. 

According  to  the  January  2002  report 
published  by  the  National  Commission 
on  Service-Learning,  there  are  many 
benefits  for  students  involved  in  these 
kinds  of  projects,  including  higher  self- 
esteem,  increased  motivation  for  learn- 
ing and  great'^'-  ■"^+icipation  in  school 
activities. 

The  commission  nrted  additional 
research  on  students  in  California,  Michi- 
gan and  Texas,  which  showed  that 
students  involved  in  high-quali'.y  ?.e''vice- 
learning  make  gams  on  achievement  tests, 


complete  their  homework  more  often  and 
increase  their  grade  point  average.  In  addi- 
tion, attendance  tends  to  increase  and 
dropout  rates  often  decrease. 

"State  Farm  was  attracted  to  service- 
learning  because  it  provides  a  context  for 
talking  about  learning  in  terms  of  not  only 
what  students  know,  but  also  what  they 
are  able  to  do,"  says  Havens.  "From  a  com- 
munity development  aspect,  there  are  few 
educational  approaches  that  provide  this 
type  of  connectivity.  Students  become 
engaged  participants  in  their  community, 
and  we  believe  this  tie  will  help  communi- 
ty revitalization  efforts." 

One  project  that  exemplifies  State 
Farm's  involvement  with  service-learning 
took  place  just  miles  up  the  road  from 
State  Farm's  corporate  headquarters. 

With  the  help  of  a  State  Farm  grant, 
Sheryle  Atkins,  Tonya  Dieken  and  other 
teachers  in  Chenoa,  III.,  introduced  service- 
learning  to  their  classrooms  two  years  ago 
to  help  the  community  re-create  a  band- 
stand built  in  the  1930s,  which  was  torn 
down  in  the  early  1970s. 

The  project  involved  several  different 
classrooms.  The  software  applications 
class  researched  the  history  of  the  band- 
stand. With  the  help  of  a  local  contractor. 


precalculus  students  designed  the  basej 
the  bandstand.  Students  in  a  trigonomei 
class  designed  and  recommended  mat: 
als  for  the  roof  and  steps.  Articles  abi 
the  project  were  written  and  publishec 
the  local  newspaper  by  journalism  s 
dents,  while  agriculture  students  stair 
wood  and  other  students  landscaped!: 
area  under  the  guidance  of  a  local  prof 
sional.  In  this  small  high  school  of  abi 
120  students,  at  least  half  of  the  studi 
body  participated  in  some  way. 

"The  more  we  learn  about  service-lej 
ing,  the  more  excited  we  are  about 
effectiveness  in  raising  student  achie 
ment  and  providing  a  meaningful  conn 
tion  for  students  to  their  communitie 
says  Havens.  "We  also  like  what  we  h 
from  teachers  who  have  implemented  i 
vice-learning  in  their  classrooms.  Manij 
them  see  service-learning  as  a  means 
engage  students  with  a  variety  of  learn 
styles  and  to  show  them  the  relevancy 
what  they  learn  in  the  classroom.  Teach 
report  a  renewed  energy  and  enthusia 
from  the  students" 

Through  its  work  in  communities  i 
educational  partnerships,  State  Fa 
demonstrates  that  "Like  a  Good  Nei' 
bor"  is  more  than  just  a  slogan. 
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WE  HAVTi  THE  SAME  HEROES. 

TEACHERS  WHO  INSPIRE. 
WE  LIVE  WHERE  YOU  LIVE.™ 
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Ffvd  Walk 

GooA  'Scighbor  Teacher 

Award'  Winner 


To  help  his  class  undcisiaad  [he  roic  oici  Route  66  played  in  the  past,  Mr.  Walks  students  created  murals, 

brochures  and  imervaewed  residents,  which  helped  them  experience  a  part  of  local  history.  State  Farm  is  proud  to 

present  Fred  Walk  with  the  Good  Neighbor  Teacher  Award  and  also  donate  $10,000 

to  Normal  Community  High  School  in  Normal,  Illinois. 


LIKE  A  GOOD  NEIGHBOR 


STATE    FARM 


INSURANCE. 


STATE  FARM  IS  THERE: 


statejarm.com'^ 


St'itf  farm  /nsiirnnrr  Cnmpanin  •  Home  Offices.  Bloominston.  Illinois 


TECHMDtirey 


New 
Frontier 

Microsoft  bought  Douglas  Burgum's  company  and  handed  him 
a  tall  order:  Boost  sales  by  $10  billion  in  ten  years.  Seems  impossible. 

BY  VICTORIA  MURPHY 


DOUGLAS  BURGUM  IS  AN  UNLIKELY  FIT 
at  the  top  of  the  world's  largest  soft- 
ware company.  Microsofties  have  a 
habit  of  steering  every  conversation 
back  to  their  product  line.  Not  Bur- 
gum.  At  a  sales  conference  in  Min- 
neapolis last  month,  he  talked  about 
everything  but — the  Dalai  Lama,  Captain  Cook,  the 
likelihood  of  life  on  Mars.  In  front  of  1,900  software 
resellers,  Burgum  launched  into  a  lengthy  explana- 
tion of  why  his  native  state.  North  Dakota,  should 
drop  the  directional  precedent  from  its  name.  "The 
abbreviation  would  be  obvious,  you  know,"  he 
remarked  with  just  enough  dry,  down-home  accent 
to  hint  a  punch  hne  was  on  the  way.  "Daaah,"  he  bel- 
lowed. The  audience  roared. 

It's  tough  to  picture  Bill  Gates  doing  that,  but  the 
hokey  Dakotan  may  be  just  what  Microsoft  needs.  In 
April,  16  months  after  Microsoft  paid  $1.1  billion  in 
stock  to  buy  Great  Plains  Soft^vare,  the  firm  Burgum 
had  run  in  Fargo,  N.D.  for  17  years,  he  was  named  to 
run  the  newest  of  Microsoft's  seven  business  groups. 
Business  Solutions.  Aimed  at  extending  Microsoft's 
dominance  from  big  companies  down  to  smiill  and 
medium-size  businesses,  the  group  must  play  a  cen- 
tral role  in  driving  the  tech  giant's  growth.  For  Bur- 
gum, 46,  it's  make  or  break. 

He  must  build  business  where  Microsoft  now  has 
virtually  none — in  soft\varc  for  sales,  accounting  and 
purchasing  at  companies  with  $5  million  to  $250  I'lU- 
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lion  in  annual  revenue.  His  division  includes  Great 
Plains  and  a  Danish  firm  called  Navision,  acquired  in 
August  by  Microsoft — at  Burgum's  behest — for  $1.5 
billion  in  cash.  Burgum's  market  beckons  at  a  time 
when  Microsoft's  core  business  is  slowing.  Sales  of 
Windows  have  grown  15%  a  year  since  2000,  and  its 
Office  suite  has  stagnated  at  2%. 

Burgum's  boss.  Group  Vice  President  Jeffrey 
Raikes,  has  dared  him  to  vault  from  $600  million  in 
annual  revenue  now,  a  mere  2%  of  Microsoft's  total, 
to  $10  billion  and  25%  of  the  top  line  by  2010— with- 
out major  acquisitions.  "There's  a  lot  of  innovation 
we  have  to  do,"  Burgum  says. 

It  sounds  implausible.  Burgum  must  generate 
32%  annual  growth  for  a  decade — never  mind  that 
the  software  market  for  small  business  has  been  flat 
in  recent  years.  He  also  must  hew  to  the  old,  folksy 
ways  of  Great  Plains  to  hold  on  to  his  longtime  cus- 
tomers, yet  embrace  the  jugular-slashing  tactics  of  the 
pugnacious  giant  that  now  employs  him. 

The  clash  of  personalities  is  total.  Great  Plains  is 
based  on  a  bucolic,  80-acre  tract  that  includes  a  wheat 
field.  Its  annual  Pioneer  Day  hands  out  Sod  Buster 
and  Jesse  James  awards  to  maverick  employees.  Every 
Christmas  season,  employees  take  the  stage  to  roast 
the  brass.  "It's  all  part  of  that  keep-us-humble 
approach.  It's  good  to  laugh  at  your  own  missteps," 
Burgum  says.  Humility  is  a  rarer  trait  in  Redmond. 

Great  Plains  motivated  workers  with  "the  four 
C's":  Caring,  Commitment,  Courage  and  Commu- 
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nity.  Microsoft's  ethos  had  more  of  a  bot- 
tom-line bent:  "Empowering  people 
through  great  software — anytime,  any 
place  and  on  any  device."  Burgum  helped 
revise  that  to  emphasize  "enabling"  cus- 
tomers "to  realize  their  full  potential." 

Worse,  some  businesses  and  resellers 
that  adore  Great  Plains  abhor  Microsoft. 
Irv  M.  Michaels,  a  director  at  RSM 
McGladrey,  Inc.,  a  consulting  firm  in 
Schaumburg,  111.,  is  fine  with  the  new  par- 
ent, but  adds:  "Microsoft  is  a  control-ori- 
ented company.  Resellers  are  a  bunch  of 
entrepreneurs;  they  don't  want  more 
structure."  One  customer,  Christian 
Brothers  Hockey,  which  ma  es  hockey 
sticks,  is  reluctant  to  buy  Gi  t  Plains 
wares  now  that  Bill  Gates  aD  b.    owns  it. 

The  Next  Big  Things 


size  businesses  will  embrace  the  Internet." 
Microsoft  loses  money  on  its  Xbox 
game  console  to  compete  with  Sony  and 
Nintendo,  and  it  absorbs  losses  to  under- 
price  AOL  in  Internet  service.  Burgum 
doesn't  have  that  luxury,  Raikes  says. 
Business  Solutions  must  remain  prof- 
itable and  push  customers  to  buy  sibling 
Microsoft  titles  such  as  the  SQL  database 
and  the  much-touted  .Net  Web  platform. 
Microsoft  has  tried  before — with  lit- 
tle success — to  get  small.  In  1994  it 
teamed  with  Great  Plains  to  create 
Microsoft  Profit,  accounting  software  that 
was  embarrassingly  slow  and  lacked  basic 
payroll  functions.  Burgum  still  laments 
that  35,000  copies  were  junked:  "It  was 
frustrating."  In  1997  Microsoft  was  set  to 


three-hour  sales  bashes  to  lure  Gustomej 
The  Burgum  bunch  is  contacti^ 
everyone  of  Microsoft's  350,000  accoi 
in  the  U.S.  that  use  Microsoft  Officl 
offering  5%-to-7%  discounts.  Last  monj 
Burgum  launched  a  no-money-do\ 
deal  letting  businesses  lease  softwai 
hardware,  support  and  services.  The  di^ 
sion  has  forwarded   10,000  leads 
resellers  in  the  past  six  months,  doubl 
leads   from   the   previous   six-moni 
period.  New  wrinkle:  If  a  reseUer  fails) 
follow  up  on  hot  leads,  he  likely  does 
get  one  next  time  around. 

Burgum  grew  up  thinking  he  woi 
work  for  the  family  grain  elevator  bi 
ness.  Raised  in  Arthur,  N.D.  (pop.  400),  j 
went  on  to  earn  an  M.B.A.  degree  at  St 


Microsoft  saturated  the  market  with  Windows  and  Office.  Now  growth  has  to  come  from  elsewhere. 


PROJECTED  2005  REVENUE  ($BIL) 
■  CURRENT  YEAR'S  REVENUE  ($BIL) 


COMPOUND  ANNUAL  GROWTH  RATE 


CURRENT  MARKET  SHARE 


databases 


Source:  Bank  of  America 


Microsoft   Xbox       MSN    databases 

Business 

Solutions 


Microsoft  Xbox      MSN    databases 

Business 

Solutions 


"Honestly,  I  just  don't  want  to  give 
Microsoft  the  business,"  says  President 
Thomas  Slaird,  though  he  allows  that 
doing  so  may  be  the  best  choice. 

At  the  sales  conference  last  month, 
one  reseller  asked  whether  Burgum's 
focus  was  serving  current  resellers — or 
signing  new  ones.  Another  earnestly 
inquired,  "Is  your  mantra  still  'Live,  learn, 
love'?"  Burgum  had  said  as  much  in  a 
keynote  speech  a  few  years  ago  but  now 
seems  a  bit  bashful  about  it.  "It's  not  like  I 
have  a  tattoo  or  anything,"  he  says. 

If  Burgum  can  meet  Raikes'  chal- 
lenge. Business  Solutions  would  be  a 
major  contributor  to  growth.  Says  his 
boss,  Raikes:  "The  goal  is  about  what  the 
world  will  be  like  in  2010.  You  won  i  pick 
a  doctor,  lawryer,  contractor  or  insurance 
agent  unless  you  can  clectronicallv  cm 
nninicatc  with  them.  Small  and  nicdium 


buy  Intuit  but  was  thwarted  by  antitrust 
regulators.  Now  Intuft  has  2.5  million 
customers  for  its  QuickBooks  small-busi- 
ness accounting  package.  "This  is  already 
a  mature  market  where  positions  have 
been  established.  They  would  have  to  do  a 
lot  to  displace  us,"  says  Steven  Bennett, 
chief  executive  of  Intuit.  Meanwhile,  the 
big  guns  of  Oracle,  Siebel,  SAP  and  Peo- 
pleSoft  are  aiming  at  the  middle  market. 
But  Burgum  is  backed  by  Microsoft's 
heft — $35.6  billion  in  cash.  "I  used  to  have 
to  manage  scarce  resources,"  he  says. 
"Now  I'm  managing  abundance."  His  re- 
search budget  of  about  $270  million  is 
nine  times  tiiat  of  tlie  old  Great  Plains.  His 
division  has  added  200  new  developers  to 
a  base  of  1,200  to  beef  up  offerings,  in- 
cluding new  software  for  supply  chains, 
manufacturing  and  poini  of-sale  uses.  In 
tlie  iKxt  three  months,  hv  .vill  hold  500 


ford,  where  he  studied  with  Stei 
Ballmer.  He  returned  to  North  Dako: 
and,  in  1983,  took  out  a  $265,000  mor 
gage  on  the  family  farm  to  buy  an  8* 
stake  in  Great  Plains,  which  had  1 
employees.  A  year  later  he  and  relative 
pooled  $2.2  million  to  buy  the  rest  of  th 
firm,  which  went  public  in  1997  and  ulti 
mately  grew  to  $200  million  in  sales. 

Then  Burgum  got  rich — selling  oi 
for  $72  million  in  stock.  Microsoft  has  r 
lock  on  his  services:  "I'm  a  free  soul  i 
that  regard."  He  still  lives  in  the  197( 
small  split-level  he  bought  1 1  years  ag( 
None  of  Great  Plains'  2,000  people  ha^ 
moved  to  Redmond  and,  so  far,  no  oi 
from  Microsoft  has  moved  to  Fargo  1 
look  over  his  shoulder.  Burgum  note 
though,  that  Bill  Gates  is  due  to  visit  f( 
the  first  time  next  month.  "That,"  he  say 
"will  be  a  big  deal." 
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Vhere  Angels  Dare  to  Tread 

g  venture  capital  is  knocked  flat,  but  the  little  guys  are  still  spurring  innovation. 


QUENTIN  HARDY 


■  EMBERS  OF  THE  TECH  COAST 
Mm  .\ngels,  an  unprepossessing  crew 
W  m  of  rich  businessmen,  sit  in  a  bor- 
ed meeting  room  in  Orange  County, 

f.  They're  investors.  They  have  fun 
ling  cash-strapped  startups,  criticizing 
iness  plans  and  hooting  at  optimistic 
vvth  projections. 

Think  Adam  Smith  meets  the  acerbic 
ge  on  television's  Americati  Idol.  "You 

haven't  told  us  why  your  salaries  are 

igh,"  Luis  Villalobos,  the  group's 
nder,  admonishes  a  shamefaced  man 

ng  spa  magazines.  A  biotech  firm's 
nder  is  dinged  for  dismissing  the  com- 

tion  that  might  kill  him.  But  they  take 

razzing,  eager  for  a  piece  of  the  $10 

ion  that  the  Tech  Coast  Angels  invest 
year.  It's  all  in  pursuit  of  making  a 

bucks.  It's  also  the  American  econ- 
s  best  hope. 

Forget  big-name  venture  capitalists, 
now  shun  the  limelight  and  tend  to 

r  wounded  portfolios, 
investors,  who  fund 

ng    companies    with 

dest       sums,       have 

med   their  place  as 

cers      of     economic 

vvth,    planting    small 

s  of  money  into  bud- 
firms  that  need  cash 

mentoring. 

Angels  did  most  of  the 

i-capital  investing  for 

:h  of  the  1990s,  inject- 

$10  billion  to  $20  bil- 
a  year,  says  Jeffrey 
director  of  the  Cen- 

or  Venture  Research  at 
University   of  New 

npshire.  Bigger  venture 

IS,  by  contrast,  invested 
half  as  much  as  that 

ge.  When  VC  money 

ed  in  during  the  tech 

ble,  the  VCs'   early- 
rid  investing  soared  to 


$100  billion  a  year  in  2000,  while  angels 
invested  $45  billion. 

Now  there  is  a  culling,  and  the  angels 
lead  again.  Venture  firms  invested  just  $12 
billion  of  their  largely  institutional-based 
funds  in  the  first  half  of  2002.  Angels 
should  invest  $30  billion  for  all  of  2002. 

The  Tech  Coast  Angels,  named  for  the 
high-tech  region  near  southern  Califor- 
nia's beaches,  has  branches  in  San  Diego, 
Los  Angeles  and  Orange  County.  The 
group  meets  twice  a  month  to  listen  to 
pitches  from  the  heads  of  companies  that 
have  moved  past  an  initial  "friends  and 
family"  financing  stage.  As  more  small 
investors  pool  their  money,  knowledge 
and  connections  to  dig  up  more  and  bet- 
ter deals,  at  least  1 70  angel  groups  now  do 
business  in  the  U.S.,  says  Sohl,  compared 
with  a  handful  five  years  ago. 

The  Tech  Coast  Angels'  200  members 
(up  from  20  when  the  group  formed  in 
1997)  each  invest  about  $50,000  annually. 


They  log  10  to  20  hours  a  week  talking  to 
prospects,  checking  claims  and  sitting  on 
boards.  "As  you  get  older,  one  of  the  few 
things  that  gets  better  is  your  network," 
jokes  member  Frank  Singer,  who  started 
several  aerospace  firms. 

Tech  Coast  founder  Villalobos  is  a 
mathematician  by  training  and  started  a 
computer-assisted  design  software  com- 
pany. Other  members  worked  in  cosmet- 
ics, science  and  entertainment.  Since  its 
founding  the  group  has  invested  $42  mil- 
lion. Later-stage  investors  at  banks  and 
venture  firms  have  added  $441  million 
more  to  the  Tech  Coasters'  investments. 

Of  its  57  investments,  the  biggest  suc- 
cess is  computer  networking  firm  Sand- 
piper Networks,  in  which  the  Angels 
invested  at  70  cents  a  share  and  sold  at 
$97  a  share  to  Digital  Island.  Plenty  of 
ideas  have  flopped,  too,  but  Villalobos 
says  "overall,  we're  making  money,  and 
we're  still  attracting  investors."  He  claims 


At  Tech  Coast 
Angels' meetings, 
startups  risk  a 
flaming  for  a  ticket 
to  investment 
heaven; 
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design  a  self-funded  dental  plan  that's 
right  for  your  employees  and  your 
company  You  determine  the  employee 
contributions.  And  you  only  pay  for 
what  your  employees  use-  Call  now  for 
more  information,  or-visit  our  website 
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he's  made  a  sevenfold  return  between 
1982  and  1999,  but  cautions  that  his  suc- 
cess is  not  representative  of  the  angel 
game.  Most  of  his  investments  since  then 
are  too  young  for  him  to  have  cashed  out. 

These  days,  pitch  sessions  blend  the 
dream  of  new  business  with  the  reality  of 
an  economic  downturn.  "Sorry  if  I'm 
talking  too  fast,"  says  Joshua  McCarter  as 
he  clicks  through  a  dozen  slides. 
McCarter  is  chief  operating  officer  of 
SpaFinder,  a  media,  travel  and  gift-certifi- 
cate company  aiming  to  serve  3,200  spas. 
Nice  vision,  but  under  questioning 
McCarter  reveals  he  has  burned  through 
$10.3  million  and  has  had  offers  to  buy 
the  company  for  $5  million  or  less.  The 
Angels  aren't  interested.  "If  I'm  going  to 
bet  that  advertising  and  travel  recover,  I'd 
rather  just  buy  AOL  Time  Warner,"  says 
member  Matthew  Lawson,  who  worked 
in  advertising,  high  tech  and  finance. 

SpaFinder  is  followed  by  Hybrigen, 
which  plans  to  identify  and  patent  can- 


suspect  over  multiple  credit  and  <:rimina 
databases.  "If  you  want,  I  can  run  a  checl 
on  anybody  in  this  room,"  says  Chi 
Executive    Christopher    Maloney. 
works,  to  a  shocking  extent,  digging 
long-forgotten  addresses  for  several  pec 
pie  in  the  room.) 

Some  angels  worry  that  governmeii 
contracts  are  more  trouble  than  they 
worth,  but  the  craze  for  homeland  secu 
rity  wins  out.  The  group  has  a  separat 
arrangement  with  the  Department 
Defense  to  show  the  military  more  ear 
stage  companies  and  technologies. 

The  second  winner,  Luxim,  wants 
build  a  new  type  of  projection  lamp 
big-screen  TV  sets.  The  founders,  en 
neers  fi-om  the  electronics  industry,  wai 
$500,000  to  build  ten  prototypes  to  she 
to  customers.  Luxim  is  also  seeking  sal 
leads  in  Japan  and  Los  Angeles. 

An  angel  group's  success  may  have 
lot  to  do  with  the  local  economy.  In  D 
las  the  telecom  collapse  has  killed  most 


1) 


"Will  it  be  a  great  investment?  I  get 
AN  EGO  VIBE  OFF  THE  FOUNDERJL 


cer-fighting  proteins  by  improved  track- 
ing of  chemical  behavior  near  the  tumor. 
Its  young  founder  calls  projected  130% 
annual  revenue  growth  "conservative." 

"He  showed  us  EBITDA,  pro  forma 
projections,"  says  Singer  in  a  private  ses- 
sion among  members  after  the  15-minute 
pitch.  "Let's  just  ask  for  the  cash  flow 
numbers."  Lawson  figures  the  biotech 
"sounds  like  a  great  company,  but  will  it 
be  a  great  investment?  I  get  an  ego  vibe 
off  the  founder — he  may  do  great  R&D, 
but  can  he  get  out  of  the  way  when  we 
need  a  real  CEO?"  Few  Angels  end  up 
wanting  a  piece  of  Hybrigen. 

The  Tech  Coast  Angels  see  some  50 
firms  a  month.  Two  to  four  move  to  the 
due-diligence  phase,  resulting  in  a  second 
presentation  at  a  group  dinner.  Usually, 
h.\\\'  of  the  finalists  attract  investors. 

This  meeting  is  unusually  successful; 
lU.  last  two  presenters  impressed  the 
groi'p  enough  to  move  on  to  the  due-dili- 
gence stage.  Voyager  Systems  sells  the  gov- 
eii'cient  high-speed  wireless  devices  that 
can  run  a  quick  background  check  on  a 
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the  angel  groups  in  that  sector.  Mi 
nesota,  which  had  little  high-tech  exp 
sure,  has  new  groups  starting. 

Hans  Severiens  is  founder  of  Silic. 
Valley's  Band  of  Angels,  which  h 
invested  $90  million  in  eight  years.  He  f 
ures  there  were  25  angel  groups  in  the  S 
Francisco  region  at  the  peak  of  the  bubi 
but  says  most  have  expired.  "People  wi' 
out  strong  ties  to  the  corporate 
venture  capital  world,  without  seric 
mentoring  abilities,  are  gone,"  he  says. 

Those  still  around  are  more  cautio 
During  the  bubble,  angels  funded  24°/( 
the  pitches  they  examined,  according 
University  of  New  Hampshire's  Sohl; '. 
year  the  level  was  only  11%. 

Still,  Villalobos  says  the  quality  of 
deals  is  improving.  In  2000  somec 
approached  the  Tech  Coast  Angels  m  L, 
an  idea  for  a  hovercraft  supertanker  t  [ 
would  sail  at  an  implausibly  fast 
knots.  "A  nuclear  aircraft  carrier  go  j 
full  bore  does  50  knots,  but  I  acta 
looked  at  it,"  Villalobos  says,  shaking  | 
head.  Luckily,  he  passed  on  that  pitch. 
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Sensors  Gone  Wild 

An  experiment  in  the  California  desert  provides  tantalizing  hints  of  how 

a  networked  world  could  make  everyday  life  a  lot  more  precise  and  profound. 


BY  BENJAMIN  FULFORD 

BIOLOGISTS  AT  THE  JAMES  SAN 
Jacinto  Mountains  Reserve  in  south- 
ern California  stumbled  upon  a 
teeny  discovery  in  the  world  of  squirrels  a 
few  months  back.  It  turns  out  the  little 
guys,  heretofore  known  to  exist  on  nuts 
and  berries,  have  a  thing  for  moss;  they 
munch  on  it  for  the  mois- 
ture. No  one  knew;  no  one 
had  been  in  the  right  place 
at  the  right  time  to  see  it. 

But  the  squirrel  in  Cali- 
fornia was  caught  in  the  act 
when  the  animal  tripped  a 
3-inch-square  motion  sen- 
sor that  fired  up  a  tiny  wire- 
less camera  to  record  the 
event.  The  small  sensor  is 
one  of  dozens  of  digital 
spectators  linked  into  a 
speedy  wireless  network 
and  sprinkled  across  a  30- 
acre  patch  of  wOderness  25 
miles  southwest  of  Palm 
Springs.  The  devices  take 
note  of  the  movements  of 
animals,  plant  growth  and 
such  factors  as  time,  tem- 
perature, air  pressure,  wind 
speed  and  changes  in  car- 
bon use  (you  can  see  results 
at  www.jamesreserve.edu). 
Animal  insights,  how- 
ever, aren't  the  point  of  this 
$40  million  experiment. 
The  real  goal  is  to  explore 
the  uses  of  intelligent  sen- 
sors, a  technology  whose 
promise  suddenly  seem 
huge.  The  applications  fo) 
this  "embedded  intelligence"  are  vast  i;.  i 
profound.  liventually  large  swaths  of  the 
Earth  will  communicate  with  the  digital 
realm  using  millions  of  miniature  sen- 
sors. "We  will  really  be  able  to  instrument 
the  physical  world,"  says  Deborah  Estrin, 


a  UCLA  computer  science  professor  who 
runs  the  Center  for  Embedded  Net- 
worked Sensing,  which  oversees  the  James 
Reserve  project. 

Sensors  will  be  placed  in  bridges  to 
detect  and  warn  of  structural  weakness, 
and  in  water  reservoirs  to  spot  hazardous 


materials.  Hospitals  will  track  patients 
with  such  things  as  wireless  bandages  that 
warn  of  infection.  Truck  drivers  will  be 
:fble  to  dodge  traffic  jams  based  on  slow- 
ly'; twenty  cars  ahead.  Urban  planners 
ii!  I  lack  groundwater  patterns  and  how 


much  carbon  dioxide  cities  are  expelling, 
letting  them  make  better  land-use  deci- 
sions. Farmers  will  be  able  to  apply  fertil 
izer  and  water  only  to  the  exact  bits  of  thi 
field  that  need  them. 

"I  like  to  be  conservative  about! 
things,  but  in  a  way  [sensor  networks] 
could  be  bigger  than  thd 
Internet.  The  Net  is  rele-j 
gated  to  a  small  screen  and 
a  keyboard.  This  will  detect 
who  you  are  and  where  you. 
are.  The  whole  analog; sj 
world  will  interface  with  the 
Net,"  says  Clark  Nguyen,  a 
professor  of  electrical  engi 
neering  on  leave  from  the 
University  of  Michigan  to 
develop  sensors  for  the 
Department  of  Defense's 
Advanced  Research  Projects' 
Agency. 

Darpa  has  made  sensors 
a  top  priority,  putting  upi„] 
$160  million  of  its  own 
money  and  $500  million  inifj 
matching      funds      from  ^ 
other  federal  agencies.  The 
pr-^      Pentagon  wants  what  it  calls 
^fl      "hyperspectral"  data  fi-om  i 
T  M      war    zone.    By   spreading 
kJM^      thousands  of  chips  from  < 
drone  aircraft,  the  militar) 
will  be  able  to  follow  enem) 
troops         and         detec 
bioweapons  and  electro 
magnetic  noise. 

Early  this  year  a  piloties 
aircraft  sprinkled  threi 
dozen  cheap  wireless  mag 
netic  sensors,  each  about  the  size  of  i 
credit  card,  along  a  road  at  the  Marin' 
Corps  Air  Ground  Combat  Center  ii 
Twenty  Nine  Palms,  Calif  Once  they  hi 
the  ground,  these  sensors  automatical] 
formed  a  wireless  network  and  begai 
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Steve  Forbes 


Alaskan  Grandeur 

June  14-26,  2003  •  Crystal  Harmony 


Don't  Miss  This  Forbes  Experience... 

cplore  the  splendor  of  Alaska,  America's  last  frontier,  with  an  abundance  of 
itural  wonders,  exotic  wildlife,  and  rich  history. 

tvor  the  elegance  of  traveling  in  luxury  aboard  the  six-star  Crystal  Harmony, 
t  this  proud,  award-winning  staff  pamper  you  with  true  European  service. 

lam  and  profit  from  the  advice  and  insights  of  top  financial  and 
opolitical  experts,  including  former  Presidential  Candidate  Steve  Forbes. 

iscover  how  to  get  the  highest  risk  adjusted  returns  by  focusing  on  asset 
ocation  and  investment  style— in  addition  to  individual  stock  selection. 

;t  expert  insight  into  hedging  and  short  selling— use  of  alternative 
^-estments,  new  tax  strategies,  and  estate  planning  methods. 
nd  out  how  to  protect  your  retirement  fund  whjle  concentrating  on  ways 
increase  your  cash  income  by  30%,  50%  or  even  100%  or  more  with  selected 
sferred  stocks,  value  stocks,  and  corporate  bonds  and  convertibles. 
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PRESS  HERE. 


When  you  choose  an  impala  equipped 

WITH  ONSTAR^  you'll  HAVE  PEACE  OF  MIND 
WHEREVER  YOU  00  -  EVEN  IF  YOU  RUN  OUT  OF 
0A8  FIFTY  MILES  FROM  NOWHERE.  JUST  PUSH 
THE  BLUE  ONSTAR  BUTTON  AND  AN  ADVISOR 
CAN  PINPOINT  YOUR  LOCATION  VIA  SATELLITE 
AND  SEND  FOR  ASSISTANCE.  IF  YOUR  AIR  BAGS 
DEPLOY,  AN  ADVISOR  WILL  CALL  TO  CHECK  ON 
YOU.  IF  YOUR  IMPALA  IS  STOLEN,  WE  CAN  HELP 
AUTHORITIES  TRACK  IT  DOWN.  AND  IF  YOU 
UPGRADE  TO  THE  OnSTAR  DIRECTIONS  A 
CONNECTIONS  PLAN,  ADVISORS  CAN  ALSO 
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ABOUT  ANYTHING  FROM  ATMS  TO  ZOOS-  TO 
LEARN  MORE.  VISIT  ONSTAR. rOM  yR  CAl 
»-888-0NSTAR-7  (.   """-P J/-8277). 


0NSTtR.COM      CHEVjtolET 
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scanning  the  environment  for  magnetic 
signals.  When  a  vehicle  rolled  by  they 
could  tell  from  its  magnetic  signature 
what  kind  it  was,  its  speed  and  direction. 
The  readings  were  sent  wirelessly  via  the 
aircraft  to  headquarters. 

Before  the  sensor  revolution  can  truly 
take  off,  researchers  must  overcome  some 
crucial  engineering  hurdles  in  power 
management  and  data  networking.  The 
progress  made  by  firms  such  as  Intel  and 
Transmeta  in  producing  low-power  chips 
has  helped  make  processing  bits  a  much 
thriftier  affair,  says  Estrin.  But  efficiencies 
have  not  kept  pace  when  it  comes  to 
transmitting  those  same  bits  of  data.  The 
James  Reserve  still  uses  expensive  and 
short-lived  batteries.  Estrin  wants  chips 
that  sip  power  so  slowly  they  can  run  on 
their  own  for  years. 

Some  new  sensors  are  getting  so 
small — some  tiny  enough  to  be  invisible 
to  the  naked  eye — they  will  be  able  to  run 
on  100  microwatts.  (A  microwatt  is  one- 
millionth  of  a  watt.  Compare  that  to  a 
Pentium  4,  which  runs  at  75  watts.)  At  the 
100-microwatt  level  they  could  gather 
energy  from  ambient  heat  and  photo- 
voltaic cells,  says  Stephen  Senturia,  a  spe- 


stages,  calls  for  far  less  indirection  to  co 
serve  communication  power.  Data  pa( 
ets  are  processed  every  step  of  the 
along  the  network,  not  just  at  the  e 
They  zip  around  with  no  specific  addn 
grouping  themselves  on  the  fly  based  oi 
time  stamp,  location  or  the  nature  of 
data  being  sent:  video,  audio,  chemij 
signature.  And  the  network  must  ope: 
only  when  necessary.  Radios  have  to  t 
themselves  off  when  they  sit  idle.  "E) 
listening  uses  precious  joules,"  she  say 

One  matter  of  little  concern  is  mor| 
thanks  to  the  deflationary  forces 
Moore's  Law.  Airbag  sensor  chips  o 
only  60  cents  each  but  combine 
accelerometer  with  a  microprocessor  t 
figures  out  whether  you  are  just  sla 
ming  on  the  brakes  or  having  an  accide 
They  detect  15  types  of  information  si 
as  speed,  deceleration,  yaw,  vibration  a 
angle  and  then  use  algorithms  to  figi 
out  what  it  all  means.  To  detect  a 
process  all  this  information  using  tra 
tional  instruments  would  cost  ove 
thousand  dollars. 

Once  costs  decline  far  enough,  s( 
sors  will  move  from  commercial  and 
itary  applications  to  deep  inside  y( 


"I  like  to  be  conservative  about  things,  but  thi 
could  be  BIGGER  THAN  THE  INTERNET." 


■ 

r 


cialist  in  microsystems  at  MIT.  His  col- 
leagues are  working  on  making  chips  so 
small  they  could  power  themselves  like 
the  watches  that  need  only  the  kinetic 
energy  generated  by  wrist  movements. 

Engineers  also  have  to  devise  new 

networking  schemes  to  juggle  the  billions 

of  constant  inputs  that  could  easily 

swamp   network  bandwidth.  This  is 

Estrin's  top  priority  at  the  James      serve 

project.  Ethernet  and  TCP/IP,  the  inter- 

ot's  two  fundamental  protocols  for  shut- 

■ig  data  around,  are  poorly  suited  for 

'■  '.v-power  wireless  sensor  networks.  The 

^  i.r  compensates  for  its  habit  of  losing  or 

'Ming  lots  of  data  packets  by  constandy 

">iing  to  the  same  address,  leaning 

'.    on  plugged-in  servers  at  the  edge 

1.  nt  twork,  fast  Cisco  routers  and 

i;  bandwidth  in  between. 

:  I's  scheme,  still  in  rudimentary 


home.  The  TV,  light  switches,  show 
heads  and  air  conditioners  could  aui 
matically  respond  to  a  person's  wisj|^ 
and  location.  In  five  to  ten  years,  "peo 
will  no  longer  need  to  carry  ID,  keys 
money,  because  sensors  will  recogr 
their  face,"  notes  Tatsuro  Ichihara,  a  \ 
president  at  Japan's  Omron,  one  of 
world's  leading  sensormakers. 

The  hitch:  These  always-on  netw( 
are  a  snooper's  dream  come  true,  put 
each  citizen  in  the  same  situation  as 
squirrel  in  the  James  Reserve.  "Tl 
would  be  a  whole  suite  of  sensors  i: 
room  that  could  tell  you  how  many  n 
pie  are  there  and  what  they  are  say 
The  implications  of  this  are  so  hug< 
need  to  get  sociologists  and  legal  pe 
thinking  about  this  early,"  says  Rog( 
Howe,  director  of  the  Sensor  &  Actus 
Center  at  UC  Berkeley. 
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Good  Enough  Isn't 


Only  in  technology 

and  horseshoes 

does  close  count. 

Techies  never  seem 

toseewhythafs 

not  good  enough. 


BUSINESS  GURUS  LOVE  TO  APPLY  THE  "80-20  RULE"  TO 
anything  and  everything.  You  know  the  mantra:  20% 
of  your  customers  deliver  80%  of  your  profits;  20%  of 
programming  code  produces  80%  of  a  program's 
functions;  20%  of  your  employees  do  80%  of  the 
work.  The  personal  technology  industry  often  takes  this  concept 
to  a  perverse  extreme.  Since  it  takes  four  times  as  long  to  finish 
the  last  20%  of  the  job  as  it  does  to  do  the  easy  stuff,  why  not  get 
a  jump  on  competitors'  shipping  schedules  by  stopping  at  okay 
instead  of  striving  for  perfection? 

That  philosophy  has  worked  wonders  for  Microsoft,  whose 
longtime  customers  used  to  wait  for  products'  third  editions, 
but  have  come  to  realize  that 
bug  fixes  never  stop.  Of  course, 
monopolies  don't  have  to  worry 
much  about  competing  on 
quality. 

Yet  the  "good  enough"  ap- 
proach takes  root  even  in  com- 
petitive markets.  Thanks  to 
years  of  maddening  "Can  you 
hear  me?"  cellular  telephone 
service,  consumers  correctly 
suspect  that  fantasies  of  daz- 
zling 3G  services  may  be  a  bit  premature  in  an  environment 
where  plain  old  voice  calls  still  break  up  and  drop  off.  When 
simple  features  like  voice  mail  don't  work  dependably — you 
miss  an  incoming  call,  and  it  takes  two  hours  to  get  the  notifi- 
cation— how  likely  is  it  that  you'll  rush  to 
pay  extra  for  a  new  phone  designed  to 
deliver  snapshots  and  video? 

Only  in  technology  and  horseshoes 
does  close  count,  and  the  tech  world 
rarely  seems  to  understand  why  that  may 
not  be  good  enough.  Yet  the  best  modern 
products  accustom  us  to  reliability.  Cross- 
country flights  rarely  plummet  ft-om  the 
sky.  Cars  don't  mysteriously  fail  every  day 
or  two.  TVs  never  need  rebooting. 

My  old  refrigerator  ran  24/7  for 
nearly  15  years  before  the  icemaker 
needed  fixing.  From  day  one,  the  fancy 
new  ft-idge  that  replaced  it  began  cranking 
out  so  much  ice  that  cubes  kept  forcing 
open  the  freezer  door  even  i'fter  I  flipped 
the  icemaker  switch  to  "off."  The  t;  Jorit? 
A  defective  light  sensor  and  circuit  board 
much  techier  than  the  old  one's  clunky — 
but  dependable — lever  arm. 
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When  something  becomes 
reliable,  people  come  to  depend 
on  it.  In  the  early  days  of  e-mail, 
you  could  never  be  sure  that  a 
message  sent  from  one  kind  of 
system  would  reach  another — 
kind  of  the  way  instant  messag- 
ing is  now.  E-mail  incompatibil- 
ities remain,  but  notes  go  astray 
so  rarely  now  that  when  a  mis- 
sive doesn't  reach  its  destina- 
tion, we  assume  the  sender 
goofed  somehow. 

But  despite  years  of  development,  continuous  dictation 
software  hasn't  reached  a  level  of  reliability  most  people  would 
consider  acceptable.  We  don't  expect  absolute  perfection;  we 
are  willing  to  accept  the  notion  that  the  computer  may  never 
understand  our  pronunciation  of  Zbigniew  Brzezinski.  But 
even  a  95%  accuracy  rate  forces  users  to  fix  every  20th  word — 
a  satisfactory  ratio  for  most  people  only  if  correcting  errors  is 
simple  and  easy. 

A  recent  struggle  with  Release  10  of  IBM's  ViaVoice  software 
suggests  that  the  developers  haven't  bothered  to  fix  long-stand- 
ing problems  with  both  recognition  and  correction.  It  eventu- 
ally irritated  me  to  the  point  that  I  uttered  a  phrase  the  system 
incorrectly  recognized  as  "Five  Q." 

The  80-20  mentality  in  fullest  flower  appeared  during  the  ] 
Internet  boom  in  products  like  the  various  "Internet  appliances" 

that  did  everything  but  what 
you  wanted  them  to.  Today's 
best  example  is  desktop  soft- 
ware for  the  Linux  platform, 
where  programs  do  a  reason- 
able fraction  of  what  you 
expect  them  to,  then  abruptiy 
stop  short.  It's  as  though  the 
developers  figured  that  since 
80%  was  good  enough,  they'i 
work  only  Mondays  and  tai 
the  rest  of  the  week  off. 

Linux  printer  drivers  ten 
to  handle  the  simplest 
printing  functions  and  leav 
out  the  rest.  Help  screen 
often  omit  everything  but  th 
most  rudimentary  informa 
tion  and  the  most  arcan« 
Compare  these  programs  t 
the    admittedly    imperfei 
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Want  to  show  something  off?  You  can  gather  all  the  stuff 
you'll  need  and  hit  the  road,  but  why  burn  the  time  and 
money?  A  WebEx  online  meeting  is  the  way  to  go. 
No  matter  where  you  are,  all  you  need  is  a  browser 
and  WebEx  delivers  a  live,  incredibly  interactive, 
online  meeting  experience.  Whether  it's  sales, 
raining,  seminars  or  technical  support,  you  can  call  a  meeting  on  the  fly  and 
nstantly  put  the  power  of  integrated  data,  voice  and  video  to  work.  You'll  cut  costs, 
loost  sales  and  massively  increase  productivity.  If  you've  never  seen  WebEx  in  action, 
isit  webex.com/freeshowinq  and  we'll  show  you  our  stuff. 


webex 

online  meetings 


:all  now  for  a  fre^jte'«if|^  877-50-WEBEX  tWeVe'got  to  start  meeting  like  this. 
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The  most  important  component  in  an  end-to-ei\ 
integrated  IP  networl<  is  ttie  beginning. 

Top  executives  understand  the  importance  of  having  a  plan,  particularly  when  it  comes  to 
implementing  a  single,  simplified  network  that  combines  voice,  video  and  data.  And  Sprin; 
understands  the  importance  of  helping  you  create  that  plan  carefully  and  comprehensively^ 
and  build  an  IP  future  with  a  customized  solution  designed  to  optimize  the  positive  impac 
such  a  network  can  have  on  your  enterprise. 

We  can  help  you  do  it  with  highly  collaborative  and  detailed  planning.  With  shared  vision, 
focus  and  strength.  With  relationships  such  as  those  with  Cisco  Systems®,  whose  Cisco' 
AWID  (Architecture  for  Voice,  Video  and  Integrated  Data)  has  made  them  a  world  leader  inp 
convergence  technology.  With  a  100%  digital,  fiber-optic,  self-healing  nationwide  network.^  *l 
With  the  SphntTier  1  OC-48/OC-192  IP  backbone.  This  approach  has  resulted  in  network  j'fick 
reliability,  performance  and  innovations,  backed  by  industry-leading  Service  Level  liitei 

Agreements  and  unsurpassed  IP  connection  and  voice  quality. 


At  the  bottom  line,  few  things  can  be  as  rewarding  for  your  enterprise  as  a  well-planned, 
implemented  and  managed  IP  integrated  strategy.  And  few  things  can  be  more  destructivi 
than  IP  false  starts,  piecemeal  rather  than  turnkey  solutions  or  a  provider  who  proposes 
answers  without  asking  questions.  i 

I 

So  let's  start  planning  today.  Call  1-888-970-4466  or  your  Sprint  account     \ 
executive  to  set  an  appointment.  Or  visit  www.ipmultiservice.com/sprint. 
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idows  and  Mac  competition,  and  you 
:over  the  difference  between  well- 
ming  amateurs  and  profit-hungry 
fessionals.  But  professionals  drop 
ity  of  balls  at  the  20-yard  line  too;  just 
:k  out  the  computer  industry's  seem- 
V  endless  software  securitv  fumbles. 


Tech  products  ought  to  work  as  reliably 
as  refrigerators — the  old  ones — instead  of 
saddling  us  with  their  "good  enough" 
shortcomings.  Consumers  are  right  to  mis- 
trust the  tech  world's  frequent  knee-jerk  re- 
sponse that  highly  reliable  products  are 
simply  too  much  to  ask  for.  F 


Multimedia  Midget 


Now  and  then  a  product  turns  out  to  be  both  uniquely  interesting— and 
uniquely  clueless.  Meet  the  French-designed  $399.95  Archos  Jukebox 
Multimedia  20,  a  portable  music  player  that  also  displays  photos  and 
ideo.  Its  versatility  makes  it  a  harbinger  of  future  portable  packages.  Its  design 
elegates  it  to  the  Closet  of  Silly  Technology. 

The  thing  looks  a  bit  like  an  overgrown  iPod— but  uglier.  Gaffes  begin  with 
he  AC  charger,  whose  connector  also  fits  the  headphone  and  input  jacks.  The 
lower-on  light  appears  before  it's  okay  to  let  go  of  the  "On"  button. 

The  unit  connects  to  computers  via  USB  (optional  faster  connectors  are  due 

soon).  Once  hooked  up,  the  Jukebox 
appears  as  a  hard  drive  on  the  system, 
ready  to  accept  up  to  20  gigabytes  of 
music,  video  or  other  data. 
,^^^^  ,^^^  The  Jukebox  can  play  music  in  MP3 

C^gd^^^^^^^Mj^^^B    format  and  create  MP3  files  from  external 
^^hIH^^      '^^^^5^11    analog  sources.  It  comes  with  Music- 
^^^■R    \«  jKHiS    Match  software,  but  there's  no  easy  way 

to  synch  the  Jukebox's  music  library  with 

\^  g^^  I^^^H    what's  on  the  computer— or  even  use 

^^^%         ^flH[    MusicMatch's  playlists.  You  can  create 
^^^y        ^k     '^    playlists  on  the  Jukebox,  but  the  unit's 

baffling  user  interface  and  slow  response 
will  not  have  you  singing  a  happy  tune. 

The  minuscule  1.5-inch  color  LCD 
screen  is  an  ideal  size— if  you're  an  in- 
Bct.  Though  reasonably  bright,  it  flickers  whenever  the  hard  drive  turns  on  or 
ff.  It  can  show  standard  JPEG  and  bitmap  images,  but  those  stored  as  big  files 
ickle  slowly  down  the  tiny  screen.  When  it  comes  to  video,  if  you  regularly  cre- 
re  AVI  files  in  the  MPEG4  Simple  Profile  format  with  MP3  soundtrack  and  a  maxi- 
lum  of  352  X  288  pixels— doesn't  everybody?— this  could  be  the  product  of 
3ur  dreams.  If  not,  expect  nightmares.  Archos  includes  puzzling  conversion 
jftware;  on  my  first  try,  it  squeezed  a  movie  trailer  from  the  Web  into  a  file  that 
16  Jukebox  played  with  a  vertically  squished  image  and  out-of-synch  sound. 
The  Jukebox  comes  with  a  cable  that  connects  it  to  a  standard  TV.  On  the 
ig  screen,  photos  look  okay  and  video  can  match  low-quality  VHS  tapes.  But 
le  cord  is  too  short  to  reach  rear  inputs,  and  a  remote  control  is  not  available. 

Archos  offers  adapters  for  CompactFlash  and  SmartMedia  cards.  A  forthcom- 
ig  $99.95  camera  module  unavailable  to  me  is  supposed  to  record  1.3-megapixel 
hotos  and  medium-resolution  video  directly  onto  the  hard  drive.  But  to  para- 
nrase  the  company's  awful  Web  site,  which  advises,  "We  hardly  recommend  you 
ot  to  replace  the  batteries,"  I  hardly  recommend  this  product  at  all.  — S./W. 


FV^f*hP<  I  Stephen  Manes  (steve@cranky.com)  was  cohost  of  D/g/fa/  Quo  and  has  been  covering 
y<JIUCa  I  ,gjhnology  for  nearly  two  decades.  Visit  his  home  page  at  www  forbes.cDm/manes. 
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The  Cisco  Powered  Network 
signature  says  a  service 
provider  delivers  its  IP 
Telephony  service  over  an 
end-to-end  Cisco  network, 
featuring  world-class  Cisco 
AVVID  (Architecture  for  Voice, 
Video,  and  Integrated  Data) 
convergence  technology.  And 
it  says  you're  signing  up  for 
the  IP  reliability,  performance, 
savings,  and  ROI  your  enter- 
prise needs. To  download  the 
FREE  Cisco  Powered  Network 
"Guide  to  Outsourcing',' 


visit 


—  www.ipmultiservice.com/cisco 
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Safety  in  Numbers 

Tiny  glass  spheres  and  a  laser  beam  team  up  to  create  an  uncrackable  code. 


BY  EMILY  LAMBERT 

IN  MEDIEVAL  DAYS,  NOBLEMEN  USED  WAX  SEALS  TO  PROTECT 
sensitive  information.  Nowadays  we  use  numerical  passwords. 
The  latest  evolution  in  data  security  leaves  numbers  behind 
and  returns  to  the  physical  world:  A  plastic  token  filled  with 
microscopic  glass  spheres,  and  it  looks  like  a  much  harder  nut  to 
crack  than  the  codes  of  the  past. 

The  cryptographic  token,  in  development  for  a  year  at 
MIT's  Center  for  Bits  and  Atoms,  is  the  size  of  a  postage  stamp 
and  as  thick  as  a  credit  card.  Each  one  is  stuffed  with  several 
hundred  tiny  glass  spheres  or  shards,  of  random  size  and  glued 
in  place  in  a  random  pattern  so  that  each  token,  which  can  be 
inserted  in  a  credit  card,  is  unique.  Now  shine  a  tiny  laser  beam 
through  the  token,  noting  exactly  where  and  at  what  angle  you 
aimed  the  beam.  The  resulting  splatter  of  light  is  recorded  by  a 
camera  and  converted  into  a  2,400-bit  key,  or  a  string  of  2,400 
zeros  and  ones.  Store  the  key  and  the  location/angle.  Repeat  the 
process  100  times.  Put  the  readings  in  a  secure  database — on, 
say,  a  mainframe  owned  by  the  credit  card  issuer.  Now  deliver 
the  credit  card  to  the  user. 

When  the  card  is  used,  the  retailer's  card  reader  takes  a  laser 


Through  a  Sphere,  Securely 


reading  at  a  specified  spot  and  from  a  specified  angle.  The  strii 
of  zeros  and  ones  is  checked  against  the  database  of  100  keys. 
75%  match  is  good  enough — you  can't  expect  a  perfect  mat 
because  specks  of  dust  might  throw  it  off.  Note  that  two  rando 
strings  of  2,400  bits  are  going  to  match,  on  average,  at  1,200  p 
sitions,  so  a  match  at  1,800  is  strong  evidence  that  the  card  is  leg 

A  key,  used  once,  cannot  be  used  again.  That  stops  a  thi 
who  intercepts  a  key  and  tries  to  use  it  in  a  fraudulent  trans, 
tion.  The  randomness  of  the  token,  meanwhile,  is  designed 
thwart  a  different  kind  of  fraud,  in  which  the  bad  guy  make 
clone  of  the  credit  card.  Even  a  well-equipped  hacker  can't  l 
microscopic  glass  shards  to  fall  into  a  prearranged  pattern,  s. 
Ravikanth  Pappu,  a  co-inventor  of  the  technology.  When  the  ci 
tomer  has  used  up  all  100  keys  in  the  database,  he  goes  to  a  secure  r 
ATM-like  machine  that  takes  more  laser  readings  at  different  spok 
and  transmits  the  keys  to  the  database. 

A  Cambridge,  Mass.  outfit  called  ThingMagic  is  talking 
potential  partners  about  commercializing  the  technology,  argui 
that  a  token  can  be  made  for  a  penny — cheap  enough  that 
token  could  be  embedded  in  packaging  to  detect  tampering. 


ThingMagic's  experimental  authentication  scheme  replaces  a  password  with  a  plastic  token  full  of  microscopic  glass  spheres.  A 
laser  shines  through  the  spheres  and  casts  a  pattern,  which  is  converted  into  a  2,400-bit  string  of  ones  and  zeros.  The  string  is  j 
compared  with  100  or  so  others  on  file  in  a  database.  If  75%  of  the  digits'  locations  match  up,  your  identity  is  accepted. 
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The  world  needs  our  air  conditioning. 


rv 


When  Or.  Willis  H.  Carrier  invented  modern  air  conditioning  100  years  ago,  tie 

changed  the  world  by  making  work  and  living  conditions  better  for  everyone. 

Since  then,  Dr.  Carrier's  company  has  never  stopped  making  air  conditioning 

better.  And  now.  or,  its  lOO-year  anniversary,  we've  reinvented  air 

conditioning,  once  a^a^n. 

The  new  Evergreer,  !     '       cveloped  by  Carrier,  a  United  Technologies 

company,  is  the  worlOo  n.oit  eff.cie.nt.  non-ozone -depleting  chiller  in  its 

class.  In  other  words,  it  saves  money  a-ii  i^e  environnient  at  the  same 

time.  Combining  such  radical  innovation  anc.  f>nviroiimR.it3l  responsibility 

comes  second  nature  to  us.  (After  all.  we  live  here  too  ) 

For  instance,  UTC  is  the  only  commercial  supplier  of  stationary  fuel 

www.utc.com  NYSE:utx 


OTIS      •      CARRIER      •      PRATT    S.    WHITNEY      •      SIKCI^SKY 


cells,  the  non-polluting,  emission-free  power  source 
that  drives  the  world's  most  innovative  vehicles.  And 
in  our  own  manufacturing,  UTC  generates  83%  less 
hazardous  waste  than  it  did  in  1988. 
Our  mission  is  a  further  60%  reduction  by  2007  in  all 
waste  along  with  a  25%  reduction  of  energy  and  water 
consumption.  The  Evergreen  Chiller  will  help  us  meet 
our  environmental  commitments  while  giving  the  world 
what  it  needs:  Air  conditioning  that  does  everything 
it  should  do  without  doing  anything  it  shouldn't. 
How  cool  is  that? 


^  United 
Technologl 


HAMILTON    SUNDSTRAND 
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Blue  Streak 

Snake  oil?  No,  emu  oil.  Jack 
McClung  is  up  against  copycats 
and  regulators  as  his  pain 
ointment  goes  mainstream. 

BY  DIRK  SMILLIE 


A^ 


MARKETING 


. 


made  (until  recently)  in  infomercials  for 
Super  Blue  Stuff.  The  skin  cream,  he 
vowed,  repeatedly  and  preacher-like,  was 
"guaranteed  to  relieve  all  kinds  of  chronic 
pain  in  five  minutes." 

Bald-headed  and  plainspoken, 
McClung,  68,  apparently  flew  under  the 
FTC's  radar  for  almost  two  years  even 
though  he  spent  as  much  as  $1.7  million 
some  weeks — $46  million,  or  a  spine-tin- 
gling 60%  of  sales,  through  the  third  quar- 
ter of  this  year — to  air  the  hard-to-miss 
advertorials,  which  also  starred  semi- 
celebs  such  as  former  Major  League  Base- 
baller  Jim  Lefebvre.  "This  is  the  most 
amazing  product  you  are  going  to  try," 
McClung  raved. 

Grandiose  claims  and  testi- 
monials from  users  helped 
make  Super  Blue  Stuff  an 
amazing  success,  with  sales  that 
McClung  says  totaled  $77  mil- 
lion through  the  third  quarter, 
more  than  triple   full-year 
2001  revenue.  Although  Super 
Blue  Stuff  is  sold  in  365  small 
independent     stores     and 
through  a  200-person  direct- 
sales  force,  a  majority  of  its 
sales  come  over  the  toll-free 
line  McClung  broadcasts 
on  his  infomercials. 

But  now  this  modern- 
day  P.T.  Barnum  must  dra- 
matically modify  his  pro- 
mises of  Super  Blue  Stuffs 
wizardry  as  he  pushes  for  even  more 
growth.  After  telling  the  FTC  lawyers  to 
take  a  swim,  McClung  says,  he  recently 
caved  and  agreed  to  pay  $3  million  to 
atone  for  past  grandiloquence.  The  FTC 
refuses  to  comment. 

Now  McClung  is  redoing  his 
infomercials,  in  which  he  says  only  that 
Super  Blue  Stuff  provides  temporary 
relief  of  arthritis,  muscle  strains  and 
bruises.  He's  also  adding  disclaimers, 
including  "individual  results  may  vary," 
to  packaging.  "We're  just  country  folks," 
he  sighs.  "We  didn't  know  no  better." 

Super  Blue  Stuff  is  made  from  a 
witches'  brew  of  ingredients:  emu  oil, 
aloe  vera  and  methyl  siJfonyl  methane 
(msm).  Aloe  vera  and  emu  oil,  extracted 
from  the  fat  on  the  backs  of  the  ostrich- 
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Roll-On 

'MSM' 


Hot  stuff:  Pain  goo 
contains  emu  oil, 
aloe  vera,  MSM. 


like  birds,  have  been  used  as  soothing 
anti-inflammatory  agents  for  years.  But 
MSM's  effectiveness  and  safety  as  a  pain 
reliever  in  humans  haven't  been  scien- 
tifically determined.  It's  derived  from 
dimethyl  sulfoxide  (DMSO),  which  was 
promoted  as  a  pain  reliever  in  the  1960s 
and  1970s  until  scientists  discovered  in 
animal  tests  that  it  caused  eye  damage 
in  high  doses.  These  days  DMSO  is  most 
often  used  by  veterinarians  for  horses 
and  dogs  with  sore  joints. 

A  muzzle  doesn't  suit  McClung,  but 
he's  willing  to  ratchet  down  his  claims 
since  Super  Blue  Stuff  is  about  to  go 
mainstream.  As  of  next  month  his  gel, 
which  costs  $30  per  4-ounce  jar,  wiU  be 
sold  in  4,100  CVS  drugstores.  It  will  be 
placed  alongside  more  established  and 
less  expensive  pain  ointments,  such  as 
Ben-Gay  ($8.59  for  a  4-ounce  tube). 
CVS  plans  to  make  Blue  Stuff  stand 
out — ^jump  out,  even — with  cardboard 
cutouts  of  McClung's  face  alongside 
its  display.  The  drugstore  chain  locked 
up  exclusive  rights  to  Super  Blue 
Stuff  for  three  months,  after  which 
McClung  can  sell  it 
to  other  retailers. 
"We're  catching  a 
huge  wave  of  con- 
sumer   enthusiasm 
building  around  Blue 
Stuff,"  says  a  CVS  spokesman. 
That  enthusiasm  is  spawn- 
ing some  pretenders,  some- 
thing McClung  fears  will  eat  into  his 
franchise.  He  counts  23  imitators,  such  as 
RiteAid's  BlueGel.  "We're  the  most 
knocked-off  product  in  infomercial 
history,"   McClung  says,  part  boast, 
part  gripe. 

But  copycats  aren't  his  only  worry. 
McClung  is  trying  to  boost  the  size  of  his 
emu  herd,  which  now  totals  5,000  birds, 
each  good  for  two  gallons  of  oil.  He 
hopes  to  bolster  his  supply  with  emu  oil 
from  other  sources,  but  it's  getting  more 
expensive  as  demand  increases.  LB 
Processors  of  Chapmansboro,  Tenn.,  an 
emu  oil  processor,  says  the  wholesale 
price  for  emu  fat  in  the  U.S.  has  recently 
doubled  to  $6  to  $8  a  pound  in  part  be- 
cause of  Blue  StutTs  popularity. 

Rising  costs  will  cut  into  profit. 


McClung,  whose  privately  held  cpmp; 
Blue  Stuff  Inc.,  is  based  in  Oklahon 
City,  is  uncharacteristically  cagey  when 
comes  to  talking  about  green  stuff,  but 
lets  slip  that  he  pulled  in  $6  million 
profit  in  the  first  quarter  on  sales  of 
namesake  goo.  He  sold  325,000  jars 
March  alone.  All  but  10%  of  his  reveni 
comes  fi-om  Super  Blue  Stuff,  although 
offers  other  products  made  with  emu  o 
meat  and  leather,  including  shampo 
jerky  and  handbags  on  his  Web  sit 
www.bluestuff.com. 

McClung  got  the  idea  for  Blue  St 
in  1996  when  he  met  an  emu  bree 
who  was  selling  an  emu-oil  product  a! 
pain  reliever.  At  the  time,  McClung, 
farmer-turned- restaurateur,  was  servii 
emu  burgers  at  his  then-restaurant, 
BBQ  &  Catfish.  He  was  also  starting 
figure  out,  along  with  a  number  of  oth 
emu  ranchers  in  the  mid-1990s,  th 
meat  of  the  flightless  animal,  desj: 
being  low  in  fat  and  cholesterol,  doesii 
fly  with  diners. 

McClung  asked  a  cosmetics  lab 
whip  up  a  rub  made  from  the  oil  ar 
aloe  vera,  which  he  started  selling  to  h 
aging,  aching  restaurant  customers  i 
sterilized  ketchup  bottles  in  1998.  Salt 
were  so  brisk  McClung  then  opened 
so-called  pain  clinic  to  demonstrate  an 
sell  the  blue-tinted  cream.  Unknowing 
subscribing  to  Dr.  Samuel  Johnson's  fi 
mous  definition  of  advertisin 
"promise,  large  promise,"  McClur 
hung  a  sign  outside  that  said  "Pain  Reli 
in  5  Minutes!"  McClung  says  as  mai 
as  100  people  a  day  came  in  for  relief' 
everything  from  shingles  to  spider  bite 
He  confides  that  he  sticks  the  cream 
his  ear  to  reduce  altitude-related  po; 
ping  on  airplane  flights.  There  is  i 
claim  that  it  will  cure  problems  in  yo 
stock  portfolio. 

A  stubborn  fellow,  McClung  h 
commissioned  clinical  tests  that  he  hop 
will  prove  his  belief  that  Super  Blue  Sti 
is  good  for  a  variety  of  aches  and  pains, 
that  happens,  he'd  like  to  resurrect  his  c 
claims  for  traditional  TV  commercii 
and  print  ads  next  year.  "There's  alm( 
nothing  you  can't  use  it  for,"  he  says,  f< 
getting  his  muzzle. 

Old  habits  die  hard. 
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Prints  the  reports  at  up  to  15  ppm. 

documents  or  bound  reports, 
received  on  plain  paper, 
color  at  the  touch  of  a  button, 
president/owner  look  good. 
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>  your  company  and  your  hard  earn,  ^^^^ 
erything  has  to  do  more  than  expeJBDKir  all-in-one  MFCs 
i  made  for  people  like  you.  They're  designed  to  do  everything 
u  need  and  then  some.  And  with  more  than  10  models  to 
oose  from,  PC  or  Mac  compatible,  finding  one  with  the 
rformance  and  price  you're  looking  for  won't  be  a  problem. 

.me  even  have  the  ability  to  print  from  a  digital  camera 
thout  a  PC.  You  don't  need  five  separate  machines.  All  you 
ed  is  the  right  one. 

A  VARIETY  OF  MODELS  AVAILABLE  AT: 

)ffice  Depot,  OfficeMax,  Staples,  J&R  ComputerWorld,  Global  Computer  Supplies, 
•mpUSA,  MicroCenter,  Fry's,  PC  Connection,  MicroWarehouse,  CDW,  Insight,  PC  Mall, 
I  Quill,  Viking,  Dell,  Amazon.com  and  Gateway.com 


FLATBED  MFC 


LASER  FLATBED  MF 
From  $399 


LASER  MFC 
From  $299 


At  your  side. 
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The  SKeraton  Service  Promise 

If  you're  not  eiitirely^Satisfied.  we'll  take  care  of  it.  And 
we'll  make  it  up  to  you  with  an  instant  discount,  points 
lor  our  reward&uroorain,  even  money  back.  And  that's 
a  promise.  Cll|^^fe>_  )35  or  vour  travel  planner. 

Visit  sherati^Htt^  Best  rates,  g-uaranteed. 
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Storage  king  Wayne  Hughes 
won't  be  boxed  in  by  high  debt. 

JW  A^  "1  A  ■1^^  EAL  ESTATE  AND  DEBT.  MIGHT 

\l\   f^\  "i^  l"  #Tr  ^\  £\  C^  /■  m    t^\        B^^^B  as  wdl  be  milk  and  cookies. 

VA\JJ[      l."rxVf  t~Tt.   I  WJ        P^Most    property    investors 

m^^  ^^^  H     H  wouldn't  dream  of  paying 

^""^  "     ^^  cash,  not  when  they  can  bor- 

row at  6%  and  use  the  bucks  to  buy 
commercial  properties  yielding  9%. 

You  can  see  why  real  estate  invest- 
ment trusts  are  seduced  by  the  spread. 
Put  down  10%  and  borrow  the  rest, 
and  your  9%  cash-on-cash  return 
blows  out  to  36%.  Capital  gains,  if  there 
are  any,  are  magnified  even  more. 
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ighly  leveraged  REIT  can  easily  create  the  illusion  of  growth, 
might  be  better  off  with  a  more  conservative  player. 

TIPHANE  FITCH 
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In  Their  Debt 


Heavy  leverage  is  supposed  to  pump  up  earnings.  That's  true  for  Rouse,  as  seen  in  the  AFFO  column.  But  many  of  its  high-debt 
brethren  are  suffering  from  the  recession-in  addition  to  high  interest  tabs.  For  low-debt  REITs,  however,  both  AFFO  earnings  an 
the  broader  Ebitda  are  healthier,  as  is  dividend  growth.  Dividends  are  a  big  reason  people  "buy  REITs. 


Company/property  type 
HIGH-DEBT  REITS 


Recent 
price 


Dividend 
yield 


Leverage 
ratio 


3-YEAR  ANNUAL  GROWTH 


Dividend 


Ebitda^ 


AFFO' 


Enterprise 
multiple' 


Associated  Estates  Realty/apartments 


$8 


13.0% 


80% 


-10.3% 


-15.1% 


-13.0% 


10 


Crown  Amer  Realty  Trust/malls 


9.2 


69 


1.6 


6.1 


-01.1 


10 


Developers  Diversified  Realty/strip  centers         21 


7.0 


62 


4.0 


8.2 


03.9 


12 


Felcor  Lodging  Trust/hotels 


13 


4.7 


69 


-11.4 


-10.7 


-27.2 


28 


l^leristar  Hospitality/hotels 


0.5 


79 


20.5 


-10.2 


-23.4 


28 


Rouse  Co/malls 


31 


4.9 


65 


8.4 


6.4 


09.5 


15 


Average 


2.1 


-2.5 


-08.6 


17 


LOW-DEBT  REITS 


Avalonbay  Communities/apartments 


$41 


6.8% 


44 


9.4 


6.7 


06.1 


11 


Pan  Pacific  Retail  Properties/strip  centers 


34 


5.5 


40 


5.1 


76 


08.4 


13 


Public  Storage/public  storage 


32 


5.7 


39 


21.3 


10.2 


03.4 


12 


Reckson  Associates  Realty/office 


22 


75 


41 


8.7 


78 


00.7 


21 


Sun  Communities/mobile  home  parks 


36 


6.5 


40 


3.5 


4.2 


07.8 


14 


Washington  REIT/diversified 


25 


5.6 


32 


5.7 


10.3 


074 


13 


Average 


9.0 


78 


05.6 


14 


'Earnings  before  interest,  taxes,  depreciation  and  amortization.  ^Adjusted  Funds  From  Operations.  Net  income  plus  depreciation,  minus  upkeep  expenses.  For  Meristar,  Rouse  and  Pan  Pacific, 
only  net  plus  depreciation  is  available.  'Enterprise  value  (debt  plus  equity  minus  cash)  divided  by  operating  Ebitda.  Sources:  Green  Street  Advisors;  Market  Guide  via  FactSet  Research  Systetili 


What's  the  catch?  The  simple  fact  that 
rents  and  property  values  are  not  guaran- 
teed. When  they  fall,  the  leverage  works  in 
reverse.  It  depresses  returns  and  can  even 
lead  to  a  wipeout  of  your  investment. 

Look  at  the  Chicago  real  estate  invest- 
ment trust  Prime  Group  Realty  Trust, 
whose  39  office  and  industrial  properties 
include  several  plum  skyscrapers  in 
Chicago.  Prime  has  terrific  assets,  but  it's 
in  big  trouble  and  has  seen  its  shares  fall 


12%  in  2000  and  18%  last  year.  Reschke, 
who'd  compounded  his  own  problems  by 
taking  high-interest  margin  loans  to  buy 
Prime  Group  stock  (FORBES,  Feb.  18) 
resigned  from  Prime  Group  in  April. 

Does  leverage  enable  a  REIT  to  boost 
its  dividend  yield?  Not  as  often  as  you 
would  expect.  With  help  from  Green 
Street  Advisors,  the  REIT  research  bou- 
tique in  Newport  Beach,  Calif.,  we  looked 
at  REITs  at  the  two  extremes  of  the  lever- 


year  annualized  earnings  growth 
9.5% — the  best  of  any  REIT  in  our  table-, 
as  measured  by  something  called  "a 
justed  funds  from  operations."  The  AFPf 
of  hotel  trust  Felcor  Lodging  Trust  at 
apartment  owner  Associated  Estates  Pi 
alty,  though,  are  suffering  because  rent; 
are  off.  (AFFO  is  net  income  plus  deprc' 
ation,  minus  routine  capital  expenses  li 
new  parking  lots.  The  principal  differer 
between  Ebitda  and  AFFO  is  that  inten 


"The  problem  with  borrowing  money  is  there's  always  some 
[expletive]  WHO  WANTS  HIS  MONEYMCKZ' 


75%  since  its  1997  initial  public  offering 
because,  very  simply,  it  has  been  carrying 
too  much  debt.  Prime's  chairman, 
Michael  Reschke,  ran  up  the  REIT's  debt 
load  to  $1.1  billion,  or  90%  of  the  value 
of  its  real  estate  assets.  Last  year  the  REIT 
poured  60%  of  its  Ebitda  (earnings 
before  interest,  taxes  and  depreciation) 
into  interest  payi.i?nts. 

When  times  were  good,  the  high  debt 
pushed  up  Prime's  growth  in  earnings. 
Prime  Group's  bottom  line  soared  12% 
in  1999.  Then  came  the  cooling  economy 
and  a  gruesome  turnaround.  Earnings  fell 
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age  spectrum  (see  table).  The  big-debt 
ones  aren't  offering  their  investors  juicier 
dividends,  at  least  for  now.  Maybe  if  they 
stop  borrowing  and  buying  more  build- 
ings— as  unlikely  as  a  shark  stopping  eat- 
ing— and  the  debts  finally  get  paid  off, 
then  their  yields  will  surge.  For  now,  the 
point  remains:  Why  take  on  more  risk  for 
nothing-extra  yields? 

Note  how  leverage  can  magnify 
mediocre  growth  in  preinterest  operating 
income  into  a  nice-looking  growth  rate  on 
the  postinterest  bottom  line.  Mall  owner 
Rouse  Co.,  for  instance,  has  a  nice  three- 


and  maintenance-level  cap  spending  ; 
subtracted  in  the  calculation  of  AFFO.) 

Of  the  66  real  estate  companies  f 
lowed  by  Green  Street,  38  have  -di 
greater  than  50%  of  their  properti 
market  value.  Green  Street  analyst  Jon 
Fosheim  says  they  are  making  a  mista 
"Generally  I  think  it's  stupid  to  use  d 
of  any  kind  whatsoever,"  he  insists. 

One  REIT  heeding  his  entreatie: 
Glendale,  Calif -based  Public  Storage,  i 
by  longtime  Forbes  400  member 
Wayne  Hughes,  chief  executive,  and  H 
vey  Lenkin,  president.  It  has  accumula 


A  PERSPECTIVE  ON  GLOBAL  INVESTING 


If  YOU'RE  SEARCHING 
TORBARGAINS,  IT  PAYS  To 
^OW  V^ERE  TO  look: 


When  you  realize  that  95%  of 
the  world's  population  and  almost 
half  of  the  world's  investment 
opportunities  reside  overseas, 
you  gain  a  perspective  on  what 
global  investing  can  do  for  your 
portfolio.  Our  analysts  search  the 
world  for  stocks  that  we  believe 
are  priced  low  relative  to  their 
true  worth.  Then  we  subject  them 


To  uncover  hidden  investment  opportunities, 
you  must  often  travel  the  globe. 


it  generally  has  performed  well 
over  the  long  term.  For  exam- 
ple, the  fund  received  a  5-Star 
Overall  Morningstar  Rating™ 
by  Morningstar,  Inc.,  against  a 
category  of  243,  169  and  34 
world  stock  funds  for  the 
3-,  5-  and  10-year  periods 
respectively,  ended  8/31/02.' 
Of  course,  past  performance 


Templeton  Growth  Fund  |  Morningstar  Ratings™  8/3 


1/02* 


OVERALL 
•  •••• 


THREE  YEAR 
•  •••• 


***• 


***** 


to  demanding  research,  separating  actual  bargains 
from  merely  "cheap"  stocks. 

The  result:  Although  the  recent  performance 
of  the  Templeton  Growth  Fund  has  been  negative. 


does  not  guarantee  future  results. 

To  gain  further  perspective,  contact  your  invest- 
ment representative,  call  1-800-FRANKLIN  Ext.  T497 
or  visit  our  website  at  frankllntempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PERSPECTIVE™  > 

Franklin  Templeton  Distributors,  Inc ,  One  Franklin  Parkway,  San  Mateo.  CA  94403  Call  for  a  free  prospectus  containing  more  complete  fund  information,  includ- 
ing sales  charges,  expenses  and  risks.  Please  read  it  carefully  before  you  invest  or  send  money  Foreign  investing  involves  special  risks  including  currency  flue 
tuations  and  political  uncertainty. 

tSource  MORNINtM  8/31/02.  Past  performance  does  not  guarantee  future  results.  For  eacti  fund  witti  at  least  a  three-year  history,  Morningstar  calculates  a 
Morningstar  Rating"-'  based  on  a  Morningstar  Risk-Adjusted  Return  measure  that  accounts  for  variation  in  a  fund's  n-onthly  performance  (including  the  effects  of  sales 
charges  loads  and  redemption  fees),  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  The  top  10%  of  funds  in  each  category 
recewe  5  stars  the  next  22  5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22,5%  receive  2  stars  and  the  bottom  10%  receive  1  star  (Each  share  class  is 
counted  as  a  fraction  of  one  fund  within  ff-iis  scale  and  rated  separately,  which  may  cause  slight  variations  in  the  distribution  percentages,)  The  Overall  Morningstar  Rating 
for  a  fund  is  derived  from  a  weighted-average  of  the  performance  figures  associated  with  its  three-,  five-  and  ten-year  (if  applicable)  Morningstar  Rating  metrics, 
Morningstar  Rating  is  for  Class  A  shares  only;  other  classes  may  have  different  performance  characteristics,  ®2002  Morningstar,  Inc,  All  Rights  Reserved,  The  information 
contained  herein  is  proprietary  to  Morningstar  and/or  its  content  providers;  may  not  be  copied  or  distributed;  and  is  not  warranted  to  be  accurate,  complete  or  timely 
Neither  Morningstar  nor  its  content  prmiders  are  responsible  for  any  damages  or  losses  arising  from  any  use  of  this  infonnation.  For  more  cun-ent  performance  infor- 
mation, please  call  Franklin  Templeton  Investments  at  1  -800-342-5236.    roBio/o2 
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a  coiiection  of  1,500  self-storage  proper- 
ties worth  a  combined  $6  billion.  Against 
this,  their  debt  is  $122  million. 

"The  problem  with  borrowing 
money,"  says  Lenkin,  "is  that  there's 
always  some  [expletive]  who  wants  his" 
money  back."  Public  Storage  funds  pur- 
chases by  selling  common  equity  or  per- 
petual preferred  stock. 

Not  enough  other  REITs  are  following 
Public  Storage's  example.  Take  Crown 
American  Realty,  based  in  Johnstown,  Pa. 
Crown  owns  27  shopping  malls,  mostly 
along  the  East  Coast,  that  Green  Street 
figures  have  a  combined  fair  market  value 
of  $1.2  billion.  Crown  American's  AFFO 
earnings  are  flat  this  year,  but  they'll 
probably  rise  3.5%  next  year. 

Trouble  is.  Crown  is  carrying  $840 
million  in  debt  and  preferred — 69%  of 
the  fair  market  value  of  its  assets.  Smart 
investors  have  been  buying  another  REIT 
with  the  same  growth  prospects  and  less 
debt:  Washington  Real  Estate  Investment 
Trust  owns  59  properties,  including  10 
shopping  centers,  24  office  buildings  and 
16  industrial  properties,  worth  altogether 
$1.3  billion,  by  Fosheim's  estimate. 

Very  much  like  Crown,  Washington 


heim  and  his  crew  at  Green  Street.  The  re 
of  us  must  rely  on  a  somewhat  clumsy  ru 
of  thumb:  Leverage  of  10%  adds  about  1" 
to  a  REIT's  earnings  growth  rate.  So  suj 
pose  a  60%-leveraged  REIT  earned  $2 
share  last  year  and  grew  10%  to  $2.20 
share  this  year.  Subtracting  the  6%  kic 
from  leverage,  the  grovv^h  rate  is  nearer  1 
4%.  Something  like  12  of  the  20  cents  il 
new  earnings  wouldn't  have  appeared  i 
the  REIT  were  fi^ee  of  debt. 

Seasoned  REIT  investors  are  ahead  j 
handicapping  high-debt  stocks,  unfortu 
nately.  That's  why  Crown's  shares  trad 
at  1 1  times  AFFO  and  Washington  REIT 
at  a  lofty  15  times.  {Check  our  table  fa^ 
better  deals.) 

If  you're  looking  for  a  publicly  trade 
REIT  with  no  debt  at  all,  you're  almost  on 
of  luck.  The  exception  is  Atlanta-base 
Wells  Real  Estate  Investment  Trust,  ai 
intriguing,  if  eccentric,  way  of  avoidin 
the  leveraged  legions.  Wells  owns  64  offic 
buOdings  worth  $1.7  billion  (book  value 
and  has  no  mortgages  or  preferred  shar( ' 
out  at  all. 

Wells  sells  shares  directly  to  the  pu 
on  a  "best  efforts"  basis,  meaning  it  wi 
only  sell  enough  shares  to  meet  curreii 


i't( 


Rents  simply  aren't  guaranteed.  If  they 
fall,  then  DEET  WORKS  IN  REVERSE^ 


ifc 


REIT's  earnings  are  forecast  to  grow  3.6% 
next  year.  But  Washington  REIT  is  carry- 
ing far  less  debt — $4 1 5  million,  or  32%  of 
the  market  value  of  the  assets.  So  there's 
far  less  risk  here.  And  get  this:  Washing- 
ton REIT  is  doing  better  on  an  operating 
basis,  with  10.3%  annual  Ebitda  growth 
to  Crown's  6.1%. 

There  is  always  the  risk  that  grovs^th  in 
Ebitda  income  could  be  artificially  ftieled 
by  new  acquisitions.  So  keep  an  eye  as 
well  on  growth  in  AFFO.  If  a  REIT  borrows 
money  to  buy  another  strip  mall,  its 
Ebitda  surely  will  go  up,  but  AFFO  will 
only  rise  if  the  financing  is  cheap  in  rela- 
tion to  the  new  rental  income.  AFFO  is 
where  dividends  come  from.  If  it's  weak 
or  leteriorating,  you  don't  want  a  REIT 
when  the  dividend  yield  looks  good. 
Miey  managers  and  high-net-worth 
s  can  get  their  numbers  fi-om  Fos- 
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demand.  The  $10  shares  (they  haven' p 
changed  in  price  since  1998)  had  beei.p 
paying  a  7.75%  annual  yield.  F' 

Wells  does  file  regular  financial  state  p 
ments  with  the  Securities  &  Exchangrl 
Commission,  but  for  now,  the  stock  haf^i 
no  secondary  market.  That's  a  probler  p 
considering  that  Wells  recently  said  :pi 
would  trim  its  quarterly  dividend  yield  t  p 
7%.  Still,  you'll  never  lie  awake  at  nigl 
fi-etting  about  Wells  going  bankrupt.  ' 

Take  a  look  at  your  whole  portfolio,  "ly 
you  are  a  conservative  type,  you  might  oW 
both  a  leveraged  REIT  (like  Crown)  and 
Treasury  bond.  Think  about  selling  bot 
and  putting  all  the  money  into  a  low-leve 
age  REIT  like  Public  Storage.  Throug 
Crown  you  are,  indirectly,  borrowir 
money  at  6.9%  against  Crown's  mall 
Then  you  are  lending  those  dollars  to  tl 
Treasury  at  4.5%.  A  losing  proposition. 
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the  largest  decision  to  the  smallest  detail, 
are  hundreds  of  factors  that  contribute  to  the 
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"7776  USPS  is  making  it  easier  for  one 

person  or  a  small  group  of  people  to  do  the 

same  job  that  would  otherwise  need 

to  be  done  by  a  whole  staff." 

Devang  Suchde 
Owner,  Reflections  Diamonds  Inc. 


It's  all  about  being  able  to  live  up  to  a 

world  that  has  such  high  demands 

of  when  they  w&nt  things." 

Michael  Sergey 
Owner.  Living  Sea  Aquarium 


Signature  Confirmation™  service. 

Devang  Suchde,  owner  of  Reflections  Diamonds 
Inc.  in  Chicago,  also  takes  special  care  when 
shipping  his  products.  To  make  sure  his  diamonds 
arrive  at  their  proper  destinations,  Suchde  uses 

Signature  Confirmation 
service  with  Priority  Mail® 
packages.  For  a  business 
that  deals  with  such  high- 
value  items,  the  ability  to 
check  on  shipments  and 
see  who  signed  for  them 
can  be  of  utmost 
importance.  "It  can  be 
rude,  in  this  business,  to 
call  and  see  if  the  customer  received  my 
shipment...  it  helps  me  to  get  online  confirmation 
because  they  are  such  high  value." 

Customer-focused. 

Of  all  the  benefits  Sergey  and  Suchde  associate  with 
the  USPSf  one  of  the  most  powerful  is  the  pleased 
customer.  Suchde  earned  "a  customer  for  life"  after 
using  Global  Express  Mail®  delivery  to  ship  a 

particular  diamond  to  a 
London  client  who  wanted 
to  propose  to  his  girlfriend. 
And  after  introducing  a 
customer  to  a  hard-to-find 
food  that  her  finicky  fish 
"absolutely  went  nuts  over," 
Sergey  has  consistently 
filled  her  orders,  frozen 
and  on  time. 


"It's  all  about  being  able  to  live  up  to  a  world  that 
has  such  high  demands  of  when  they  want  things," 
said  Sergey.  "The  Postal  Service™  has  helped  us 
with  that  tremendously." 


To  hear  more  success  stories  from  the  United  States  Postal  Service, 
tune  in  to  the  Forbes  Radio  Channel  On  American  Airlines  or  log  on  to  www.usps.com 


-;agi3  symbol  is  a  trademark  of  the  United  States  Postal  Service.  ©2002  United  States  Postal  Service 
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Asset  Assessment 

How  companies  manage  intangibles  like  brands 

and  customer  relations  is  tough  to  quantify.  Until  now. 

A  new  study  taps  the  best  and  worst  at  this  crucial  job. 

BY  KURT  BADENHAUSEN 


THE  STRING  OF  ACCOUNTING  SCAN- 
dals  that  shattered  Enron,  World- 
Com, Global  Crossing  and  others 
evaporated  billions  of  dollars  in  market 
value.  While  plants  and  equipment  main- 
tain their  worth,  it's  the  intangible  assets 
like  brand  names,  customer  loyalty  and 
strategic  alliances  that  suffer  in  such  deba- 
cles. Intangibles  are  a  bigger  deal  than  ever. 
Intangibles  are  an  accounting  con- 


trivance that  resembles  a  cosmic  black 
hole — we  know  it  exists  but  understand 
little  of  its  inner  workings.  These  amor- 
phous assets  are  listed  on  balance  sheets 
under  the  heading  "Intangibles  and 
Goodwill."  In  pluck-from-the-air  fash- 
ion, this  entry  is  figured  out  by  subtract- 
ing a  company's  book  value  from  its  stock 
capitalization.  The  value,  that  is,  is 
assumed  to  be  whatever  it  takes  to  make 


the  books  balance. 

Parsing  the  component  parts  o 
<:ompany's  intangibles  is  not  easy.  Wl 
role  does  its  management  quality  ph 
How  about  its  technology?  Its  innovati 
prowess?  Its  brand  appeal? 

Of  all  the  intangibles,  brands  ha 
gotten  the  most  scrutiny.  Consultan 
and  advertising  firms  regularly  evalui 
them  using  public  survey  data.  In  con 
tries  like  Great  Britain  and  Australia  tl 
use  similar  accounting  standar( 
brands  are  sometimes  put  on  the  b 
ance  sheet,  their  worth  determined  i 
dependently.  And  in  the  U.S.  the  Fina 
cial  Accounting  Standards  Board 
working  on  rules  that  would  requ 
companies  to  disclose  information  tl 
could  be  helpful  in  appraising  a  ra 
of  intangibles.  Examples:  customer  lis 


mUlE  CREATION        RECENT 


EST  LONG-TERM 
EPSGROWrm 


4OL  Time  Warner 

BRANDS 

HBO,  CNN, 
People 


STRONG  INTANGIBLE  ASSET  •  ALLIANCES 

Alliance  with  Ebay  helps  in  tough  times. 


Merck 

BRANDS 

Propecia 
Vioxx 


97 


46.38 


3.13 


15 


10 


1.5 


STRONG  INTANGIBLE  ASSET  •  EMPLOYEES 

The  GAO  cited  Merck  as  a  leader  in  people  management,  and  for  its  ability  to  hire  and  develop  employees. 


PepsiCo 

BRANDS 

Frito-Lay 
7UP 


64 


37.70 


1.94 


19 


12 


1.6 


STRONG  INTANGIBLE  ASSET  •  CUSTOMERS 

Frito-Lay  holds  59%  of  the  U.S.  chip  market,  while  overseas  PepsiCo  products  are  available  in  over  170  countrii 


Pfizer 

BRANDS 

Viagra,  Zoloft 
Benadryl 


95 


30.50 


1.58 


19 


17 


1.2 


STRONG  INTANGIBLE  ASSET  •  MANAGEMENT 

Having  successfully  integrated  Warner-Lambert,  Pharmacia  is  next,  creating  the  world's  biggest  drug  compan  en^ 


Philip  Morris 

BRP.NOS 

Marlborc    Kraft 
Jell  ' 


4.82 


8 


11 


_L 


0.8 


STRONG  INTANGIBLE  ASSET  •  BRANDS 

Has  92  brands  that  generate  more  than  $100  million  in  revenue,  and  13  of  those  pull  in  over  $1  billion  in  sale 


Asset  Bargains; 


1 


The  companies  above  all  excel  at  managing  their  intangible  assets.  In  addition,  their  stocks 
are  cheap  compared  to  their  long-term  earnings  prospects  as  measured  by  their  PEG  ratioJ 


Sources:  Cap  Gemini  Ernst  &  Young:  MarketGuide  via  FactSet  Researcli  Syi 
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I  hear  we've  got  wireless  access 
to  the  company  network. 


I  hear  we've  got  real-time 
financial  data,  from  anywhere. 


I  hear  they've  got  a  machine 
that  makes  coffee. 


v,\  Wireless  Business  Solutions.  Now  you'll  never  have  to  say  "Imagine  what  I  could  have 

because  you'll  be  busy  doing  it.  And  it's  not  just  having  the  Internet  on  your  phone; 

:,me  access  to  customer  data,  pricing,  inventory.  Whatever  drives  your  business. 

Anywhere.  On  a  variety  of  devices.  And  it's  all  possible  because  only  Nextel  has  a 

,,  wireless  network  designed  specifically  to  carry  both  voice  and  data.  Call  toll  free 

ND^LC,  or  visit  nextel.com/WBS  to  see  how  we  can  help  you  outmaneuver  your  competition. 


WIRELESS 

BUSINESS    SOLUTIONS 


loorNextel  Communications  Inc.  All  rights  rese^ed.  Nextel  and  the  Nextel  logo  are  trademarks  and/or  sen/,ce  marks  of  Nextel  Communications,  Inc. 
All  other  product  names  and  services  are  the  property  of  their  respective  owners. 
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COMPANY 


Campbell  Soup 

BRANDS 

Pepperidge  Farm 
V8 


VALUE  CREATION        RECENT 


EST  LONG-TERM 
EPS  GROWTH 


39 


22.98 


1.31^ 


18 


2.5 


WEAK  INTANGIBLE  ASSET  •  MANAGEMENT 

The  top  spot  at  Campbell  Soup  has  been  a  revolving  door  with  3  CEOs  holding  the  job  in  less  than  3  years. 


Dow  Jones 

BRANDS 

Wall  Street  Journal 
Barron's 


40 


39.59 


0.75 


53 


11 


4.6 


WEAK  INTANGIBLE  ASSET  •  MANAGEMENT 

The  company's  stock  price  fell  18%  during  the  past  5  years  compared  to  a  73%  gain  for  the  New  York  Times. 


Kellogg 

BRANDS 

Keebler, 
Eggo,  Pop-Tart 


35 


33.87 


1.72 


20 


2.2 


WEAK  INTANGIBLE  ASSET  •  INNOVATION 

Kellogg's  focus  has  been  on  integrating  $2.8  billion  (sales)  Keebler  instead  of  developing  new  products. 


Tribune 

BRANDS 

Chicago  Cubs, 
LA  Times,  Newsday 


43 


43.00 


1.69 


25 


12 


2.1 


WEAK  INTANGIBLE  ASSET  •  BRANDS 

While  the  Cubs  are  Chicago's  favorite  team,  the  team  hasn't  won  a  World  Series  since  1908. 


Wm.WrigleyJr. 


30 


51.50 


1.78 


BRANDS 

Juicy  Fruit,  Extra, 
Orbit 


29 


11 


2.6 


WEAK  INTANGIBLE  ASSET  •  ALLIANCES 

Wrigley  lacks  the  alliances  found  at  bigger  consumer-product  companies  like  Pepsi  and  Procter  &  Gamble. 


Full  Price 


Each  of  these  companies  scored  below  average  in  terms  of  their  intangible  assets.  And 
none  of  them  is  a  bargain  as  each  trades  at  a  PEG  ratio  over  2. 


'Actual.     Sources:  Cap  Gemini  Ernst  &  Young:  MarltetGuide  via  FactSet  Research  System 


licensing  agreements,  patents. 

A  recent  study  by  the  Cap  Gemini 
Ernst  &  Young  Center  for  Business  Inno- 
vation is  the  first  to  assess  the  gamut  of 
intangibles  for  200  of  the  largest  public 
U.S.  companies,  assigning  scores  to  them, 
taking  a  look  at  their  various  strengths 
and  weaknesses.  The  study  hasn't  broken 
down  intangibles  by  dollar  value;  it  shows 
how  well  companies  manage  them. 

Two  Cap  Gemini  researchers,  Pamela 
Cohen  Kalafut  and  lonathan  Low,  cob- 
bled together  an  array  of  data  to  come  up 
with  what  they  called  a  "value  creation 
index"  (VCI),  which  scores  the  compan  cs, 
in  an  attempt  to  divine  who  does  the  hcsl 
job  with  them.  The  formula  is  elaborate. 
To  evaluate  a  company's  innovativeness, 
the  economists  looked  at  such  factors  as 


research  and  development  as  a  percent  of 
sales,  and  the  number  of  its  patents.  For 
management  ability,  they  scooped  up  var- 
ious surveys  like  Burson-Marsteller's  one 
on  company  reputation,  which  polls  chief 
executives  and  investors.  For  employee 
morale,  they  looked  at  polls  by  the 
Kinder,  Lydenberg,  Domini  research  firm. 
Sure  enough,  high  value  creation 
scores  led  to  stronger  financial  perfor- 
mance. Examples  include  Citigroup  and 
insurance  giant  American  International 
Group,  which  scored  near  the  top  of 
financial  services  companies  in  their  orig- 
u.l  research  in  1999;  their  stocks 
•lurncd  8%  and  2%  a  year  since  tlien.  In 
ci);iirast.  Bank  One  and  insurer  Aon  had 
low  scores  in  1999  and  have  had  returns 
of -5%  and  -12%  since  then.  The  S&P 


i 


banking  index  was  down  1%  during  th 
time;  its  insurance  index  was  flat.  Citi  an 
AIG  posted  net  income  up  27%  and  9' 
annualized  over  the  past  three  years.  B 
One  and  Aon  were  down  5%  and  28%. 

We  put  together  a  table  of  comp; 
that  Kalafut  and  Low  rated  high  (aboi 
60,  on  a  scale  of  100),  whose  stocks 
relatively  cheap  (see  p.  326).  We  haxf 
another  table  of  low-scoring  companit 
with  pricey  stock  {see  above).  To  judg 
whether  a  stock  is  cheap,  we  dividei 
price/earnings  ratios  by  projected  thre^ 
year  earnings-per-share  growth  (in  per  f 
centage  points).  This  measure,  popul||| 
with  growth-stock  fans,  is  often  called  tl|  f  \ 
PEG  ratio.  A  PEG  below  1.6  suggests  a  bar 
gain.  Some  companies  do  a  great  joi 
managing  intangibles  but  are  no  bar ; 
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gains:  Procter  &  Gamble  had  the  top 
Kalafut-Low  score  (lOO)  and  DuPont  the 
second  highest  (99),  yet  their  2.2  PEG 
ratios  knocked  them  off  our  list. 

Among  those  with  strong  intangibles, 
one  of  the  best  bargains  on  our  list  is  $80 
billion  (sales)  food  and  tobacco  behe- 
moth Philip  Morris,  which  trades  at  a  PEG 
ratio  of  only  0.8.  Its  overwhelming  asset  is 
its  brands:  Marlboro,  Benson  &  Hedges 
and  Virginia  Slims  for  cigarettes;  Jell-0, 
Maxwell  House,  Oscar  Mayer  for  food. 
(Kraft,  which  houses  the  food  brands,  is  a 
separate  company  but  is  still  84%  owned 
by  PhOip  Morris.) 

While  tobacco  is  vilified  nowadays, 
Morgan  Stanley  analyst  David  Adelman 
says  the  company's  brands  are  still  worth 
a  fortune.  "There's  tremendous  longevity" 
for  them,  he  reasons,  because  they're  well- 
managed.  To  be  safe,  Philip  Morris  aims 
to  change  its  corporate  name  to  Altria  to 
show  the  public  that  it's  more  than  a  to- 
bacco company. 

Despite  a  management  shakeup,  a 
stagnant  advertising  market,  an  SEC 
investigation  and  a  stock  price  down  60% 


pected  earnings.  Add  debt  and  preferred 
to  the  market  value  of  common  shares 
and  you  have  an  $86  billion  enterprise 
value  for  this  company.  That's  only  2.3 
times  sales,  cheap  for  media  (compara- 
ble ratio  for  Gannett:  4).  Arguably,  the 
enterprise  value  is  less  than  what  the 
non-online  segment,  Time  Warner,  is 
worth  on  its  own. 

Two  drug  companies,  Merck  and 
Pfizer,  ranked  third  and  fourth  in  value 
creation  among  the  200  companies  in  the 
study.  Pfizer's  intangibles  include  eight 
blockbuster  ($1  billion-plus)  drugs  and 
excellent  management.  Merck's  employee 
scores  are  tops. 

On  the  other  end  of  the  spectrum 
are  companies  with  pricey  PEG  ratios 
above  2  that  have  managed  their  intan- 
gibles poorly.  Dow  Jones,  publisher  of 
the  Wall  Street  Journal,  trades  at  53  times 
2002  projected  earnings.  This  is  a  steep 
4.6  times  the  11%  forecast  from  IBES  for 
earnings  growth. 

One  common  theme  among  the 
brands  with  low  value-creation  scores  is 
the    presence    of    family    ownership. 


Although  tobacco  now  is  widely  vilified, 
Philip  Morris  manages  to  keep  BRANDS 
UKEMARLBORO  at  the  to^ 


this  year,  AOL  Time  Warner's  profusion  of 
intangible  assets  still  makes  it  an  attrac- 
tive company,  according  to  Low  and  Kala- 
fut's  research.  The  company's  two 
strongest  intangible  assets  are  its  technol- 
ogy and  how  it  manages  its  alliances. 
Despite  the  tech-stock  meltdown,  the 
proliferation  of  information  technology 
makes  AOL's  35  million  customers  and 
instant  messaging  feature  valuable.  That 
AOL  took  a  $"-4  billion  goodwill  write- 
down earlier  this  year  doesn't  alter  the 
fact  that  the  intangibles  are  worth  a  lot, 
Kalafut  and  Lo'v  argue.  AOL's  deals  with 
other  businesses  like  Ebay,  for  instance, 
have  helped  its  revenue  in  trying  times. 

The  IBES  forecast  of  earnings- per- 
share  growth  over  the  next  three  yea  ; 
is  14%  a  year.  That  may  be  a  tad  opti- 
mistic. But  look  at  how  cheap  the  stock 
is.  It's  going  for  14  times  this  year's  ex- 
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Wrigley,  Kellogg,  Campbell  and  Dow 
lones  all  have  families  with  significant 
voting  stakes  in  their  businesses.  Low 
thinks  that  these  companies  suffer  from 
"brand  fatigue,"  compared  with  some 
newer  brands. 

Tribune  certainly  lacks  brand 
oomph.  Its  WGN  superstation  is  seen  in 
55  million  households,  which  pales  next 
to  the  other  major  superstation,  AOL's 
TBS,  seen  in  87  million  households.  Its 
newspapers,  the  Los  Angeles  Times  and 
the  Chicago  Tribune,  are  leaders  in  their 
own  regions  but  lack  the  circulation  and 
clout  of  national  papers  like  the  New 
York  Times,  USA  Today  and  the  Wall 
Street  Journal.  Kellogg  gets  low  marks  for 
innovation.  Low  says  the  cereal  maker 
luis  focused  on  acquisitions  (it  bought 
Keebler  in  2001),  when  it  should  have 
beoTi  ginning  up  new  products.  F 
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\e  things  are  best  when  they  have  a 
Drise  inside.  Not  your  investments. 


le  fund.  Which  is  why  our  funds  are  managed  to  ensure 
consistency.  They  let  you  build  a  balanced  portfolio 
;onfidence.  Our  seasoned  managers  have  been  through 


numerous  market  rotations.  This  perspective  allows  them  to 


keep  our  funds  on  course  for  the  long  term.  To  learn  more, 


please  call  your  advisor  or  visit  us  at  americancentury.com. 


you  choose  a  value  fund,  you  expect  it  to  perform  like  You'll  find  the  way  we 


manage  our  value  funds 


says  a  lot  about  our 


values  as  a  company. 


Overall  Morningstar  Ratings" 


Equity  Income 
Large  Company  Value 
Tax-Managed  Value 


•  •••• 

•  •••• 

•  •••• 


Morningstar  Ratings'  as  of8/3V02.  Large  Compani/  Value  ami  Tax-Managed  Value  Funds  rated  for  the  overall  period  among  627  Large  Value  funds. 
ncome  Fund  rated  for  the  overall  period  among  186  Mid-Cap  Value  fimds.  Past  performance  is  no  guarantee  of  future  results.  Investnu-nt  returns  and 
I  values  may  fluctuate  and  redemption  value  may  be  more  or  lea  than  original  cost. 

I  fund  with  at  least  a  "i-i/ear  histor}/,  Mornmgstar  calailates  a  Morningstar  Rating^  based  on  a  Morningstar  Risk-Adjusted  Return  measure  that 
ifor  variations  in  a  fund's  monthly  performance  (including  the  effects  of  sales  charges,  loads  and  redemption  fees),  placing  more  emphasis  on 
ird  variations  and  reioarding  consistent  performance.  The  top  10%  of  funds  in  each  cattgory  receive  5  stars,  the  next  22.5%  receive  4  stars,  the  next 
e  3  stars  the  next  22  5%  receive  2  stars  and  the  bottom  10%  receive  1  star  (Each  share  class  is  counted  as  n  fraction  of  one  fund  ivithni  this  scale 
d  separately  which  may  cause  slight  variations  m  the  di.Mbution  percentages.)  Vie  Overall  Morningstar  Rating  for  a  fund  is  derived  from  a  weighted 
of  the  performance  figures  associated  with  its  3-,  5-  and  W-year  (if  applicable)  Morningstar  Rating  metncs.  Vie  fimds  had  thefolloiviiig  ratings  for 
■  and  lO-year  periods,  respectively.  Large  Company  Value  5,  NA,  NA;  Tax-Managed  Value  5,  NA,  NA  out  of  627  U.S.-domiciled  Large  Value  fimds; 
ncome  4, 5,  NA  out  of  186  and  128  U.S -domiciled  Mid-Cap  Value  fimds. 

gstar  Rating  is  for  the  investor  share  class  only:  other  classes  may  have  different  performance  characteristics. 

'Mil  1-877-44-AMCENfor  a  prospechts  a-ith  •nore  complete  information,  including  cltarges,  expenses  and  minimums.  Be  sure  to  read  it 
y  before  you  invest  or  send  nmiiei.. 
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Scared  Straight 

One  of  the  top  junk  funds,  Columbia  High  Yield,  plays 
to  its  worries  by  sticking  with  the  best  of  the  worst. 

BY  MATTHEW  SWIBEL 


WITH  JUNK  BOND  FUNDS  COMES 
inherent  risk,  but  lately  it's  been 
like  hopscotching  in  a  minefield. 
Not  many  fund  managers  have  done  it 
successftilly. 

The  current  10.12%  default  rate  on  a 
trailing  12-month  basis,  after  falling  from 
a  10.8%  peak  in  January,  still  looks  grim 


compared  with  the  historical  average  of 
3.8%.  Junk  mutual  funds  lost  2.8%  on 
average  last  year  and  7.94%  in  the  first 
nine  months  of  2002,  according  to  Morn- 
ingstar.  Little  surprise,  then,  that  investors 
have  yanked  $2.2  billion  from  junk  funds 
since  the  second  week  of  June,  spooked 
by  huge  bankruptcy  filings  like  those  of 


Adelphia     Communications,,   Glol 
Crossing  and  WorldCom. 

Yet  a  healthy  dose  of  fear  can  be  a  fd 
mula  for  gains.  Jeffrey  L.  Rippey  and  Ki 
M.  Havnaer,  who  comanage  the  $478  i 
lion  Columbia  High  Yield  Fund,  are  co 
servative  investors  to  begin  with.  Th 
dumped  telecom  bonds  such  as  XO  Coi 
munications  and  Metromedia  Fiber  N 
work  at  losses  in  early  2000  before  t 
sector  really  imploded.  Cyclical  sectc 
such  as  chemicals  and  steel  got  the  bo^ 
too.  They  booked  a  profit  two  years  a 
selling  metal  processor  Ryerson  Tu 
which  since  has  suffered  revenue  drops 

Unlike  rivals  who  are  reaching  f 
yield  among  the  shakier  credits  and  bi 
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ting  on  dodging  defaults,  Rippey  am 
Havnaer  won't  touch  bond  issues  ratq 
b^elow  sLngle-B.  And  despite  the  churn, 
fund's  69%  turnover  last  year  is  belo' 
average  among  high-yield  funds. 

Unlike  competitors,  the  fund  has: 
suffered  many  investor  defections  in 
tough  time.  Reason:  top  performan 
The  fund  has  returned  an  average  4% 
year  for  the  past  five  years,  ranking  hii 
est  among  funds  in  its  class  during  tl 
bear  market.  Its  expense  ratio  of  85  ceni 
per  $100  of  assets  isn't  bad. 

Rippey  is  looking  for  a  meager  2.4' 
growth  in  gross  domestic  product  ne; 
year.  As  such,  he  tilts  holdings  towar 
slower  growth  industries  such  as  co 
sumer  goods.  In  November  2001  t 
fund  scooped  up  toymaker  Hasbro's  ne 
notes,  due  in  2008,  for  a  7%  discount 
par  value.  Rated  BB  by  S&P,  this  pap 
now  yields  7.6%,  which  is  just  3.5  poi 
above    comparable    Treasurys.    ( 
spread  for  all  junk  to  Treasurys  is 
that  much.)  Havnaer  likes  Hasbri 
healthy  cash  flow  from  operations  ($1 
million  in  the  first  quarter,  on  revenue 
$452  million)  and  spending  curbs. 

Yet  the  pair  won't  press  their  luck, 
the  spring  they  unloaded  some  of  thi 
Winn-Dixie  bonds,  yielding  8.2%,  a' 
2%  premium  over  their  purchase  price  at 
par  value  in  March  2001.  Reason:  Winn- 
Dixie  (rated  BB+),  the  food  and  drug 
retailer,  faces  increased  competition  and 
is  in  the  process  of  remodeling  stores  and 
closing  unprofitable  ones,  so  next  year! 
income  might  be  pinched. 

The  defense  sector  is  another  oppoi 
tunity  in  junk  to  play  it  safe.  Milita 
demand  is  high  for  L-3  Communication 
Global  Positioning  System  receivers  an 
other  electronic  devices,  says  Havnaer.  1 
lune  the  fund  bought  at  par  its  bonds  dii 
2012,  yielding  7.11%. 

What's  next?  The  Columbia  pair 
nervously  watching  to  see  if  downgrad( 
spread  to  the  lodging  industry,  whei 
they  have  a  big  position  in  StarwoO 
bonds.  They  bought  Starwood  in  Apri 
sold  it  in  August  with  scant  capital  gai 
and  then  got  back  in  again  a  few  weel 
later.  Thus  far  the  investment  looks  oka 
They  paid  95  cents  on  the  dollar,  and  no1 
the  bonds  go  for  97. 
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Accelerated  Paymen 

Now  there's  life  insurance  that  pays  when  you're  sick  or  disabled-but  still  alive. 

BY  CARRIE  COOLIDGE 


SAY  YOU'RE  A  NONSMOKING  50-YEAR- 
old  executive  in  good  health.  You're 
starting  to  worry  about  estate  plan- 
ning and  how  you'll  ever  be  able  to  afford 
several  years  in  a  nursing  home  without 
bankrupting  your  family.  The  conven- 
tional solution:  Buy  permanent  life  insur- 
ance with,  say,  a  $200,000  death  benefit 
plus  a  separate  long-term-care  policy  pay- 
ing $7,900  a  month.  The  Hfe  insurance 
would  cost  you  $3,000  a  year,  the  long- 
term-care  policy  another  $3,500  a  year. 

Or  you  could  opt  for  a  cheaper  solu- 
tion, albeit  one  with  a  steep  upfront  cost: 
For  a  $50,000  single  premium,  you  can 
buy  a  permanent  policy  called  Money- 
Guard  from  Fort  Wayne,  Ind.-based  Lin- 
coln National  Life  Insurance.  It  has  a 
$193,000  death  benefit. 

The  twist  is  that  in  the  event  you  need 
long-term  care,  Lincoln  Life  will  start 
advancing  the  death  benefit  on  a  tax-free 
basis  and  reimburse  your  expenses  up  to 
$8,000  a  n!0!VL!\  regardless  of  payments 
from  other  policies.  Once  the  death  bene- 
fit is  exhaus'  policy  provides  an 
additional  ii  •  .'  long-term-care 
expenses.  Servict;.-  .  ,i  include  care  at 
home,  in  a  nursin.  m  t-ssistei'  liv- 
ing facility  or  an  ac  .,y  care  center. 
Indianapolis-based  Goidcr.  Rule  and 
Nashville-based  CNA  Life  offer  s  rr.ilar 
policies. 

Many  insurers  are  now  offering  prod- 


ucts that  cover  multiple  risks  and  allow 
you  to  start  drawing  down  a  death  bene- 
fit while  you're  still  alive.  It's  a  15-year-old 
idea  that's  finally  catching  on,  thanks  to 
the  demands  of  the  76  million  Americans 
born  between  1946  and  1964. 

Targeted  are  customers  who  nor- 
mally wouldn't  buy  a  separate  disability 
or  long-term-care  policy  but  who  want 
to  make  sure  they  get  something  out  of 
whatever  policy  they  do  buy.  More  peo- 
ple buy  life  insurance  than  disability  or 
long-term-care  coverage.  But  it's  more 
likely  a  person  will  become  disabled  or 
in  need  of  long-term  care  at  some  point 
in  his  life  than  die  prematurely. 

The  statistics  are  compelling:  One- 
fifth  of  adults  Ln  the  U.S.  will  have  at  least 
one  disability  before  age  65  that  lasts 
longer  than  three  months.  After  age  65, 
50%  will  spend  time  in  a  nursing  home 
and  more  than  70%  will  need  some  kind 
of  home  health  care. 

"These  policies  create  a  great  sense  of 
security,"  says  Vaughn  W.  Henry,  an 
insurance  expert  in  Springfield,  111.  "They 
appeal  to  people  who  don't  want  to 
spend  money  on  long-term  care  because 
they  might  not  ever  use  it." 

Note  these  multirisk  products  aren't 
viaticUs,  which  are  pohcies  owned  by  the 
terminaUy  ill,  who  sell  them  to  speculators 
for  much-needed  cash.  A  key  difference 
lies  in  the  fact  that  the  owner  of  a  multi- 


11' 
*.i-,aji««a.i«iii:    jjgngfit  insurance  poli  'o 

has  the  advantage  of  g( 
ting  part  of  the  dea  ;:jiei 
benefit  v«thout  having 
sell  or  lose  control  of  tl|'l\'ii 
policy.  "They  offer  th  - 
flexibility  you  can't  nor  : 
maUy  get  with  life  insur  ^ 
ance,"  says  Barbar 
Lautzenheiser,  an  actuar  > : 
ial  consultant  in  Hartford  :; 
Conn.  "You  never  kno\  ; 
what  kind  of  protectior  ^ 
you  are  going  to  need  the  most."  i  c 

For  an  all-inclusive  policy  coverii^iim 
multiple  risks,  there's  LifeFund,  intra  ive 
duced  late  last  year  by  Minneapolis- at: 
based  AUianz  Life  Insurance  Co.  of  Norti  _ 
America.  The  policy  will  advance  a  per 
tion  of  the  death  benefit,  on  a  tax-fn 
basis,  if  the  buyer  suffers  a  chronic  ( 
critical  illness  or  becomes  disabled.  "Li 
insurance  is  typically  structured  arour 
people  dying,"  says  Charles  M.  Kavitsk 
president  of  Allianz  Life.  "We  figure 
people  are  now  surviving  illnesses  thi 
used  to  kill,  so  their  needs  migl 
change." 

Here's  how  it  works:  Upon  the  pol 
cyholder's  disability  or  diagnosis  of  sp( 
cific  critical  illnesses  (heart  attack,  cance 
stroke,  paralysis,  etc.),  the  death  benef 
will  be  accelerated  in  the  form  of  cas 
payments.  Benefits  are  based  on  the  tyj 
and  severity  of  the  illness  or  disability,  ij 
to  limits  ranging  from  10%  to  50%  of  tM 
death  benefit.  You  don't  have  to  be  tej 
minally  ill  to  receive  benefits,  and  th 
cash  can  be  used  for  any  purpose.  Ij 
other  words,  you  do  not  have  to  beconi 
hospitalized  or  confined  to  a  nursin 
home.  When  an  accelerated  benefit  j 
paid,  the  poHcy's  death  benefit  and  cas 
value  are  reduced  by  a  correspondin 
amount. 

A  permanent  LifeFund  policy  with 
$1  million  death  benefit  might  cost  a  41 


336      FORBES"  October  28,  2002 


old  nonsmoking  male  $14,100  a 
r,  40%  more  than  an  old-fashionea 
manent  life  insurance  policy.  .Mlianz 
>  offers  this  poUcy  in  a  less  expensive 
n  insurance  version. 
How  about  disabOitv'  coverage?  CNA 
;  sells  a  hfe  insurance  pohcy  that  will 

a  monthly  disability  benefit  for  up  to 
t  years.  The  size  of  the  monthly  bene- 
s  predetermined  by  the  policyholder 
;n  applying  for  the  insurance — and  is 
ically  enough  to  cover  his  mortgage 
ment. 

A  nonsmoking  50-year-old  male  in 
»d  health  will  pay  a  $3,770  flat  annual 
mium  for  a  30-year  "nonmedical" 
n  policy  (meaning  a  medical  exam  is 

required)  with  CN.A  that  has  a  death 
lefit  of  $250,000.  If  he  becomes  dis- 
ed,  the  monthly  benefit  would  be 
500.  For  an  additional  amount  this 
icy  offers  an  optional  "return  of  pre- 
jm  rider"  which  means  that  if  the 
''er  outlives  the  policy,  CNA  will  return 
that  was  paid  in  premiums  (without 


You're  more  likely  to  be  disabled  or  need 
long-term  care  than  die  prematurely. 


Americans  over  age  50  will 
need  long-term-care  services  in  the 
next  12  months. 


wry-     isa— M^M^w^ 


a'T'A'.^'I    The  average  annual  cost 
for  nursing  home  care. 


t;^. 


Americans  live  with 
'some  form  of  cardiovascular 
disease— principally  high  blood 
assure,  heart  disease  or  stroke. 

of  all  mortgage  foreclosures  are 
the  direct  result  of  a  disability. 


interest  and  less  any  benefits  paid). 

This  policy  is  no  bargain  when  com- 
pared with  buying  everything  a  la  carte.  A 
50-year-old  nonsmoker  might  qualify  for 
a  disability  insurance  policy  that  would 
cost  only  $819  a  year,  while  a  30-year 
term  life  policy  with  an  equal  $250,000 
death  benefit  would  run  $1,662  annually. 


Multibenefit  life  insurance  might  not 
be  for  everyone.  "When  insurers  try  to 
package  everything  together,  you  often  end 
up  overpaying  for  certain  elements  you  ei- 
ther do  not  want  or  need,"  says  Byron 
UdeU,  president  of  AccuQuote,  a  national 
life  insurance  brokerage  firm. 

Worse,  the  living  benefits  these  poli- 
cies pay  may  be  less  than  what  you  need. 
Since  benefits  are  fiinded  with  a  finite  pool 
of  assets,  they  typically  don't  pay  out  more 
than  the  size  of  your  death  benefit  (unless 
you  pay  extra).  So  a  person  who  has 
Alzheimer's  and  lives  for  20  years  might 
be  better  off  with  a  separate  long-term- 
care  policy  (or  an  extension-of-benefits 
rider)  that  would  pay  lifetime  benefits, 
since  the  cost  of  care  could  amount  to  sev- 
eral million  dollars. 

If  you're  in  the  market  for  life  insur- 
ance, and  you  don't  mind  paying  extra 
for  the  flexibility  of  a  multibenefit  pol- 
icy, it  may  be  worth  taking  a  look  at  one. 
But  the  policies  are  not  clear  winners  in 
all  cases.  F 
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Assess  Your  Risk 

Before  you  buy  a  fund,  you  should  know  what  it  will  do  to  the  overall  risk  of  your  entire 
portfolio  of  funds.  Here's  a  canny  performance  measure  to  help  you  judge. 

BY  IRA  CARNAHAN 


IT'S  A  FUNDAMENTAL  PRINCIPLE  OF 
investing  that  raw  performance  doesn't 
tell  you  how  good  a  stock  picker  is.  You 
have  to  know  how  much  risk  he  took  to 
get  that  return.  In  a  bull  market  a  subpar 
player  can  have  a  terrific  gain  just  by  buy- 
ing on  margin — or  buying  high-risk 
stocks.  In  the  late  1990s  some  mediocre 
Wall  Streeters  looked  for  a  while  like 
geniuses  just  by  going  heavily  into 
Nasdaq  stocks.  You  know 
what  happened  to  them. 
This  principle  of 
comparing  risk  and 
reward  is  enshrined  in 
the  various  rating  sys 
tems  for  mutual 
funds.  This  maga- 
zine, for  example, 
grades  funds  sepa- 
rately for  bull-  and 
bear-market  per- 
formance; if  a 
seemingly  hotshot 
fund  boasts  of  a  ter- 
rific ten-year  gain 
but  gets  a  FORBES  D 
or  F  in  down  mar- 
kets, then  it  was  taking 
big  risks  with  customers' 
money  and  doesn't  deserve  any  of  yours. 
Morningstar  rates  funds  with  a  formula 
that  penalizes  gamblers  and  rewards  the 
steady  performers.  A  similar  methodol- 
ogy is  incorporated  in  the  widely  used 
Sharpc  ratio,  named  after  Nobel  econo- 
mist William  Sharpe.  Sharpe  divides  a 
portfolio's  excess  return  (return  less  the 
riskless  T  bill  return)  by  its  volatility. 


likely  to  add  to  your  overall  portfolio?  The 
results  are  (on  occasion)  a  bit  surprising. 
Shopping  for  a  Treynor  ratio  winner  may 
give  you  a  fund  that  jumps  around  a  lot  by 
itself  but  probably  won't  make  your  port- 
folio jump  around.  Don't  use  Treynor 


to  your  arsenal 
;  ucll  known 


nar- 


Now  we'd  i  '  ■ 
of  fund-pickin; 
measure  called  1 1.. 
ticular  virtue  is  that  i  ■       ;,• 

context.  It  attempts  to  ., 
tion:  Does  a  chosen  fund  dilivcr  {,«••■' 
performance  relative  not  to  its  own 
volatility,  but  relative  to  the  volatility  it  is 
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numbers  if  you  intend  to  own  just  one 
fimd.  Do  use  them  if  you  have  a  diversi- 
fied collection  of  funds  and/or  stocks. 

Example:  State  Street  Research  Global 
Resources.  All  by  itself,  it's  risky  indeed. 
One  quarter  it's  up  by  9%,  the  next  it's 
down  14%,  then  it's  back  up  again.  Natu- 
rally the  State  Street  fund  gets  faulted  for 
riskiness.  Morningstar  gives  the  A  shares 
'  ist  two  stars.  Investors  scared  away  by 
Ihj.l  rating,  though,  would  miss  some  nice 
■"■  i^ fori ..a nee.  The  fund  is  up  4.2%  this 
)     .     iid  an  annualized  13.8%  over  the 


past  three,  beating  most  others  in  its  cat; 
gory  (natural  resources)  and  the  S&P  50L 
There's  a  reason  for  the  energy  fiind' 
good  results  during  a  bear  market  and,  if 
you  can  stomach  its  5.75%  front-eni 
load,  for  adding  it  to  a  mix  of  other  stoi: 
market  investments.  Namely,  when  o 
prices  shoot  up,  the  fund's  energy  stod 
are  likely  to  do  well,  just  whe 
fears  of  inflation  and  dt 
pressed       corpora; 
profits  damage  mo 
other     stocks 
other  words,  a 
like  this  is  a  nii 
counterbalance 
a  fund  that  ow 
Cisco  Systems  a 
Delta    Air     Lin 
especially  if  you  c 
buy  it  with  no  loi 
through  your 
tirement       pi 
Gold  stocks  (i 
funds  that  o 
them)        wo 
offer  similar  bei 
efits.  It  would  bi 
big  mistake  to  own  a  gol 
fund  and  nothing  else,  but  there 
something  to  be  said  for  putting  15%  > 
your  equity  money  in  gold  and  the  rest 
mainstream  fiands. 

The  Treynor  ratio  is  named  for  jack ' 
Treynor,  one  of  the  fathers  of  modei 
portfolio  theory  and  for  years  editor 
the  Financial  Analysts  Journal.  (At  72, 1 
is  still  a  trustee  of  several  Eaton  Vam 
mutual  fiinds.)  Treynor's  formula  divide 
a  portfolio's  excess  return  by  its  "beta 
Beta  is  the  widely  used  measure  of  ma 
ket-related  risk  in  a  stock  or  collection  i 
stocks.  If  a  stock  has  a  beta  of  0.5,  it  teni 
to  move  up  (or  down)  with  the  mark. 
but  only  half  as  far.  Cisco  has  a  beta  (. 
calculated  by  Value  Line)  of  1 .45 — meai 
ing  it's  likely  to  go  up  14.5%  in  a  moni 
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XPRESS  MAIL'"  FROM  CINGULAR. 

Whatever  the  size  of  your  company,  Cingular  Wireless 
offers  a  robust  portfolio  of  Xpress  Mail  solutions  that 
offer  on-the-go  access  to  your  vital  corporate  informa- 
tion. The  best  part  of  our  solutions?  Each  one  is  simple 
to  use  anci  easy  to  manage. 

Our  new  Xpress  Mail  GoodLink  Edition  provides  a  syn- 
chronized wireless  connection  with  Microsoft  Exchange 
Server*  so  you're  always  up  to  speed  with  the  ability  to 
read  and  view  attachments  on  the  go.  Additionally, 
with  our  "touch-it-once"  simplicity,  any  updates  on 
your  wireless  handheld  are  mirrored  on  the  desktop. 


Xpress  Mail  Network  Edition  is  also  easily  deployable, 
eliminating  the  need  for  software  or  hardware  installation 
while  maintaining  control  and  security.  The  solution 
works  over  a  wide  array  of  phones  and  devices  so 
you're  connected  to  your  corporate  e-mail  in  real-time. 

Cingular  provides  wireless  voice,  data,  e-mail  and 
interactive  services  to  almost  half  the  Fortune  1000. 
With  nearly  10  million  e-mails  securely  se'it  over  the 
Cingular  network  each  day,  you  can  trust  Cingular  to 
handle  your  business  needs.  Call  1-877-330-7577  or 
visit  cingular.com/business. 
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What  do  you  have  to  say?" 


MONEY  &  INVESTING  I  THE  FUNDS 


Risk-Reward  Roundup 


These  funds  have  the  best  Treynor  ratios  among  those  with  reasonable  costs  in  each 
category.  The  ratio  rewards  funds  with  good  past  returns  relative  to  market-related  risk.. 

5-year 
Treynor  average  Expense 

Fund/category  ratio  Beta  return  ratio 


Clipper/large  value 

33 

0.4 

10.81% 

1.08 

Mairs  &  Power  Growth/large  blend 

10 

0.6 

721 

0.76 

Jensen/large  growth 

8 

0.7 

725 

1.00 

Weitz  Partners  Value/mid-value 

15 

0.6 

9.26 

1.08 

Meridian  Value/mid-blend 

17 

0.7 

13.07 

1.10 

Osterweis/mid-growth 

11 

0.9 

10.71 

1.43 

Ariel/small  value 

12 

0.6 

8.45 

1.19 

FIWI  Focus/small  growth 

15 

1.1 

14.40 

1.50 

Sources:  Morningstan  Yahoo  Finance. 

when  the  market  climbs  10%. 

Note:  Beta  is  not,  as  is  so  often 
claimed  by  naive  market-watchers,  a 
measure  of  volatility.  Newmont  Mining 
has  one  of  the  lowest  betas  in  the  Value 
Line  universe  (0.35),  but  this  gold  stock  is 
no  low-volatility  stock.  Quite  the  con- 
trary. The  low  beta  simply  tells  you  that 
Newmont  does  not  march  to  the  S&P  500's 
drummer.  This  is  a  useful  trait  if  you 
want  to  offset  the  market's  gyrations. 

The  idea  behind  the  Treynor  ratio  is 
that  market  risk — measured  by  beta — 
can't  be  diversified  away  through  invest- 


ing in  a  panoply  of  funds,  and  so  ought 
to  be  penalized.  Treynor  adherents  shrug 
off  that  part  of  a  particular  fund's  volatil- 
ity that's  not  related  to  the  broader  mar- 
ket, since  you  will  overcome  this  risk  by 
diversifying. 

Yale  School  of  Management  professor 
William  Goetzmann  suggests  using 
Treynor  ratios  this  way:  Look  at  funds 
category  by  category  (small-company 
value,  small-company  growth,  large-com- 
pany value,  etc.),  and  go  for  one  of  the 
high  scorers  in  each  category.  A  further 
refinement  is  to  avoid  expensive  funds,  no 


matter  how  nice  their  performan 
measures.  The  table  shows  hij 
Treynor  scorers  with  reasonab 
expenses  in  various  categories 

One  is  James  Gipson's  CHppi 
Fund,  which  we  featured  in  oi 
Feb.  4  issue.  Gipson  has  done  wr 
betting  on  tobacco-tainted  Phil 
Morris  and  now  looks  for  a  Ty<, 
comeback.  FMI  Focus,  a  champ 
small-company  growth  highlight( 
in  our  Sept.  16  issue,  has  made 
bundle  in  retail  with  the  Jos 
Bank  men's  clothing  chain.  Othli 
hits  include  Tollgrade  Communic 
tions  and  Quest  Diagnostics. 
You  can  get  Treynor  ratios  for  func 
on  Yahoo's  Web  site  or  calculate  theJ 
yourself  (see  box).  One  big  caution  befo( 
you  dive  into  any  fund-rating  formuji 
Past  performance  is  no  guarantee 
future  results.  That  oft-heard  disclaimer 
an  understatement.  Any  fund- rating  sy 
tem  is  based  on  historical  performanc 
and  this  is  only  weakly  correlated  wi 
future  performance.  That's  one  reason  \ 
keep  harping  on  the  expense  ratio.  This 
one  of  the  few  things  about  a  fund  that 
predictable,  and  high  expenses  will  de! 
nitely  make  you  poorer  over  time. 


II 


How  to  Get  a  Treynor  Ratio 

You  can  do  this  with  any  fund  for  which  you  can  find  a 
beta,  the  measure  of  market-related  risk.  Calculate  a 
fund's  return  in  excess  of  the  return  on  short-term  Trea- 
sury bills,  then  divide  that  by  the  fund's  beta.  If  a  fund  returns 
12%,  the  T  bill  rate  is  1.5%  and  the  fund's  beta  0.5,  the  Treynor 
ratio  is  21.  The  higher  the  Treynor,  the  better.  Use  annualized 
returns  over  five  or  ten  years.  Depending  on  where  you  get  the 
beta,  it  may  have  been  calculated  over  a  shorter  period,  but 
that  mismatch  is  not  a  problem. 

Yahoo's  fund  Web  site  (http://biz.yahoo.com/funds)  lists 
Treynor  ratios  for  most  equity  funds.  Click  on  "symbol  lookup" 
and  type  the  name  of  the  fund.  You'll  be  given  the  fund's  sym- 
bol, on  which  you  then  click.  After  that,  click  on  "perfor- 
mance" under  Vrr.  irice  quote;  that  will  bring  up  a  page  of 
data,  including  >  d's  three  year,  five-year  and  ten-year 

Treynor  ratios. 

One  of  the  Treynor   .  the  three-year— may  be 

negative,  while  the  five-year  csu  -year  scores  are  strongly 
positive.  Does  this  mean  the  fund  i;ia:iager  used  to  be  good 
but  has  lost  his  touch?  Not  necessarily.  It  may  be  that  either 
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the  whole  market  or  the  fund's  investment  style  (large- 
cap  growth,  for  example)  has  recently  gone  through  a 
rough  patch.  To  judge  whether  a  fund  has  done  well  or  poorly, 
you  have  to  compare  its  Treynor  ratio  to  that  of  similar  funds 
during  the  same  period. 

What  if  you're  not  looking  for  a  particular  fund  but  want  to 
choose  the  best  Treynors  in  a  category— say,  small  value? 
Unfortunately  no  easy  way  exists  to  screen  on  Treynor  ratios 
directly.  But  there  is  a  slightly  inconvenient  alternative.  Begin 
at  the  same  Yahoo  fund  site,  then  click  on  "mutual  fund 
screener."  Under  the  heading  of  "category,"  highlight  "small 
value,"  and  under  the  heading  of  "five-year  return,"  highlight 
"up  more  than  0%."  Then  go  to  the  bottom  of  the  screen  and 
hit  "find  funds."  Up  will  come  a  list  of  small-cap  value  funds, 
along  with  the  category  heading  "annualized  five-year  return 
(%)."  Click  on  it  to  order  the  funds  from  highest  to  lowest,  then 
print  out  a  list  of  the  30  or  so  best. 

Now  go  through  these  funds  to  find  the  highest  five-year 
Treynor  ratios.  This  isn't  as  hard  as  it  seems;  at  least  half  the 
funds  can  be  ruled  out  because  they're  sold  only  to  institutional 
investors  or  charge  loads,  which  you  shouldn't  be  paying.  To 
check  a  fund's  Treynor  ratio,  click  on  "performance."  — /.C, 
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EASIER  TO  USE 
SAVES  MONEY. 
SLAM  DUNK  FOR  THE 
NEW  LOTUS  NOTES. 
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Introducing  new,  productivity-boosting  Lotus  Notes'^  6.  From 
the  inviting  user  interface  to  the  convenient  mobile  access,  it's 
better  than  ever.  Improved  calendaring  and  scheduling  allow 
teams  to  manage  and  coordinate  appointments  faster.  An 
innovative  Inbox  makes  keeping  track  of  e-mail  easier.  Lotus, 
part  of  the  software  teami  that  includes  062?  Tivoli''  and 
^  WebSphere®  Test-drive  Lotus  Notes  6  at  ibm.com/lotus/win 


@  business  is  the  game.  Play  to  win: 


MONEY  &  INVESTING  I  STOCK  FOCUS 


Deflation  Hedges 

When  prices  sag,  debt  burdens  grow  all  the  heavier.  Stock  buyers 
wary  of  deflation  should  pick  companies  with  little  leverage. 


BY  ANDREW  T.  GILLIES 

ONLY  THE  MOST  EFFICIENT 
companies  fare  well  in  a  period  of 
falling  prices  and  slack  productive 
capacity.  Look  at  the  success  of 
low-cost  operators  such  as  Southwest  Air- 
lines and  JetBlue,  or  Dell's  continued 
dominance  in  computer  hardware.  Pre- 
dicting more  such  winners  in  the  current 
economy  isn't  easy,  but  one  strategy 
might  help:  Bet  on  companies  carrying  a 
manageable  debt  load. 

"Having  debt  is  never  so  expensive  as 
when  inflation  is  low  and  moving  lower," 
says  Jason  Trennert,  investment  strategist 
and  senior  managing  director  at  New 
York  brokerage  and  economic  research 
firm  International  Strategy  &  Investment. 
Trennert  and  colleagues  don't  expect 
a  surge  in  corporate  pricing  power  any- 
time soon.  What's  more,  even  if  trouble 
in  the  Middle  East  forces  oil  prices  up  in 
the  short  term  (see  story,  p.  126),  the 
deflationary  trend  is  unlikely  to  abate. 
Why?  Companies,  still  saddled  with  too 
much  capacity,  will  find  it  hard  to  pass  on 
energy  costs  to  consumers.  "There's  no 
way  to  sugarcoat  a  spike  in  oil  prices," 
Trennert  warns. 


Running  Out  of  Ammunition? 

Despite  the  drop  in  short-term  interest  rates, 
productive  capacity  among  manufacturers  remains 
below  80%,  a  sign  of  low  inflationary  pressure. 


25% 


90% 


Capacity  utilization  rate 
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Source:  Conference  Board  data  via  FactSet  Research  Systems. 

To  find  firms  well  suited  for  deflation- 
ary times,  we  looked  for  the  following 
characteristics:  a  low  debt  ratio  relative  to 
the  industry  average;  a  decline  in  long- 
term  debt  over  the  last  four  quarters;  and 
positive  free  cash  flow  (net  income  plus 
depreciation  less  capital  expenditures) 
over  the  past  12  months. 

One  company  captured  by  our  screen 
is  Haemonetics,  a  Braintree,  Mass.  maker 


of  automated  blood  collec 
tion  systems  used  by  blo^fii 
banks   and   hospitals.   Tfc ,, 
company  has  chipped  awaywiH 
its  long-term  debt,  which  p 
its  most  recent  quarter  fell  t 
$38  million,  versus  $47  mii 
lion  a  year  prior.  This  bring 
long-term  debt  down  to  13^t 
of  total  capital  (defined  k,i 
debt     plus     shareholden"^ 
equity).  That's  lower  than  tl  [j 
19%  average  for  medic, 
device  firms. 

Further  testimony  to  tl 
strength  of  Haemonetic 
finances:  Its  interest  covera] 
(earnings  before  interest  ai 
taxes  for  the  latest  12  montli 
divided  by  interest)  stands ; 
a  robust  9.6. 

Shares  of  Haemonetics  < 

off  47%  from  their  52-we< 

high.  At  that  level  the  stoc 

goes  for  14  times  estimate 

earnings    for   the    next 

months.  You  are  taking  a  risl 

The  stock  is  weak  because  of  concerr 

over  sales  slowed  down  by  regulatoif 

activity.  But  the  strong  balance  sheet  wi  j 

enable  the  firm  to  weather  a  rough  patch 

Hormel  Foods,  the  Austin,  Minn,  mat 

processor  famed  for  Spam,  is  beirii 

squeezed  between  high  prices  for  hogs  i\\ 

buying  imder  long-term  contracts  and  la 

prices  for  meat.  But  it's  financially  stroD 

and  can  take  a  temporary  beating.  t 
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Hold  the  Debt,  Please 

Deflation  has  shown  up  in  more  than  the  pr 
companies'  low  debt  burdens  and  healthy  c 

Company/Industry 

ice  of  a  hamburger,  and  that's  bad  news  for  highly  leveraged  firms, 
ash-flow  levels  give  them  an  edge  if  prices  continue  to  fall. 

PRICE                           LTD/CAPITAL            NEXT  12  MONTHS 

3y  contrast 

Latest- 

12-month 

sales 

($mil) 

, these 

Marke 
value 
($mii; 

change  from 
52-week 
recent            high 

company 

industry 

EPS 

(est) 

P/E 
(est) 

Bob  Evans  Farms/restaurants 

$24.12           -28% 

5% 

22% 

$2.04 

12 

$1,071 

$88( 

Haemonetics/medical  equip  &  supplies 

22.04          -47 

13 

19 

1.55 

14 

326 

59( 

Hormel  Foods/food  processing 

22.17           -21 

28 

37 

NA 

NA 

4,166 

3,14J 

Jacobs  Engineering/construction  services 

30.80          -28 

14 

37 

2.16 

14 

4,320 

1,67( 

McGraw-Hill/printing  &  publishing 

62.50          -10 

30 

36 

3.06 

20 

4,688 

12,19: 

Office  Depot/office  supplies 

12.37          -44 

14 

28 

1.04 

12 

11,268 

4,02( 

Quiksilver/apparel 

20.50          -26 

12 

18 

1.66 

12 

676 

49! 

Stanley  Works/appliances  &  tools 

32.81          -37 

15 

28 

2.87 

11 

2,597 

2,89: 

Prices  as  of  Oct.  2.  NA;  Not  available.  Souri; os:  FT  Interactive 
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Oara,  Market  Guide  and  Thomson 

Financial/IBES  via  FactSet  Rest 

iarch  Systems. 
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3ady  for  mid  cap  portfolio  management 
th  the  discipline  to  resist  temptation? 


.-¥. 


Victory  Mid  Cap  Value  — 

active  investment  management 

with  the  style  you  expect. 


Victory 

Capital  Management 


It  takes  discipline  to  resist  the  temptation  to  rush  after  market  trends. 
At  Victory,  we  apply  a  time-tested  investment  philosophy  to  keep 
our  style  consistent.  Through  discipline,  diversification,  and  active 
management,  we  are  able  to  meet  our  investors'  expectations  -  and 
our  goal  of  superior  long-term  returns  on  a  risk-adjusted  basis.  Take 
a  closer  look  at  the  Victory  Mid  Cap  Value  portfolio  for  a  consistent 
investment  style.  You'll  find  that  resisting  temptation  has  its  rewards. 


To  learn  more  about  our  Mid  Cap  Value  portfolio,  contact  your 
consultant  or  advisor,  or  contact  Victory  Capital  Management 
at  1-877-660-4400  or  VictoryConnect.com. 


Victory  Capital  Management  Inc.  is  a  Registered  Investment  Advisor  and  a  member 
of  the  Key  financial  network.  Past  performance  does  not  guarantee  future  results. 
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MONEY  &  INVESTING 


Makers  &  Breakers 


For  more  financial  stats,  go  to  www.forbes.com/makeri 


Turbocharged 


Sales  ($thou) 

THE  BIG  THREE  AUTOMAKERS  ARE  CRUISING  ALONG  ON  THE 
sweet  fumes  of  0%  financing  and  other  nice  deals.  It's  only  a 
matter  of  time  before  they  sputter  out,  right?  And  an  auto 
suppUer  like  BORGWARNER  (45,  BWa),  which  gets  a  quarter  of  its 
business  from  ailing  Ford  Motor,  is  especially  vulnerable, 
right?  Maybe  not.  Rod  A.  Lache,  Deutsche  Bank's  auto  ana- 
lyst, believes  Borg  can  boost  its  financial  performance  even  if 
the  U.S.  auto  market  falls  5%  to  10%  next  year. 

Here's  why.  The  Chicago  parts  manufacturer  is  benefiting 
from  changes  in  taste  among  carmakers  and  car  buyers. 
Japanese  and  European  automakers  are  building  fewer  engines  with  timing  belts,  a  source  c 
warranty  headaches,  and  opting  for  more  durable — and  initially  more  expensive — timini! 
chains.  (Detroit  has  used  chains  for  years.)  BorgWarner  owns  70%  of  that  market,  which  i! 
growing  10%  a  year.  The  $2.35  billion  (2001  sales)  company  is  also  a  leader  in  turbochargi 
ers  and  all-wheel-drive  systems.  In  Europe,  where  small  diesel  engines  are  all  the  ragi 
because  of  high  gas  prices,  turbocharger  sales  are  soaring:  Small  diesels  need  an  extra  boosi 

The  company  is  trading  at  12  times  trailing  earnings,  and  Lache  expects  20%  earnings  gainj 
in  each  of  the  next  two  years.  — Jonathan  Fahe 


Powered  Up 


AMERICAN  POWER  CONVERSION  (10,  APCC),  THE 

leading  maker  of  battery  backups,  has  suf- 
fered in  the  tech  downturn.  Sales  in  APC's 
most  recent  quarter  were  down  13%  from 
last  year  to  $308  million.  The  company, 
however,  has  stayed  out  of  the  red,  which 
can't  be  said  for  a  lot  of  tech  outfits.  Last 
quarter's  net  income  was  $29.6  million,  or  9.6%  of  sales.  It  got 
there  by  slashing  expenses  15%  from  the  year  before.  Even  with 
the  swoon  in  info-tech  spending,  APC  has  managed  10%  aver- 
age annual  sales  growth  over  the  past  five  years. 

The  stock  has  dropped  40%  from  its  52-week  high  and 
changes  hands  at  a  P/E  of  20.  That  represents  an  opportunity,  says 
Rafael  Resendes,  cofounder  of  the  Applied  Finance  Group,  a 
Chicago  research  firm.  — Daniel  Lyons 


gain  of  1.7%  last  quarter  reflects  strong  volume. 

Competitor  Albertson's  trades  at  1 1  times  trailing  earning' 
At  9  times,  Kroger  is  a  comparative  bargain.         — Erin  Killia 


Cry  Me  a  River 


Check  Out 


CONVENTIONAI  WISDOM  HAS  IT  THAT 
supermarket  leader  KROGER  (13,  KR)  is 
bound  to  lose  'in,  uv  s.  to  Wal-Mart  as  the 
big-box  giant  i.;;i;npedes  into  the  grocery 
market.  Nonsens.  Vurrill  Lynch  ana- 

lyst Mark  Husson.  K  out  that  Wal- 

Mart  and  Kroger  h,  i,  a  27%  store 

overlap.  In  fact,  both  ,  ining  at  the 

expense  of  smaller  groi         \fter  a  nine-month  cost-cutting 
binge,  Kroger  has  slashed  p ,       ,  meaning  that  its  same-store  sales 


AFTER  SEVEN  YEARS  IN  BUSINESS 
AMAZ0N.COM  (16,  AMZN)  is  Still  far  from  having 
a  profitable  year.  It  has  posted  net  losses  of 
$28 1  million  over  the  last  four  quarters  and 
has  a  $3  billion  accumulated  deficit.  Yet 
investors  stiU  stuck  in  a  bubble-era  mindset 
have  bid  shares  up  158%  in  the  last  12 
months. 

Why  all  the  excitement?  Investors  are  enthused  by  partnei 
ships  with  the  likes  of  Target,  Office  Depot,  Toys  "R"  Us  an  |i'i 
Expedia.com.  In  order  to  draw  more  big  names  onto  its  sit 
Amazon  has  been  pushing  deep  discounts  on  items  like  bes 
selling  books  and  offering  free  shipping  on  all  orders  of  $25  an 
up.  Previously  you  had  to  order  $99  worth  to  get  free  shipping 

Problem  is,  says  Billy  C.  Bowden,  analyst  at  Crown  Capit  |||| 
Partners,  while  Amazon's  tactics  may  boost  sales  and  cu; 
tomers,  they'll  likely  squeeze  margins  even  more.  For  eac 
(low-margin)  pencil  sold  in  Office  Depot's  corner  of  Amazoi 
the  online  service  gets  just  a  small  fee.  And  showing  the  con 
plications  of  bringing  on  partners,  Amazon  is  already  in  a  be 
with  Expedia.com  over  $3.7  million  the  company  says  Exped 
owes  it.  End  result:  Amazon's  investors  are  going  to  wait  long( 
than  they  expected  for  black  ink.  Short  the  stock.  Cover  at  $1' 

— Christopher  Helma 
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Wouldn't  it  be  great  to  get  a  few  more  of  these? 


's  nothing  like  recognition  for  a  job  well  done.  If  you'd  like  a  few  more  pats  on  the  back,  ship  with  Yellow.  Our  guaranteed  services  give  you 
issurance  your  shipment  wi!!  arrive  promptly  and  accurately.  Please  your  boss  and  customers  alike  by  using  Exact  Express,'"  our  expedited, 
•definite  air  and  ground  sen-ice.  Or  Definite  Delivery,'"  which  offers  proactive  notification  on  standard  transit  time  shipments.  Both  offer  guarantees, 
help?  Our  24/7  customer  senylcc  centers  are  award  winners.  Yellow  also  provides  the  broadest  coverage  in  North  America.  Or,  ship  confidently 
here  in  the  world.  Plus,  conveniiriiiy  manage  your  transportation  needs  online  by  using  oyr  unsurpassed  technology.  With  Yellow,  compliments  are 
:ically  guaranteed.  Yellow:  Big  shipments  for  business.  Anytime.  Anywiiere.  At  any  speed.  Guaranteed: 


vEi  mui 

ilEIIIJili 
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myyeilow.com   •  1.800.610.6500 


he  Contrarian  By  David  Dreman 


Watch  Those  Estimates 


EVEN  THE  FEDERAL  RESERVE'S  CHAIRMAN  BELIEVED  THE 
analysts,  which  lately  is  a  cause  of  great  merriment.  In 
his  Feb.  17,  2000  testimony  before  the  Senate,  Alan 
Greenspan  spoke  glowingly  of  the  economy's  miracu- 
lous growth  and  the  ever-higher  earnings  estimates 
that  analysts  foresaw.  And  he  sure  wasn't  alone  in  genuflecting 
before  the  best  research  Wall  Street  could  provide. 

Well,  as  Greenspan  and  the  rest  of  us  have  learned  since, 
analysts  are  hardly  deities.  They  had  to  take  a  remedial  course  in 
business  ethics  from  Eliot  Spitzer,  of  all  people.  Citigroup  is 
offering  to  wall  off  analysts  formally  from  contact  with  its 
investment  bankers;  the  Secu- 


Analysts  still 

haven't  learned 

their  lesson.  They 

persist  in  using 

numbers  that  have 

little  relationship 

to  reality.  Just  what 

are  "operating 

earnings"  anyway? 


rities  &  Exchange  Commis- 
sion may  mandate  this  sort  of 
separation  on  Wall  Street. 

So  are  analysts  now  on 
their  best  behavior?  No.  We're 
still  getting  inflated  forecasts. 

Let's  start  with  the  Nasdaq 
100,  representing  the  largest 
companies  on  Nasdaq  and 
heavily  weighted  by  large 
technology  stocks.  It  has 
dropped  a  harrowing  82% 
from  its  high  of  a  few  weeks 
after  Greenspan's  testimony. 
This  drop  for  a  broad  index  is 
surpassed  only  by  the  89% 
decline  in  the  Dow  Jones 
industrial  average  between 

1929  and  1932.  But  that  decline  still  doesn't  make  the  Nasdaq 
cheap  relative  to  earnings — there  are  no  earnings.  The  100  col- 
lectively lost  $18  billion  on  a  GAAP  basis  in  the  12  months  ended 
June  30,  and  $5.5  billion  in  the  first  six  months  of  2002. 

Not  to  worry.  Tech  executives  use — and  analysts  shamelessly 
pass  along — a  mushy  term  called  "operating  earnings."  For  tech 
companies  especially,  the  term  can  mean  pretty  much  anything: 
net  before  (or  after)  depreciation  and  before  or  after  interest, 
taxes  or  special  charges.  Most  often,  what  they're  trying  to  do  is 
avoid  the  bad  stuff  and  paint  the  prettiest  picture,  using  abstract 
expressionism. 

The  result  is  a  continuation  of  bubble-era  accounting. 
Nasdaq  100  companies  reported  operating  earnings  of  $1 1.6 
billion  in  the  first  half,  and  the  analysts  are  estimating  $31.2  bil- 
lion on  this  basis  for  the  entire  year.  If  you  believe  those  ana- 
lysts, that  figure  will  jump  40%  nc  xt  yoar,  making  for  one  of  the 
fastest  and  largest  earnings  turnarounds  in  U.S.  economic  his- 
tory. At  recent  prices  (this  column 
goes  to  press  with  the  Nasdaq  100 


index  at  832),  the  collect: 
market  capitalization  of  the 
100  companies  is  $999  billii 
or  32  times  their  supposed  2 
operating  net.  A  pretty  ri 
multiple,  particularly  given 
the  bottom  line  (GAAP)  nu 
ber  will  almost  certainly  be  n 
for  2002. 

What  about  the  broa 
market?  The  S&P  500  is  tradi 
at  17.1  times  2002  operatii 
earnings  and  27  times  the  more  conservative  GAAP  numbei 
On  2003  estimates  the  index  is  priced  at  14  times  the  $58  op 
ating  earnings  and  22  times  the  $38  GAAP  income.  (In  bo 
cases  the  estimates  in  question  are  "bottom-up"  numbers  con 
structed  ft-om  company-by-company  forecasts,  not  the  "tci 
down"  numbers  constructed  from  macroeconomics.) 

Standard  &  Poor's,  in  an  attempt  to  reduce  the  large  d 
crepancy  between  operating  and  GAAP  earnings,  has  propose 
"core  earnings,"  to  make  company  accounting  more  compara , 
ble.  Core  earnings  are  less  strict  on  expenses  than  GAAP  but  (i  I 
more  stringent  than  operating  earnings.  The  core  numb, 
includes,  for  example,  the  costs  of  shutting  down  factories  anij 
writing  down  inventory,  but  does  not  include  paper  losses  o 
goodwiU  (like  the  zingers  at  AOL  and  JDS  Uniphase).  In  cm. 
earnings,  companies  don't  get  credit  for  phantom  gains  on  the 
pension  funds.  Projected  core  earnings  for  the  S&P  500  ind 
were  estimated  to  have  dropped  27%  in  2001.  Assuming  t 
same  percentage  decline,  my  projections  are  $35.40  earnings  p 
share  for  2002  (for  a  P/E  of  23)  and  $42.70  for  2003  (P/E,  19) 
Whatever  method  you  use,  though,  these  P/Es  are  not  lo 
and  still  are  buUt  on  overly  sanguine  estimates.  In  the  1990- 
recession,  for  example,  the  S&P  traded  at  a  14  multiple,  and 
the  1973-74  bear  market  it  was  7. 

With  no  economic  upturn  in  sight,  and  P/Es  high,  mark( 
should  continue  to  be  volatile.  Still,  value  stocks  remain  ba 
gains.  Following  the  1973-74  bear  market,  they  exploded  aft 
tech  stocks  collapsed.  In  the  next  ten  years  value  stocks  chalk 
up  a  20%  annualized  gain,  compared  with  4%  for  growth, 
measured  by  the  Compustat  500. 

While  history  never  repeats  itself  exactly,  fundaments 
indicate  that  value  should  continue  to  outperform  the  marW 
for  some  time  to  come.  Here  are  several  names  that  look  goo 
at  current  levels:  Electronic  Data  Systems  (14,  EDS),  trailing  P/E 
Safeway  (22,  SWY),  P/E  18  ;  Staples  (13,  SPLS),  P/E  18;  and  Bel 
Buy  (23,  BBY),  P/E  33,  but  23  for  2003.  ' 


David  Dreman  is  chairman  of  Dreman  Value  Management  of  Jersey  City.  N.J.  His  latest  book  is  Contrari  | 
Investment  Strategies:  The  Next  Generation.  Visit  his  home  page  at  www.forbes.com/dreman. 
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•or  most  people  the  horizon  is  as  far  as  they  can  see.  But  for  us  it  represents  the  threshold  to 
m  unseen  world  of  new  opportunities.  As  one  of  the  world's  forennost  managers  of  capital  and 
isk,  we  are  constantly  searching  for  solutions  that  lie  beyond  the  obvious.  With  financial  and 
itellectua!  reservoirs  of  great  depth  and  breadth  to  draw  from,  we  combine  insight,  knowledge 
ind  original  thinking  to  create  new  opportunities.  We  do  it  for  ourselves.  We  can  do  it  for  you. 


Solutions  beyond  the  obvious.         Swiss  Re 


JfesJButB^ames  Grant 

Treasurys  Crap  Game 


INVESTORS  CRAVE  SECURITY.  IN  FLIGHT  FROM  PERCEIVED 
risk,  they  are  running  for  perceived  safety.  Many  are  run- 
ning for  U.S.  Treasurys,  safe — they  think — at  any  price.  But 
government  securities  are  absolutely  safe  in  only  one  partic- 
ular. Namely,  the  Treasury  can  alv/ays  materialize  the  dollars 
with  which  to  redeem  them.  And  if  the  Treasury  for  some  rea- 
son couldn't  find  the  dollars,  the  Federal  Reserve  could  print 
them. 

In  reality,  Treasurys  are  no  more  inherently  safe  than  stocks 
are  inherently  value-laden.  Safety  and  value  are  qualities  con- 
ferred not  by  the  nature  of  an  asset  but  by  the  price  at  which 
it's  acquired. 

Treasurys  owe  their  popu- 
larity not  to  their  prices  but  to 
the  times.  The  world  is  having  g^g  g^gg^  ^g^g^g 

one  ot  Its  sinking  speUs.  Pick- 
ing  up  the  newspaper  (then 
hastily  laying  it  down  again), 
people  naturally  seek  safe 
haven.  What  better  port  in  a 
storm  than  the  full  faith  and 
credit  of  Uncle  Sam? 

They  have  a  point  about 
short-dated  Treasury  bills, 
even  though  the  minuscule 
three-month  rate  (1.6%)  is 
lower  than  recent  inflation 
(the  CPI  is  1.8%  higher  than  it 
was  a  year  ago.)  Buy  a  bill,  wait 
a  while  and  get  your  money 

back.  Longer-dated  notes  and  bonds  are  a  different  story, 
though.  With  this  paper,  low  yields  correspond  to  high  risk. 

Investment  risk  is  a  funny  thing.  The  safer  an  investment 
looks,  the  riskier  it  tends  to  be.  By  the  time  a  stock  or  a  bond  has 
won  the  imprimatur  of  the  investment  establishment  it  is — 
almost  by  definition — fully  priced.  What  seemed  safer  than 
stocks  at  the  close  of  1999?  What  appeared  uglier  than  govern- 
ments at  the  bottom  of  the  epochal  bond  bear  market  in  1981? 

Twenty-one  years  ago  the  30-year  Treasury  was  quoted  at 
15%.  Those  who  didn't  see  this  sight  for  themselves  will  now 
stare  in  wonder.  They  will  ask  how  "risk-free"  Treasurys  came 
to  bear  yields  to  maturity  higher  than  historical  returns  on 
equities.  The  answer  is  that  bond  prices  had  been  falling  since 
1946.  Thirty-five  \\.'a<  after  tht  started  foiling,  investors  cared 
less  about  value  thai  aliout  expei  rnce.  What  they  thought  they 
knew  was  that  yields  vmly  went  up. 

Now  they  think  tht  km  w  that  hey  only  go  down.  Possibly 
they  are  right  about  this— or  nght  en  nigh  to  do  very  well  over 
the  next  year  or  two.  Maybe  Fannie  Mae,  holder  of  $740  billion 

348     FORBES"   October  28,  2002 


Government  bonds 


for  those  suffering 

from  equities. 

Great,  that  is, 

unless  yields  pop 

back  up  to  6%. 

Don't  count  on  a 

Japan  scenario. 


of  mortgages,  is  so  tanglefo< 
in  the  mathematics  of  mortgi 
prepayments  that,  to  keep 
assets  squared  with  its  liabilitii 
it  will  have  to  buy  massive  ' ' 
umes  of  Treasurys.  Toda; 
miniature  bond  yields  ha 
confounded  the  managers: 
interest- rate  risk. 

Or,  perhaps,  the  U.S.  w 
join  Japan  in  deflation,  the  stJ 
in  which  prices  broadly  fall, 
this  netherworld,  debtors  are  pressured  and  consumers  live  li\ 
of  thrifty  procrastination.  (Why  buy  today  when  the  price  M' 
be  lower  tomorrow?)  In  times  of  deflation,  interest  rates  d 
collapse. 

Japan  is  the  bond  bulls'  favorite  country.  In  1990,  whil 
Japanese  government  bonds  yielded  as  much  as  8.7%,  f( 
anticipated  that  the  Japanese  economy  would  spend  the  n«' 
dozen  years  (and  counting)  in  a  state  of  suspended  animatici 
Fewer  stUl  prescribed  the  investment  strategy  to  profit  by  tl 
turn  of  events,  i.e.,  to  buy  the  debt  of  the  demonstrably  incoi 
petent  government  that  presided  over  the  slump.  By  1995,  wi' 
yields  at  3%,  contrarians  asked:  "Really,  how  much  lower  c 
they  go?"  They  would  find  out.  The  1%  barrier  was  breach' 
(for  the  first  time)  in  September  1998.  ; 

So  there's  no  being  dogmatic  about  interest  rates.  Anythii 
can  happen.  And  if  you  accept  that  anything  can  happen,  th' 
you  certainly  must  make  fair  allowance  for  the  unexpected. 

In  the  bad  old  days  of  the  early  1980s,  when  bonds  w« 
known  as  "certificates  of  confiscation,"  high  interest  rates  the] 
selves  afforded  bondholders  a  margin  of  safety.  High  coup' 
income  insulated  them  against  losses  of  principal.  The  holder 
a  15%  bond  could  absorb  a  15-point  loss  over  the  course  o 
year  without  seeing  red.  He  could  take  an  even  bigger  percentJ 
price  loss  the  next  year  and  still  be  ahead  of  where  he  started. 
Today,  with  bonds  coveted  for  their  supposed  safe-hav 
characteristics,  the  math  is  unfavorable.  The  benchmark  t« 
year  Treasury  is  quoted  at  105  to  yield  3.7%.  Possibly,  just  as  I 
bulls  insist,  U.S.  rates  will  follow  Japan's,  presenting  a  windl 
to  the  deflation  theorists  and  Fannie  Mae  bears.  A  1%  yield  c( 
responds  to  a  Bl-'/i:  price.  But  a  6%  yield  would  correspond 
an  88732  price. 

Which  is  more  likely?  I  would  guess  6%.  I  say  "guess,"  an 
mean  guess.  The  trouble  with  ostensibly  safe  and  sane  and  cc 
servative  U.S.  Treasurys  is  that,  at  these  levels,  they  are  amo 
the  most  speculative  assets  available. 
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)0%  of  the  Fortune  500  now  rely  on  the  speed  and  efficiency 

of  Xerox  Document  Centre"  systems.  They  print,  copy, 
scan,  fax  and  e-mail  like  no  other.  Saving  time  and  money. 

There's  a  new  way  to  look  at  it. 


reason  for  our  popularit>'  is  simple.  It's  high 
jrmance  at  affordable  cost.  And  now,  any  size 
pany  can  afford  the  technolog>  that's  won  the 
idence  of  the  FoRTU^K  500®  The  new  Xerox 
iment  Centre  500  series  is  designed  to  givt- 
more  productive  ways  to  print,  copy,  scau, 
nd  even  e-mail.*  And  our  Document  Centre 
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technology  lets  you  run  network  print  jobs  up  to 
three  times  faster  than  the  leading  competitor.^  Its 
powerful  software  means  improved  workflow  and 
easier  document  management.  What's  more,  the 
Document  Centre  line  also  offers  you  fast,  afford- 
able color.  So  join  the  crowd,  and  see  how  your 
company  can  save  some  time  and  money  of  its  own. 

The  Document  Company 
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Thfi  Patifint  Investor  By  John  W.  Rogers  Jr 

When  Bad  Is  Good 


INVESTOR  CONFIDENCE  IS  THE  OXYMORON  OF  2002.  THE 
broad  market  comes  off  an  especially  horrible  summer  of 
war  talk,  handcuffed  executives  and  bad  earnings  reports. 
A  belated  rebound  in  the  fourth  quarter  looks  doubtful. 
The  market  gyrates  up  a  step,  then  down  two.  The  general 
direction  of  every  major  index  year-to-date  is  unmistakably 
down  double  digits.  But  despite  all  the  handwringing,  I  say: 
Don't  despair. 

Bleak  times  like  these  are  the  best  ones  tto  reiterate  some 
simple  truths  of  investing.  Yes,  three  years  of  a  bear  market  are 
enough  to  sap  the  spirit  of  the  best  of  us.  Such  periods  as  these, 
though,  are  really  opportuni- 


Strategy:  Find  the 

strongest  piayers  in 

the  weakest 

industries.  Just 

now  gas  utilities, 

telecom  gear 

and  electronic 

equipment  are 

weak  industries. 


ties  in  disguise.  That's  the 
biggest  lesson  to  learn. 

If  you  are  willing  to  care- 
fully sift  through  the  wreck- 
age, market  distress  and 
volatile  prices  often  create 
fine  opportunities  to  find 
inefficiently  priced  compa- 
nies. As  a  dedicated  value 
investor,  I  delight  in  culling 
new  favorites  from  those  be- 
smirched with  investor  pes- 
simism. Although  ridiculed 
by  the  mainstream,  the  most 
beleaguered  areas  of  the  mar- 
ket often  contain  solid  com- 
panies— selling  at  rock-bot- 
tom prices.  Worth  a  look. 

That  said,  diligent  research  is  the  crucial  element  in  unlock- 
ing real  value.  Company  fundamentals  always  matter,  which 
means  homework  is  a  must.  Successful  investing  is  not  as  simple 
as  buying  low,  crossing  your  fingers  and  waiting  for  a  rebound. 
"Value"  and  "cheap"  are  not  synonymous. 

During  the  course  of  my  regular  research  I  use  Baseline,  an 
equity  database,  to  identify  this  year's  worst-performing  indus- 
tries. From  there  I  identify  a  few  slocks  to  consider.  I  believe 
they  are  not  merely  cheap  by  the  obvious  measures  (like  cash 
flow  and  earnings);  they  are  true  values,  meaning  they  should 
do  well  in  the  ftiture. 

Gas  utilities  are  down  51%  since  Jan.  1,  according  to  Base- 
line. One  reason  is  that  many  gas  companies  are  expanding 
beyond  their  core  I>usinesses  into  such  new  areas  as  oil  explo- 
ration, which  will  tdi  A-  a  long  time  to  pay  off.  But  People's  Energy 
(34,  pcl)  (or  now  is  st  jying  with  what  it  knows.  It  has  a  de  facto 
monopoly  on  natural  ^as  distribution  in  my  home  city  of 
Chicago.  Recent  deregulation  of 
residential  gas  has  opened  up  the 


market  to  competition,  b 
don't  get  too  worried  abo 
this.  People's  Energy  owns  t 
underground  pipes  and  will  j 
a  fee  when  a  competitor  us 
them.  Now  energized  by 
dynamic  new  chief  executii 
Thomas  Patrick,  the  compai 
dominates  a  consistent  and  pt 
dictable  business.  People 
down  22%  from  its  52-we 
high,  sells  at  12  times  trail 
earnings,  10  times  forward  earnings  and  a  38%  discount  to  r 
$55  estimate  of  its  intrinsic  value. 

Shares  of  companies  that  make  telecom  equipment 
down  61%  this  year.  No  surprise,  given  that  the  weak  n 
enues  of  2001  and  2002  were  a  shock  after  1999's  and  20i 
30%  yearly  growth  rates.  Nevertheless,  I'm  wired  on  Andi 
Corp.  (7,  ANDW),  which  designs  and  makes  an  array  of  o 
munications  equipment,  services  and  systems.  Thankful 
Andrew  is  not  solely  dependent  on  our  struggling  U.S.  eco 
omy — it  derives  half  of  its  sales  overseas. 

Even  with  its  recent  acquisition  of  Celiant,  Lucent's  po' 
amplifier  division,  Andrew  still  has  one  of  the  strongest  balan 
sheets  in  the  industry.  And  it  is  blessed  with  candid  and  tirel( 
leadership  in  Ralph  Faison  of  Celiant,  who  now  serves 
Andrew's  president,  and  Chairman  Floyd  English,  a  compa 
veteran  of  over  two  decades.  The  stock  sells  at  a  deep  59%  d 
count  to  its  $17  intrinsic  value,  13  times  trailing  earnings  am 
times  forward  earnings. 

Vendors  of  electronic  parts  are  doing  as  badly  as  their  ct| 
tomers,  with  share  prices  off  60%  so  far  this  year.  A  resulting 
gain  is  Anixter  International  (20,  axe),  the  giant  distributor  of  da 
communication  products  and  electrical  wire  and  cab 
Although  the  company's  products  are  technical,  includi 
sophisticated  gear  like  computer  network  peripherals,  its  bu 
ness  plan  is  simple  and  timeless:  connecting  customers  with  su 
pliers.  Long-term  strategic  relationships  with  manufacturers! 
wire  and  fiber-optic  cable  like  Belden  and  Corning  provlj 
Anixter  with  a  real  advantage.  The  fiber  glut  will  end  someda) 

During  the  industry's  travails,  this  market  leader 
increased  market  share  and  is  poised  to  benefit  when  the  eo 
omy  recovers.  I  believe  the  shares  are  worth  $31,  representing 
55%  premium.  The  stock  sells  for  22  times  trailing  earnings  a| 
14  times  forward  earnings.  ' 

Take  heart.  These  picks  are  the  best  of  the  worst.  They  arei 
for  the  timid  investor.  They  may  reward  the  patient  one. 


Forbes 


John  W.  Rogers  Jr.  is  chairman  and  chief  executive  officer  of  Chicago-based  Ariel  Capital  Management,  b  j 
the  adviser  to  the  Ariel  Mutual  Funds.  Visit  his  home  page  at  www.forbes.com/rogers. 
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le  New  York  Yankees  are  proud  to  salute  the 
tilted  States  Military  Academy  at  West  Point 

for  200  years  of  developing  the  leaders 
,^who  protect  and  defend  our^freedom 
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The  United  States  Military  Academy  turned  200  thi 
year.  West  Point  has  grown  with  the  nation— and,  more 
than  once,  saved  it.  by  Gene  Smith 


As  THE  DRUM  AND  BUGLE  CORPS 
thumps  and  shrills,  a  great  mass 
moves  4,000  strong  into  its  vast  mess 
hall.  Plebes,  who  in  other  higher-education 
locales  are  termed  freshmen,  report  to 
table  commandants  that  duties  have  been 
performed:  Water  is  in  the  glasses,  foil 
on  condiment  jars  stripped  off,  platters 
ready  for  passing. 
"Eat." 

The  Corps  of  Cadets  of  the  United 
States  Military  Academy  at  West  Point 
sets  to.  This  is  luncheon;  like  breakfast,  it 
is  mandatory  for  all  cadets,  but  dinner  is 
optional  save  on  Thursday  nights,  when 
the  entire  Corps  gathers  for  important 
announcements  and  procedures.  That 
this  is  so  has  been  in  recent  years 
received  with  great  disapproval  by  a 
group  known,  but  certainly  not  to  their 
faces,  as  dogs.  That  stands  for  Disgrun- 
tled Old  Grads.  More  than  9  out  of  10 
USMA  graduates  over  the  years  have 
belonged  to  the  Association  of  Gradu- 
ates, a  figure  undreamed  of  by  other  insti- 
tutions of  higher  learning,  and  some  are 
DOGS  who  regard  permission  for  cadets  to 
go  off  post  for  meals  as  a  grave  mistake. 
Why,  the  Academy  was  no  less  than  83 
>  ■  "■'->  old  before  the  student  body  ever 


left  the  grounds  en  masse,  and  thai  I  r 
a  one-time  occasion  that  saw  USMA  ' ;: 
1st  captain  of  the  Corps  of  Cadets  J|c 
J.  Pershing  leading  it  across  the  Huoln 
River  to  stand  at  attention  alongjec 
tracks  when  the  funeral  train  of  Ulyjiiei 
S.  Grant,  USMA  '43,  passed  by. 

Such  indulgences,  say  the  dogsu; 
against  the  whole  point  of  the  Acad(*l; 
which  was,  wrote  Morris  Schaff,  claaarii 
1 862,  to  prepare  those  who  went  tjs, 
to  "meet  the  high  test  of  the  soldier 
the  gentleman  and  to  imbue  such 
the  air  of  an  officer."  The  eating  outjlra 
drinking,  say  the  old  grads,  can  be  ra 
with  the  fact  that  cadets  no  longer  s 
in  front  of  the  blackboard  with  poinl 
left  hand  (in  the  past,  holding  it  ir 
right  meant  a  demerit,  a  gig,  with  itou 
ing  on  the  daily  "skin  list")  and  insiifnf 
lounge  in  their  chairs  when  called    da; 
by  professors,  who  often  address 
not  as  mister  but  by  their  first  na  Ithj 
(Anyway,  "mister"  would  be  inappjtte 
ate  for  16  percent  of  the  student  I 
And  the  Academy  head  of  physical 
cation,  the  Master  of  the  Sword,  is, 
a  colonel,  a  she  colonel.) 

They  talk  about  tradition,  the  old  c 
All  begins  with  President  Thomas  J 


ifs 


gioi 
faiii 


The  cadets  on 
parade,  opposite,  and 
their  magnificently 
situated  home  on  the 
Hudson  River. 


requesting  Congress  to  authorize 
tabiishnnent  of  a  school  to  produce 
officers.  He  made  his  recommen- 
with  many  reservations,  for  he  dis- 
d  standing  armies.  But  the  issue 
een  presented  to  him  in  distinctly 
tary  terms.  The  Army  of  3,800  men 
detachment  of  engineer  troops  sta- 
at  West  Point  in  the  Hudson  River 
nds,  the  largest  fort  in  the  United 
;.  Why  not  set  up  a  school  there, 
'iiy  for  the  training  of  engineer  offi- 
/ho  would  become  capable  of  build- 
a  vast  and  raw  land  roads,  bndges, 
harbors,  canals,  docks,  and  aque- 
?  Jefferson  went  for  it.  Congress 
don  March  16,  1802. 
U.'S.  Military  Academy  opened  on 
ourth,  with  all  who  applied  made 
me.  Ten  people  showed  up  for  the 
:lasses.  Eventually  some  sort  of 
ice  requirements  were  set  up,  and 
the  War  of  181 2  came.  West  Point- 
least  did  better  than  most  of  the 
ipants  in  what  was  not  America's 
glorious  military  hour.  When  peace 
and  classes  resumed,  it  was  or- 
that  there  be  a  special  cadet  uni- 
Dased  on  that  worn  by  the  soldiers 
lad  served  under  Winfield  Scctt  in 


one  of  the  few  American  victories  over 
the  British,  the  Battle  of  Chippewa.  That  at- 
tire, horsehair  plumes  and  crossbelts  and 
all,  is  what  you  find  if  you  are  one  of  the 
present  day's  three  million  annual  visitors 
or  have  seen  pictures  of  the  Corps  march- 
ing across  the  Plain  in  formal  review. 

In  1817  came  the  most  important 
occurrence  in  the  USMA's  history.  A  boat 
arrived  at  the  South  Dock,  and  Sylvanus 
Thayer  stepped  ashore.  Brevet  Major 
Thayer,  32  years  of  age,  father  of  the 
Academy,  patNarch  of  the  Long  Gray 
Line,  was  majestic,  cold,  unbending, 
impartial,  orderly,  unrelaxed  and  unrelax- 
ing,  never  one  half-minute  late  for  any- 
thing, and  always  seeming  to  have  just 
bathed,  shaved,  and  dressed.  He  had  pre- 
pared for  his  appointment  as  Superinten- 
dent by  obtaining  $5,000  in  government 
funding  to  purchase  in  Europe  military 
books,  maps,  models  of  fortifications,  and 
charts.  These  formed  the  basis  for  a  seri- 
ous study  of  the  art  of  war,  and  how 
exactly  that  study  would  be  conducted 
was  Thayer's  great  construction,  lasting 
almost  unbelievably  intact  for  nearly  a 
century  and  a  half.  The  basis  for  every- 
thing was  mathematics.  A  math  prob- 
lem had  only  one  correct  answer.  It  was 


the  duty  of  a  cadet  to  find  it.  Math  had 
to  do  with  decisiveness,  precision,  and 
attention  to  detail,  with  certainty  and  no 
wandering.  Derivative  from  math  was 
engineering,  the  other  bulwark  of  the 
Superintendent's  educational  program. 
Everything  in  these  two  fields  of  study 
worked  according  to  inflexible  rules  from 
which  no  deviation  was  permissible. 

So  did  the  West  Point  that  Sylvanus 
Thayer  invented.  Entering  cadets,  he 
ruled,  would  report  in  late  June  for  two 
months  of  what  was  soon  called  and  still 
is,  although  now  greatly  toned  down, 
"Beast  Barracks."  The  newcomers  were 
put  to  picking  up  all  the  ants  in  a  hill  one 
by  one  and  ordered  to  change  from  one 
uniform  into  another  in  impossible  time. 
Taking  orders  under  pressure,  with  no 
questions  allowed  or  any  excuse,  makes 
for  soldiers  who  are  disciplined. 

Plebes  took  meals  at  strictest  brace 
—  shoulders  so  far  back  the  blades 
touched — with  no  part  of  a  chair  except 
for  its  front  two  inches  utilized.  They 
were  often  compelled  to  eat  soap  and 
drink  Tabasco.  This  went  on  until  plebe 
year  ended,  and  those  who  had  not 
gone  mad  or  run  away  or  broken  down 
were  on  Recognition  Day  addressed 
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Cadet  John  B.  Kerr, 
class  of  1870,  sits  in 
his  Spartan  room 
wearing  his  1812-era 
dress  uniform. 


That  the  system  worked 
appeared  confirmed  by 
the  country's  performance 
in  the  1 846-48  war  with 
IVlexico.  Without  the  lead- 
ership   of    USMA    men, 

by  their  names  and  offered  handshakes.  Winfield  Scott  said,  the  conflict  would 

Matters  improved  for  a  cadet  after  have  lasted  four  or  five  years  with  many 

Recognition  Day,  but  still  he  was  harried  U.S.  defeats,  but  as  things  turned  out, 

by  tactical  officers,  "tacs,"  who  recorded  not  a  single  battle  or  skirmish  was  lost, 

demerits  for  men  talking  while  standing  Then  came  the  Civil  War,  with  55  of  the 

in  place,  defacing  public  property  by  60  major  battles  finding  West  Pointers 

having  their  feet  up  on  a  table,  misspell-  in  command  on  both  sides,  and  elevation 

ing  a  word  when  submitting  a  written  to  the  highest  positions  of  military  glory 

explanation,  whistling  when  going  up  a  of  such  as  Lee,  Grant,  Sherman,  Stuart, 

flight  of  stairs.... Cadet  Dwight  D.  Eisen-  Jackson,  and  Sheridan.  So  the  USMA 

hower  was  "hived"  for  dancing  too  swift-  needed  no  alteration,  it  was  held.  Cadets 

ly  at  a  hop  and  later  said  that  if  they'd  had  went  on  precisely  as  had  their  predeces- 

a  chance  to  sit  and  think  for  a  moment,  sors.  The  European  war  begun  in  1914 

most  of  his  1915  class — the  Class  the  was  ignored  in  the  fortresslike  Military 

Stars  Fell  On,  59  of  its  164  men  becom-  Gothic  buildings  looming  over  the  Hud- 

ing  generals  owning  a  total  of  1 1 1  stars—  son  until  1917,  when  the  United  States 

"would  have  taken  the  next  train  out."  entered  it.  Commander  in  chief  of  the 

Some  men  did,  among  them  Edgar  American  Expeditionary  Forces,  John 

Allan  Poe  and  James  McNeill  Whistler.  J.  Pershing,  then  announced  that  the 

Nothing  could  be  more  apposite  than  standards  for  his  troops  would  be  the 

that  West  Point's  two  most  famous  standards  of  West  Point.  No  one  was 

dropouts  should  be  a  poet  and  an  artist,  ever  more  the  complete  USMA  product. 

For  what  came  to  be  called  the  Thayer  or  more  acted  the  part  of  the  tac  he  had 

System,  or  the  Thayer  Method,  admit-  once  been.  Commanders  got  men  for- 

ted  of  no  vagaries  and  no  shadings  to  ward  not  half  an  hour  early  or  half  an  hour 

interfere  with  definitive,  straight,  orderly  late  while  keeping  them  closed  up  on  the 

answers  to  questions.  Fifty,  75,  100  years  march,  or  commanders  were  gone.  In 

after  Thayer's  1833  retirement,  cadets  one  day  Pershing  relieved  as  the  heads 

gave  the  same  answers  to  instructors  of  their  divisions  two  of  his  '86  class- 

who  as  cadets  themselves  had  studied  males.  He  snarled  at  the  chief  of  staff  of 

the  same  books    It  was  forbidden  to  the  42d  Division  that  the  troops  needed 

play  cards  or  chess      i  musical  instru-  discipline  and  order.  "I'm  going  to  hold 

ment  or  to  read  novels    ^  plays.  you  personally  responsible  for  correcting 


measures  with  the  officers  at  faultil 
a  disgrace." 

"Yes,  sir,"  replied  Col.  Douglas  h 
Arthur,  a  former  1st  captain  of  the  C|e 
of  Cadets. 

The  war  over,  MacArthur  was  na;: 
Superintendent.  He  was  aghast  a^^^ 
accumulated  stagnation.  "How  nr 
longer  are  we  going  to  go  on  prtfc 
ing  for  the  War  of  1812?,"  he  as 
MacArthur  ordered  the  first  swee^ 
changes  since  Thayer's  time,   he. 
cadets  read  a  newspaper  daily  and|e 
classes  in  psychology,  economics'i'S 
political  science.  The  dogs  of  the  daW« 
the  faculty  howled,  and  when  MacAj'r 
finished  his  tour  of  duty,  his  reforms  f 
instantly  repealed.  West  Point  self 
back  into  its  former  ways.  So  dicfC 
Army,  which  dwindled  to  the  ninetc 
ranking  force  in  the  world. 

A    FEW  MEN   ROSE  ABOVE  TO   TO' 
and  studied  for  a  war  that  i 
or  might  not  come.  When  it  did,  the 
formed  brilliantly,  their  names  toda^ 
the  books  and  on  schools,  boulev 
institutions,  and  monuments,  seve 
the  grounds  of  their  alma  mater, 
did  they  rise  successfully  to  com 
millions,  conceive  and  utilize  all  sc 
new  technologies,  and  conquer 
swaths  they  then  ruled  over  wisely 
It  has  to  do  with  something  el 
Thayer  taught.  West  Point  calls  it  IfftE 
with  character.  That  concept  is  emt 
in  and  exemplified  by  what  is  prinl 
USMA  stationery  and  the  plaques  « 
to  Academy  lampposts  this  200tl' 
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ry  year,  and  in  the  hearts  of  those  an  upperclassman  still  can  reduce  plebes 

)  and  old  of  the  Long  Gray  Line:  to  tears. 

Honor.  Country.  Military  families  continue  to  send  their 

purest  distillation  of  this  is  the  sons.  And  their  daughters.  (One  wonders 


s  honor  code;  "A  cadet  will  not  lie, 
or  steal  or  tolerate  those  who  do." 
nower  said,  "I  profoundly  feel  that 
Derpetuation  is  one  of  the  best  as- 
:es  of  our  nation's  future  security." 


if  there  came  into  the  mind  of  Cadet 
Jacqueline  Stilwell,  as  a  plebe  opening 
luncheon  condiments,  the  image  of  her 
great-grandfather  Vinegar  Joe,  whose  hat 
worn  during  his  Asia  campaigns  of  World 

Dde,  with  its  implied  message  that  War  II  is  on  display  in  the  post  military 
er  of  the  USMA  must  possess  a     museum,  the  largest  in  the  country.)  For 

Df  courage  and  dedication  unknown     all  the  differences,  it's  still  West  Point, 


Graduating  cadets 
hurl  their  caps  into 
the  air,  as  tradition 
mandates;  they're 
headed  now  for  five 
years  in  the  Army. 


with  half  of  all  its  de- 
ceased graduates  lying 
in  the  post  cemeten/. 

Let  the  last  word  be 
MacArthur's.  Old  and 
ailing,  he  went  to  the 


ers,  has  at  times  produced  in 
rger  society  ironical  and  dis- 
le  smiles,  although  perhaps 
now  in  the  light  of  events  of 
» long  ago. 

code  lives  on  today  in  the 

changed,  yet  fundamentally 

inged,  institution  that  began  to 

je  in  the  1960s.  The  women  who 

m  1976,  the  multitude  of  black 

rown  faces,  the  elective  courses 

tting  cadets  to  major  in  selected 

of  study,  the  100  clubs  for  dance, 

;,  white-water  canoeing,  theater 

)lus  backstage  work  and  handling 

ghts  for  such  as  Billy  Joel  and 

John  and  for  touring  companies  of 

ind  A  Chorus  Line  in  the  4,400-seat 

newer  Hall:  Yes,  it's  very  different 

/vhat  it  used  to  be.  It's  not  so  hard 

duate  without  getting  a  single  de- 

a  remarkable  achievement  when 

ejt  E.  Lee  did  so.  (Grant  accumulated 

[ind  Phil  Sheridan  so  many  that  he 

r  uspended  for  a  year.  Even  Pershing 

:P0.)  The  brutal  hazing  is  gone,  but 

put  on  the  wall"  and  told  off  by 
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cadets  to  tell  them  that  his  twilight 
at  hand,  he  remembered  what  he  had 
learned  along  the  highlands  of  the  Hud- 
son. "Always  there  echoes  and  re-echoes 
in  my  ears:  Duty.  Honor.  Country. 

"Today  marks  my  final  roll  call  with 
you.  But  I  want  you  to  know  that  when 
I  cross  the  river  my  last  conscious 
thoughts  will  be  of  the  Corps;  and  the 
Corps;  and  the  Corps." 

Gene  Smith  is  the  biographer  of  the 
West  Point  products  Robert  E.  Lee, 
Ulysses  S.  Grant,  and  John  J.  Pershing. 
His  account  of  West  Point  has  been 
abridged  from  an  article  to  appear  in 
the  October  issue  of  American  Heri- 
tage magazine. 
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Up  Sc  Comers  2002  will  convene  speakers  and  companies 
of  varied  size  and  sector  -  but  company  leaders  who 
share  an  important  commonality:  they've  built 
enterprises  on  innovation  that  endures. 

Hear  Special  Presentations  from: 


Dr.  Joseph  Atick 

CEO  &  President 
Identix 


m 


4 


George 

ChairrPc 
Perry  l  ' 
Internatio. 


Paul  Charron 

Chairman  &  CEO 
Liz  Claiborne 


Paul  Orfalea 
Founder  &  Chairppi 
Emeritus 
Kinko's 


Register  today  an, 

Amanda  Feszchur: 


Bruce  Claflin 

CEO,  President  & 

Director 

3Com 


Robert  Stiller 

)under,  President 
SCEO 
t'fn  Mountain 
i-ntfee  Roasters 


December  5-6,  2002 

The  Ritz-Carlton  Battery  Park 
New  York  City 
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PVirhP^  I  UP  &  COMERS 

A    \^A    L^^'l^       FORUM  FOR  GROWING  COMPAME 


)0^reference  this  ad  and  discount  code  "AF02"  or  receive  more  information  by  contact! 
r-3521  OR  Email:  afeszchur@forbes.com  OR  visit  our  web  site  at  www.forbes.com/conf 
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FASHION. 


liie  Tecii  Museum  Awards 

Technolociy  Beneiiliiuj  Humanity,  presented  by  Applied  Materials,  Inc. 

an  event  known  for  extravagant  production  and  unbridled  excess.  It's  about  thoughtful,  intelligent  people 

ig  their  talents  for  the  sake  of  .■.11  tnanki.-^.d.   Dedicated  professionals  like  Fabio  de  Oliveria  Rosa,  who 

es  low-cost,  environmentally  ?  -ie  electr:oal  power  to  millions  in  rural  Brazil.  In  attendance  will  be 

ries  From  the  U.N.  Secretary  Genei  aJ's  ofFice.  and  our  master  of  ceremonies,  NBC's  Brian  Williams.  This  truly 

(•able  black-tie  event  takes  place  O':  November  7th,  2002.  Come  applaud  these  extraordinary  achievements 

people  behind  them.  For  ticket.'^  and  infonriation,  \isit  \vv\\v.techawards. thetech.org  or  call  408-795-6314. 

Sponsored  by  NASDAQ,  Knight  Ridder,  Intel,  JP  Morgan/Chase,  Accenture. 
KPMG,  Celerit/,  American  Airlines,  The  Mercur>-  News,  Nortel  Networks,  HP,  AT&T, 


TheTech 

museum  of  Inrovation 


■'*C' 


Select  a  new  location  for  your 
company  in  30  minutes  ~  free! 

www.forbes.com/iedc 

Running  your  company  is  Jiard  enough.  The  Forbes/IEDC  InfoSite 
featuring  the  Corporate  Relocation  Calculator  provides  a  faster, 
smarter  way  lo  make  expansion  and  relocation  decisions.  With  a 
few  clicks  you  can  access  a  search  engine  that  allows  you  to 
compare  communities  using  criteria  based  on  population,  income, 
labor,  and  quality  of  life  variables. 

It's  not  only  easy  -  it's  all  free  ...  from  Forbes  and  the 
International  Economic  Development  Council  -  the  one  source  for 
economic  deve'opment  liiformation.  Give  the  Corporate  Relocation 
Calculator  a  t^      -t--"  ~»-en  start  packing! 


Contact  Pelot 


Forbes 


?0-2224  for  more  information. 


■  ■com 


.  URMATIONAL 
\'.IC  PrVElOrMENT 
COUNCIL 


Forbes 


the  Idc  ln|)Site  feat 
Relo|ation  Calculator  irSfought 
to  you  by  lEDC,  Forbes,  and  these 
featured  lEDC  members 


erpvacom 

%^      X  Greater  Richmond  Partnership  Inc 


sdN  ditoo  rtoioNal  economic 
cJE-VEtopMENt  corpora^iON 


Henry  County 

VIRGINIA 

Instant  start-ups," 


www.c)K)osemaryland.i)rg 


MARYLAND 


New  York  City 
Economic  Development 
Corporation 


HENRICO 

C  0  U  H  T  Yj 


Greater 

Baltimore 

Alliance 


VIRGINIA 

Is    For   Business 


Q* 


San   Antonio  , 

Economic    Development   Foundation     <^3t 

602  E.  Commerce,  RO.  Box  1628  ■  San  Antonio.  TX.  78296 

{210)226-1394  -FAX:  (210)223-3386 

edf@dcci.com  *  www.sanantonioedf.com 


C5^ 

Charlotte 
USA. 

Life.  In  Balance. 
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Radiation  oncologists  are  taking  better  aim  at  tumors  with  new  software 
and  super-precise  radiation  machines,  by  LruiiA  bro... 


ICER  PATIENT  DONALD  HOUSER  LSES  ON  A  IHICK  PLASTIC 

in  Berkeley,  Calif,  with  a  nine-ton  radiation  machine 

ed  at  his  groin.  His  legs  are  confined  to  a  mold  to  keep  him 

osition.  Three  infrared  beams  cris.scross  the  room  to  inter- 

at  a  point  on  his  skin  just  above  the  malignant  tumor 

king  off  his  prostate.  In  the  next  room  a  radiation  therapist 

«  a  few  boxes  on  a  computer  screen  and  fires  an  invisible 

t  of  X  rays  into  Houser's  tumor.  For  30  seconds  the  radia- 

beam  morphs  in  size  and  shape  as  it  goes,  deftly  avoiding 

ning  his  nearby  organs. 


Some  1.3  million  Americans  will  be  diagnosed  with  can- 
cer this  year,  and  55%  of  them  will  undergo  radiation  therapy. 
For  most  it  is  a  dreaded  experience,  followed  by  weeks  of  de- 
bilitating pain.  But  not  for  Houser.  After  eight  weeks  and  37 
treatments,  the  78-year-old  retiree  shows  no  evideice  of  an  ac- 
tive tumor. 

The  prostate-specific  antigen  level  in  Hcaser's  blood  has 
fallen  from  10  nanograms  per  milliliter  to  just  above  0.  And  he 
has  avoided  the  impotence  and  rectal  bleeding  that  often  ac- 
company radiation  for  prostate  cancer.  "The  morning  traffic 
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ilEALUU  RADIOLOGY. 


on  the  drive  in  bothers  me  more  than  anything  else,"  he  says. 

His  treatment,  a  new  technology  called  dynamic  intensity 
modulated  radiation  therapy  (IMRT),  is  the  first  major 
advancement  in  radiation  to  exploit  the  precision  handed  to 
doctors  by  the  tools  of  the  digital  age.  Until  now  oncologists 
faced  a  painful  dilemma:  use  enough  energy  to  kill  the  cancer 
but  char  nearby  organs,  or  lighten  the  dose  and  probably  leave 
some  cancer  cells  to  grow  back.  "There's  not  a  tumor  I  can't  kill 
with  enough  radiation.  The  trick  is  to  keep  the  patient  standing 
afterwards,"  asserts  Dr.  Patrick  Swift,  Houser's  radiation  oncol- 
ogist and  medical  director  of  the  department  at  Alta  Bates 
Comprehensive  Cancer  Center. 

Thanks  to  IMRT's  three-dimensional  mapping  software  and 
computer- controlled  mechanical  parts,  doctors  can  now  blast 
tumors  with  high-strength  beams  without  causing  devastating 
collateral  damage.  Patients  who  were  previously  untreatable  by 
radiation  now  have  hope.  IMRT  can  tackle  tumors  wrapped 
around  the  spine,  as  weU  as  cancers  in  delicate  locations  such  as 
the  brain,  thyroid  and  reproductive  organs.  Children  with  brain 
cancer  no  longer  need  to  be  turned  away  for  fear  of  causing 
deafness  if  irradiated. 

Dynamic  IMRT  is  still  in  the  early  stages  of  adoption.  Only 
10%  of  cancer  centers  in  the  world  are  properly  equipped. 
And,  even  though  the  technology  first  emerged  in  1998,  only 


last  year  did  Medicare  and  Medicaid  agree  to  reimburse 
total  cost,  up  to  $600  per  day.  "Surgery  is  better  underst 
You  cut  the  tumor  out  with  a  knife.  People  think  pills 
magic  bullets.  But  they  think  radiation  is  a  staid  technolo 
says  Richard  Leyy,  chief  executive  of  Varian  Medical  Systei 
the  largest  manufacturer  of  IMRT  machines.  Some  500  can 
centers  across  the  country  have  bought  its  systems,  whi 
when  complete,  cost  $1.6  million  apiece. 

Palo  Alto,  Calif.-based  Varian  netted  $54  million  last  year 
revenue  of  $774  million,  up  14%  from  2000.  ft  has  60%  of 
radiation  oncology  market,  where  it  competes  with  Siemens 
Germany  and  Elekta  of  Sweden,  as  well  as  with  smaller  out 
Nomos  and  ADAC. 

Varian  has  been  involved  in  all  of  the  changes  in  radial 
oncology  since  its  earliest  days.  In  1960  it  became  the  first  Ani 
ican  company  to  make  linear  accelerators,  which  are  machi  : 
that  house  the  giant  copper  tubes  that  turn  electrons  ir 
radiation  beams. 

Just  two  decades  ago  medical  physicists  would  labor 
hours,  and  sometimes  days,  over  spreadsheets  to  determin 
course  of  radiation  treatment.  Doctors  held  X  rays  up  to  lij 
boards  like  military  strategists,  marking  with  a  grease  pent 
where  they  would  aim  the  beams,  ft  was  nearly  as  crude  as  sh^i 
ing  a  flashlight,  and  plenty  of  healthy  body  parts  got  cooked. ' 


Cross  section  of  a  man's  torso    % 
showing  the  standard  radiation 
pproach.  The  red  area  is  the  highest 
vel  of  radiation,  blue,  the  lowest. 
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BOTTOM  OF  THE  91" 

4'"  AND  GOAL. 

LAST  SHOT  BEFORE  THE  BUZZER. 


IT  ALL  COMES  DOWN  TO  THE  WINNING  PLAY. 


GET  THE  FREE  PLAYBOOK  FOR  E-BUSMESS.  ONLY  FROM  IBM. 

Welcome  to  the  big  leagues-in  the  game  of  e-business. 
There's  more  money  on  the  line  in  this  game  than  in  any 
other  So  who's  going  to  sit  this  one  out?  Not  you,  if  you 
want  to  increase  margins,  improve 
your  customer  service  and  squeeze 
every  last  cent  out  of  operations. 
Not  you,  if  you  want  to  build  up  rela- 
tionships between  customers  and 
employees,  vendors  and  suppliers. 


Not  you,  if  you're  going  to  integrate  department  with 
department,  company  with  company  and  subsidiary 
with  subsidiary  Of  course,  you'll  need  to  start  with  a 
game  plan.  Like  the  Strategy  Play  The  Solutions 
Play  The  Integration  Play  And  the 
somebody-threw-me-a-curve-what- 
do-l-do-next  play  Get  the  free  Official 
Playbook  for  e-business.  It  puts  the 
CEO,  CIO,  CFO  and  everyone  else  on 
the  same  page.  And  ready  to  huddle. 


MAKE  THE  CALL.  GET  THE  BOOK. 


1  800,426-7080  (Ask'forwin)    ibm.com/e-business/playbook5 


(^business  is  the  game.  Play  to  win." 


le  e-business  logo  and  e-business  is  the  game.  Play  to  win  are  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  andfor  other  countries.  ©  2002  IBM  Corporation. 
Its  reserved.  Limit  one  book  per  respondent.  Respondents  will  be  required  to  complete  a  registration  form  in  order  to  participate  in  this  offer.  Offer  ends  12/31/2002.  Offer  available  only  in  the 
nd  Canada.  Please  allow  4-6  weeks  for  delivery. 


In  Varian's  SmartBeam  machine,  electrons  fly  down  a  copper  tube 
before  colliding  and  bouncing  off  a  piece  of  tungsten,  producing 
radiation.  A  moving  shutter  shapes  the  beam  to  match  the  tumor. 


stand.  The  progr     i  considers  thousands  of  angles  and  dose; 
and  spits  out  a  pi  iri  in  minutes. 

Leibel  and  his  colleagues  tested  the  machine  on  171  late 
stage  prostate  cancer  patients.  In  2000  they  pubUshed  a  repoil 
in  a  medical  journal  that  showed,  when  compared  with  3-1 
conformal  radiation  therapy,  that  dynamic  IMRT  increased  th 
success  rate  in  shrinking  tumors  from  43%  to  96%,  whil 
decreasing  complications  from  10%  to  2%.  Sloan-Kettering  hi 
since  treated  1,000  prostate  cancer  patients  with  IMRT,  incliu 
ing  Varian's  chairman,  Richard  Veiser. 

Varian's  latest  innovation  is  an  accessory  that  counteracts  i\ 
problem  of  shifting  organs.  Even  with  their  newly  enhanced  pi  > 
cision,  radiation  oncologists  are  still  wary  of  blasting  cancers 
the  breasts,  kidneys  and  lungs,  since  these  organs  and  the 
tumors  move  during  the  X-ray  procedure  when  a  patiei 
inhales.  So  Varian  devised  a  small  radio  in  a  plastic  box  that  si 
above  the  patient's  diaphragm  and  sends  infrared  signals  i 
receivers  that  tell  the  machine  to  turn  on  and  off  with  eac 
breath.  Says  Levy,  the  Varian  boss:  "Were  not  there  yet,  but  we' 
zeroing  in  on  cancer." 


In  the  1980s  came  a  technique  called  3-D  conformal  radia- 
tion therapy.  Radiologists  molded  blocks  out  of  a  lead  alloy  to 
the  outline  of  a  tumor,  then  clamped  the  blocks  onto  the  end  of 
a  linear  accelerator.  Each  angle  required  a  new  block.  (Most 
operators  of  radiation  machines  still  do  this  to  some  degree.) 
Later  in  the  1980s  computer  tomography  and  magnetic  reso- 
nance imaging  gave  precise  maps  of  tumors,  but  the  radiation 
beams  were  still  fuzzy. 

A  handful  of  innovators  looked  for  a  better  way.  In  1990  a 
Japanese  inventor  produced  the  first  multileaf  collimator,  an 
attachment  at  the  end  of  a  linear  accelerator  that  filters  X  rays 
the  way  a  camera  shutter  controls  light  hitting  film.  The  colli- 
mator's leaves,  or  teeth,  could  slide  back  and  forth  by  hand  to 
form  the  outline  of  a  tumor.  Three  years  later  Nomos  intro- 
duced a  collimator  with  teeth  that  could  be  adjusted  with 
motors.  But  the  teeth  couldn't  be  moved  once  the  beam  was 
turned  on. 

Dr.  Steven  Leibel,  chairman  of  the  department  of  radia- 
tion oncology  at  Memorial  Sloan-Kettering  Cancer  Center  in 
New  York,  asked  Varian  to  build  a  collimator  with  teeth  that 
move  during  treatmenr.  In  1998,  after  ten  years  and  $300  mil- 
lion spent  developing  lis  IMRT  system,  Varian  delivered.  A 
million  lines  of  software  code  control  a  180-pound  collima- 
tor with  80  tungsten  teeth  that  shvi;.  in  and  out,  creating  an 
ever  changing  aperture  The  'oncer  they  stay  open,  the 
stronger  the  dose  of  radiation. 

A  year  later  Varian  introduccu  i ;.  ios,  a  computer-aided 
design  program  that  may  rival  that  o(  my  carmaker.  Helios 
compiles  up  to  '  20  digital  CT  scans  to  create  a  3-D  picture  of  the 
tumor  site.  The  doci  ■  md  radiophysicist  paint  in  the  shape  and 
volume  of  the  tumor  earby  organs  with  a  mouse  and  col- 

orful graphics — the  hln.  is  yellow,  a  tumor  is  green  and  the 
rectum  is  pink.  They  thi  i  -lig  in  the  minimum  dose  needed  to 
kill  the  tumor  and  the  mi  ,in)uni  doe  each  organ  can  with- 
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Dose  of  Progress 

A  number  of  companies  are  inventing  new 
radiation  technologies  to  treat  cancer. 


Now  that  X-ray  beams  are  sharpening  up,  researchers  are  scram- 
bling to  improve  the  diagnostic  tools  that  do  the  Initial  mapping  of 
the  tumors.  Computed  tomography,  or  CT,  scans  do  a  fine  job  out- 
lining the  shape  of  objects  In  the  body,  but  PET,  or  positron  emis- 
sion tomography,  provides  a  far  more  accurate  glimpse  of  a  tumor's 
size  and  density  by  tracking  the  metabolism  of  radioactive  sugars  at 
the  tumor  sites.  In  June  2001,  GE  Medical  Systems  and  Varian  in- 
troduced a  machine  that  does  both  exams  at  once.  It  will  cost  be- 
tween $2  million  and  $2.5  million. 

Physicists  at  the  University  of  Wisconsin  came  up  with  an  alterna- 
tive to  IMRT,  called  tomotherapy  Their  machine  spirals  around  a 
patient  to  take  CT  scans  and  deliver  radiation  at  the  same  time. 
This  gives  an  up-to-date  picture  of  the  tumor's  location  while  it's 
under  fire.  In  1997  professor  Thomas  Mackie  cofounded  Tomo 
Therapy  Inc.  to  bring  it  to  market. 

Conventional  prostate  brachytherapy,  a  localized  radiation  delivery, 
requires  the  Injection  of  up  to  120  radioactive  seeds  into  the 
prostate,  which  remain  in  the  gland  permanently.  A  new  alternative, 
developed  for  breast  cancer  is  called  MammoSlte.  After  surgery  to 
remove  tho  tumor,  a  doctor  Inserts  a  catheter  with  a  balloon  at  the 
end  of  it  into  the  patient's  breast.  Twice  dally  for  five  days  a  ra- 
dioactive seed  is  inserted  into  the  balloon.  Then  a  doctor  deflates 
the  balloM  and  removes  both  it  and  the  catheter,  leaving  no  resid- 
ual radioacfivR  material.  Its  maker,  Proxima  Therapeutics,  received 
FDA  clearance  I'or  the  device  in  May 
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In  an  ideal  world, 

one  of  the  luxuries  of  a  luxurj  hotel 

would  be  double  miles. 


Now  there's  an  easy  and  luxurious  way  to  earn  miles.  Introducing  airline  miles  from  Omni  Hotels.  Stay  at  one  of  our  40 
uxurious  locations  on  your  next  business  trip,  and  you  may  earn  500  miles  with  either  American  Airlines'*  or  Delta  Air  Lines 
*4th  each  qualified  stay.  Just  give  us  your  travel  awards  program  number  when  you  make  your  reservation.  It's  that  easy! 
\nd  as  an  added  bonus,  we'll  double  your  miles  when  your  stay  occurs  between  September  1  and  October  3I ,  2002  -  that's 
1,0,00  miles  per  qualified  stay. 

To  earn  miles  even  easier,  sign  up  to  become  an  Omni  Hotels  Select  Guest.  Just  provide  us  with  your  A^^Advantage* 
or  Delta  SkyMUes  number  when  you  sign  up,  and  you'll  automatically  receive  miles  on  future  qualified  stays.  You'U  also 
snjoy  personalized  service  and  amenities  like  complimentary  morning  beverage  and  newspaper  of  your  choice,  room 
upgrades  and  late  check-out.  Now  that  makes  staying  with  Omni  Hotels  twice  as  rewarding. 

Call  your  profe-ssionai  r.avci  consultant.  I-800-THE-OMNI 
or  visit  omnihotc  is.com  fo    reservations  at  one  of  our  40  locations. 


Omm    Hotels' 

An   ideaC  world.   If  only  for  a  night. 


O  Omm  Hotels  2002  Guejl.  muM  p«>  a  c]uaht>-.:.s  r."  c  !>ij  ai  lea«l  on',  nighl  M  slay,  a 
and  Oei  3 1 .  2002 ,  Omni  Hotels  mumci  no  lisbililv  :or  changes  or  tlijcontinuslion  < 
to  change  or  d,.eon„nae  the  progran,  at  an,,  time.  Plea.e  .llo,^  6-8  week,  after  hotel 
omnihoieU.com.  American  \inine«  reierves  the  rig:i.  to  change  the  AAdvanl.'^ge  prog! 
for  product,  or  sei^ice.  offered  by  other  parlitip.ilir.g  companies.   Fo.'  eomplele 


will  rerreive  Joublr  miles  when  arriv.il  is  between  S-pt.  1.  2002 
ravel  rewards  programs  b,  airline  partners,  bui  retries  the  right 
ly  for  mileage  posting,  to  occur.  For  .omplete  rules,  please  visit 
1  at  any  time  without  notice.  American  .'Airlines  is  not  responsible 

tails  about    the  AAdvantage  program,    visit  www.aa.com. 
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Ink  from  Bolivia.  Black  from  Hawaii.  Smooth  alkali  from  Korea. 
Foodies'  newest  craving?  Designer  sodium. 


PDIRK  SMILLIE 

*": -  T  FLKUR  DK  SEI.,  THE  TmY r.ATERY  IN  MAN- 

hattan,  chef  Cyril  Renaud  dashes  pinches 
of  French  sea  salt  over  a  while  chocolate 
caramel  ganache.  Salt  on  chocolate?  "Mais 
oui,"  insists  Renaud,  who  not  only  puts  it 
on  all  his  desserts  but  keeps  an  oak  chest 
-brimming  with  20  varieties  of  gourmet 
sodium  in  his  dining  room.  His  favorite,  the  restaurant's  name- 
sake, means  "flower  of  salt." 

A  coast  away,  in  California's  Napa  Valley,  Thomas  Keller,  chef 
and  owner  of  the  French  Laundry,  lays  out  a  tray  of  colorful 
imported  salts  for  his  diners'  delectation.  At  neighboring  Sante, 
a  restaurant  at  the  Sonoma  Mission  Inn  &  Spa,  chef  Michael 
McDonald  wows  patrons  with  his  homemade  rosemary  herb 
salt,  used  to  season  a  pot-au-feu. 

What's  going  on?  Have  when-it-rains-it-pours  Morton  and 
other  traditional  producers  stopped  selling  the  plain  old  \vhite 
stuff?  Not  at  all.  The  U.S.  still  produces  more  salt  than  any  other 
nation — about  SI  billion  worth  annually  (half  of  it  used  to  de- 
ice  roads).  But  in  the  highest  reaches  of  gastronomy  a  revolution 
is  taking  place:  the  exaltation  of  exotic  salts  from  the  four  cor- 
ners of  the  world,  some  costing  up  to  S45  a  pound. 

Sophisticates  can  choose  from  pink  Bolivian  sea  salt,  black  lava 
salt  from  Hawaii,  i^mooth-textured  Korean  alkali  salt  and  Halen 
Mon,  harvested  frc^i  the  shores  of  isle  Mam  Cymru  in  Wales. 
There's  even  a  rast-colored,  iron-rich  sodium  from  Tibet,  hauled 


out  of  salt  m  ines  by  yaks. 

This   vogue   got    started    a 
decade  ago  in  Europe,  when  France's  • 

antiquated,  labor-intensive  sea-salt 
industry  was  at  a  low  ebb.  Traditionally, 
every  fall  along  the  marshes  of  Noirmoutier, 
a  tiny  island  on  the  French  coast,  young  . 

women  would  gently  rake  a  thin,  white  film 
that  forms  atop  the  water.  The  lightest,  most  del-  '•* 

icate  crystals  rise  to  the  surface,  like  a  chloride 
cream.  These  salt  "flowers"  are  laid  in  the  sun  to 
dry  for  a  year.  Eighty  pounds  of  raked  salt  evapo- 
rate into  one  pound  oifleur  de  sel. 

Over  time  fewer  and  fewer  young  women  wanted 
to  do  this  work.  But  salt  harvesting  was  rescued  b\'  an 
unlikely  savior — a  back-to-the-land  movement  in  the  late 
1980s  that  swept  the  French  intelligentsia,  who  found  it  fash- 
ionable to  spend  their  weekends  raking  and  skimming.  Nt 
thing  you  kno\v,  the  haut  monde  began  craving  fancy  salt. 

In  the  U.S.  last  summer  Cooks  Illustrated  magazine  conxe; 
its  first  salt  tasting,  comparing  nine  different  varieties.  Comn 
cially  processed  salts  can  taste  bitter:  Since  WW  II,  iodine 
been  added  to  prevent  thyroid-related  diseases  ( such  as  ^ 
tinism).  By  contrast,  all-natural  salts — like  the  pink  la\'a  salt  i. 
Walter  Manzke  throws  on  ra\v  tuna  at  Bouchee,  a  Carmcl,  C 
restaurant — pack  a  mineral-rich  wallop,  unadulterated 
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iodine  or  anticaking  ingredients  with  unpleas- 

:■  ant  names  like  sodium  ferroq^anide.  Salt  snobs 

'■,  especially  prize  the  mild,  mineral  flavor  that  sea 

;.'•  salts  convey.  The  crystalline  flakes  otter  hints  of 

;■'  briny  mussels  or  ocean-tossed  seaweed. 

"We  can't  keep  the  stuff  on  the  shehes,"  savs 
Michael  faniszewski,  a  buyer  for  Chefshop,  an 
online  cooking-supply  outlet  that  carries  16  \'arieties 
of  salts  from  six  countries.  Five  years  ago  the 
Asheville,  N.C. -based  Grain  and  Salt  Societv  sold 
134,000  pounds  of  sea  salt  annually;  only  three  of  its 
buyers  were  professional  chefs.  Today  it  ships  370,000 
pounds  a  year  and  sells  to  200  chefs.  ( For  information  on 
these  and  other  sources,  \'isit  forbes.com/salt. ) 
In  a  sense,  salt  is  merely  reasserting  its  historic  role  as  a 
medium  of  value:  Ancient  Chinese  economies  were  based  on  it 
(and  iron).  Venice  was  built  on  revenue  from  the  salt  trade. 
Roman  legionnaires  were  paid  in  salt  (hence  the  word  "salar}'," 
from  the  Latin  word  for  it).  The  stuff  was  prized  more  as  a  preser- 
vative than  as  a  seasoning,  meaning  much  of  its  commercial  rai- 
son  d'etre  survi\'ed  until  the  ad\'ent  of  mechanical  refrigeration. 
Now  its  value  is  purely  a  matter  of  taste.  Yet,  as  e\"er  rarer  rar- 
ities emerge,  e\'en  the  most  expansi\'e  appetites  must  balk.  Chef 
Manzke  recently  was  offered  a  sample  of  S20-per-pound  Japan- 
ese sea  salt,  from  water  raised  from  a  200-nieter  depth.  "Good 
stuff,  but  at  that  price?"  he  says.  "It  is,  after  all,  just  salt."  F 
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Mister, 
Your 
Suitcase 
Is  Leaking 

A  kayak  that  folds  up  into  a 
bag?  Don't  snigger.  Get  one, 
then  go  conquer  the  Atlantic. 

BY  ALAN  FARNHAM 

A  MAN  GETS  ONTO  A 
commuter  train  lugging  a 
leaky  package  about  the 
size  of  Santa's  knapsack. 
He's  oblivious  to  stares — 
as  if  his  dripping  bag  were  the  most  nat- 
ural thing  in  the  world.  Unbeknownst  to 
his  fellow  passengers,  the  bag  contains  a 
kayak,  14  feet,  9  inches  long.  It  weighs  35 
pounds  and  takes  about  20  minutes  to  set 
up  or  disassemble. 

It's  dripping  because  our  hero  has  just 
emerged  with  his  boat  fi-om  the  Hudson 
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^is  boat  fits  neatly  into  that  backpack 
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JEEP  GRAND  CHEROKEE. 
STILL  THE  BEST  INSURANCE  POLICY  OUT  THERE. 


Selec-Trac*  4WD    |    Anti-lock  brake  system    |    Quadra-Coil™  multi-link  suspension    |    Multistage  driver  and  front 
passenger  air  bags*    I    Supplemental  side  curtain  air  bags*^    |    Come  hell  or  high  water,  you're  prepared.    |    jeep.com 


ONLY  IN  A 


Jeea 


Jeep  Is  a  registered  trademari-  of  DalmlerChrysler.  *Always  use  seat  belts.  Remember,  a  backseat  Is  the  safest  place  for  children  12  and  under.  'Optional. 
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River  (it  could  just  as  easily  have  beei 
Lake  Michigan  or  San  Francisco  Bay 
He's  heading  home  now,  damp  bi 
happy,  his  eccentric  little  craft  havir 
made  possible  a  kind  of  adventure  li 
could  never  have  enjoyed  with  a  convei 
tional,  rigid  kayak. 

Such  boats,  made  with  a  hard  shell  i 
fiberglass  or  thermal  plastic,  are  awkwai 
to  transport  and  store.  To  get  around  yo 
need  both  a  car  and  a  roof  rack.  With 
folding  kayak,  you  don't  need  either.  Yc 


Rough  win( 

Tough  current^ 

No  proble 

Fold  your  ba 

hail  a  tai 

head  horn 
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j*guably  the  most  important 

Forbes  list  yet. 

Since  1917,  Forbes  has  embraced  an  unshakable  behef   in  the    Spirit    of   ifCe 
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that  this  remarkable  system  has  spawned. 


The  Forbes    85th  Anniversary  issue  is  a  celebration  of  the  OD 

people,  conipanies  and  ideas  that  have  had  the 

Wp  llhCant  IDlpaCt  on  our  lives.  As  with  our  other 

lists,  it  will  provide  a  revealing  look  at  the  best  in  business. 


And  because  this  is  Forbes,  it  will  also 

offer  another  breathtaking  view 

of  the  future:  the  15  people  and 

ideas  that  will  have  the  greatest 

influence  on  our  future. 

-p     The  Forbes  85th  Anniversary 
f'r  issue.  A  provocative   and 

comprehensive   challenge    to 
anyone  who  thinks  the 
yiU^pt-  is  behind  us. 


Coming  mid-December.  Don't  miss  it! 


[vertise  your  brand  in  the  Forbes  85th  Anniversary  issue,  please  call  Jennifer  Giampieiro 
,620.2219)  or  your  Forbes  sales  representative.  You'll  hear  about  special  rates  thai  will  give  you  more 
is  to  celebrate  innovation  and  free  enterprise. 
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From  bag  to  boat  in  20  minutes:  Bull<heads  and  ribs  (top  right)  snap  together  to  form  a  sturdy  skeleton  inside  the  watertight  yellow  skin. 


just  bag  it  up,  toss  it  over  your  shoulder 
and  skedaddle.  You  can  check  it  as  lug- 
gage on  an  airplane.  Carrying  it  on  a  sub- 
way or  a  train  car  presents  no  problem. 

Best  part:  Once  you're  in  the  water  you 
can  paddle  all  day  without  having  to  worry 
if  you  1'  be  able  to  return  to  your  poiii!  of 
origin.  Tiiat's  hugely  liberating.  Say  yor.  ve 
paddled  from  San  Francisco  over  to  Sausa- 
lito.  You're  tiickered  out.  Winds  hav 
sprung  up,  and  the  tide  is  now  inimical  to 
your  paddling  back.  You  merely  bag  vour 
boat,  hail  a  cab  and  hnul  home. 

If  SF  to  Sausalito  seems  a  piddly  pad- 
dle, how  about  Montreal  to  New  York? 


Four  years  ago  Bostonian  Terry  Alford  set 
off  from  Montreal  on  Sept.  5  in  his  fold- 
ing kayak,  a  German-made  Klepper.  He 
negotiated  the  St.  Lawrence,  then  the 
Richelieu  (passing  through  ten  locks), 
then  Lake  Champlain,  camping  as  he 
went.  (Foldables,  unencumbered  by  soliti 
buli  heads,  have  room  inside  for  tents, 
sleeping  bags,  food  and  any  other  gear  a 
paddler  cares  to  carry.)  Twelve  more  locks 
'•i«i  the  Hudson  River  later,  he  arrived  in 
vv  ''.)rk  City  on  the  28th.  He  docked, 
u  i  st^:ne  sightseeing  while  his  gear  dried, 
packed  up  his  boat  iuid  took  a  4:55  p.m. 
train  home  to  Boston. 


A  folding  kayak  is  less  flimsy  than 
sounds.  Its  unassembled  parts  consist 
longitudinal  ribs  of  various  lengths,  elli 
tical  bulkheads  (into  which  the  ri 
snap),  and  a  watertight  outer  skin  roll 
or  folded.  Materials  vary,  depending 
manufacturer  and  model.  The  Klepj 
and  the  American-made  Long-Haul, ; 
example,  use  wood  for  the  ribs  and  bu 
heads,  and  rubber-impregnated  can^ 
for  the  skin.   Feathercraft,  made 
Canada,  uses   aluminum-magnesii 
alloy,  plastic  and  other  synthetic  mat< 
als.  (For  contact  information  on  th 
and  other  folding  kayak  manufacture 
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visit  forbes.com/foldables.) 

In  assembly,  bulkheads  and  ribs  get 
snapped  together  to  make  a  skeleton- 
sturdy  but  with  enough  give  that  the  boat 
can  absorb  the  strains  and  stresses  of  a 
choppy  sea.  In  some  designs  the  skeleton 
assembles  in  two  halves:  a  bow  and  stern 
section.  First  one,  then  the  other  is  slid 
into  the  skin.  A  compression  joint  locks 
the  two  in  place,  simultaneously  stretch- 
ing the  fabric  to  make  the  hull  smooth. 
Can  it  be  punctured?  Yes — ^but  not  easily. 
Plus,  it  takes  a  pounding  far  better  than 
fiberglass  does,  and  it  can  be  patched  like 
a  bicycle  tire,  in  the  field  if  necessary. 

So  stable  are  these  little  craft,  notes 
Ralph  Diaz,  author  of  Complete  Folding 
Kayaker  (Ragged  Mountain  Press/ 
McGraw-Hill,  $16.95),  that  you  can  stand 
up  in  one,  fish  from  it  or  jump  into  the 
water  and  climb  back  in  unassisted. 

The  seaworthiness  of  foldables  was 
proved  dramatically  in  1956,  when  Dr. 
Hans  Lindeman,  a  German  physician, 
crossed  the  Atlantic  solo  in  an  off-the-shelf 
Klepper.  Equipped  with  154  pounds  of 
beer,  water,  garlic  and  canned  food,  he  pad- 
dled and  sailed  his  way  3,000  miles  to  St. 
Martin  in  72  days.  Life  magazine  put  him 
on  its  cover.  His  account  of  the  voyage. 
Alone  at  Sea,  remains  an  adventure  classic. 

Current  partisans  of  foldables  include 
adventure-travel  author  Paul  Theroux, 
whose  1992  book  The  Happy  Isles  of 
Oceania  was  made  possible  by  them:  He 
paddled  his  way  through  the  South  Pacific, 
using  a  Klepper  and  a  Feathercraft  to  hop 
from  isle  to  isle.  For  longer  hauls,  he  trans- 
ported his  two  bagged  boats  by  floatplane. 

A  collapsible  kayak  costs  about  the 
same  as  a  good  fiberglass  one  of  compa- 
: . '-if  size.  At  the  New  York  Kayak  Co.  on 
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When  Gin  Was  In 

Why  is  it  that  societies  periodically 

succumb  to  epidemics  of  drug  addiction? 

The  history  of  London's 

gin  mania  provides  some  clues. 

BY  SUSAN  ADAMS 


ADDICTIONS  COME  IN  WAVES. 
For  a  stretch  of  time  a  dispro- 
portionate number  of  people 
in  some  social  class  or  nation  fall  prey  to 
a  substance  like  alcohol,  cocaine  or 
opium.  Several  decades  later  the  epi- 
demic has  passed  and  a  period  of  rela- 
tive temperance  sets  in.  The  U.S.  saw  a 
wave  of  crack  addiction  in  the  1980s 
that  has  to  some  degree  faded  now. 


London  had  the  equivalent  in  a  rage  j 
gin  that  seized  its  poor  in  the  18th  cd 
tury.  A  new  book  by  Jessica  Warne^ 
history  professor  at  the  University] 
Toronto  and  a  research  scientist  at 
Centre  for  Addiction  &  Mental  Hea 
tells  the  tale.  Craze:  Gin  and  Debauch 
in  an  Age  of  Reason  (Four  WaUs  Eij 
Windows,  $25)  is  the  affecting  anc 
times  amusing  history  of  an  addict 


Wait  until  they  add  vermouth:  "Gin  Lane"  by  Wiiilam  Hogarth,  1751. 
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Island  Data's  real-time  analytics 
product,  Insight  RT,'"  turns 
custonner  feedback  into  increased 
sales,  improved  customer  satis- 
faction and  reduced  attrition. 
What's  more,  Insight  RT  can  be 
implemented  within  two  weeks, 
And  it  comes  with  a  guaranteed ' 
four-month  ROI.  For  more 
information  about  Island  Data's 
real-tim,e  analytics  software,  go 
to  w/wislanddata.com  or  call 


epidemic  from  an  earlier  age. 

Invented  by  a  Dutch  doctor,  Francis- 
cus  de  la  Bee,  in  the  mid- 17th  century, 
gin  (originally  called  genever)  was  made 
by  redistilling  pure  malt  spirits  with 
juniper  berries.  It  became  an  immediate' 
hit  with  the  upper  classes  in  England, 
who  came  to  like  Dutch  gin  quite  as 
much  as  they  liked  French  brandy.  Soon 
the  British  were  producing  their  own  gin, 
though  a  grain  shortage  meant  they  liter- 
ally had  to  make  the  stuff  from  hogwash 
at  first.  It  tasted  awfial.  In  the  early  18th 
century  British  agriculture  turned 
around,  grain  became  more  plentiful,  and 
gin  at  last  became  more  palatable — 
though  a  far  cry  from  what  we  know 
today.  This  booze  was  akin  to  moonshine 


JEPRBES  IIFE  i  VICE. 


economy  dependent  on  a  docile  work 
force.  Reformists  from  both  camps  put  | 
forth  an  argument  as  simple  as  it  was  elit- 
ist: Take  gin  away,  and  the  poor  would  falli 
back  into  line.  j 

Powerful  forces,  though,  blocked  their 
efforts.  The  government,  which  was  fight- 
ing wars  abroad,  became  as  addicted  to 
the  revenue  fi-om  gin  taxes  as  states  are 
today  to  the  revenue  from  tobacco.  And 
grain  producers  and  distillers,  of  course, 
had  no  incentive  to  decrease  consump- 
tion. So  deeply  ingrained  had  the  vice 
become  by  1743  that  Samuel  Johnson 
warned  that  to  deny  the  poor  access  tc 
their  gin  would  be  to  exasperate  them 
"almost  to  rebellion." 

Indeed,  when  reformers  made  it  ille-, 


A  grain  shortage  meant  they 
literally  had  to  MAKE  THE  STUFF 
FROM  HOGWASH  at  first 


or  to  flavored  hooch. 

Rising  wages  and  falling  food  prices 
meant  that  workers,  eager  to  escape  the 
squalor  of  their  lives,  now  had  a  few  extra 
pence  with  which  to  buy  oblivion.  In 
some  London  neighborhoods,  notes 
Warner,  gin  shops  proliferated  to  the 
point  that  there  was  one  shop  for  every 
five  homes.  Accustomed  to  beer,  with  its 
lower  alcohol  content  and  more  filling 
bulk,  Londoners  were  unprepared  at  first 
for  gin's  far  more  potent  kick.  They 
swilled  it  in  startling  quantities,  with  pre- 
dictable results. 

Warner  cites  the  following  anecdote, 
fi-om  a  1736  text:  A  maid  spent  the  morn- 
ing in  a  gin  shop  and  then  returned  to  her 
master's  Kensington  home  with  a  rowdy 
trio.  They  drank  some  more,  then  the 
maid  "proposed  to  the  company  . . .  that 
tliey,  and  she,  should  go  to  bed  together," 
at  which  point  all  four  "stript,  and  ... 
went  into  one  bed."  Such  behavior  wor- 
ried keepers  of  the  public  morals,  espe- 
cial!) those  in  the  upper  classes.  Aristo- 
crats feared  gin's  corrosive  effect  on  the 
social  hierarchy:  Might  not  a  drunken 
millwright  someday  fancy  himself  equal 
to  a  drunken  lord  of  the  manor?  Capital- 
ists worried  gin  might  destabilize  an 
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gal  to  sell  gin  without  a  license,  gin  seller 
responded  with  the  "puss  and  mew,"  a  bi 
of  mechanical  fakery  masquerading  as  ai 
18th-century  vending  machine.  A  cuSi 
tomer  approached  the  device  and  said 
"Puss!"  An  unlicensed  vendor,  hidini 
inside,  responded,  "Mew!"  Out  popped  i 
drawer  into  which  the  customer  placei 
payment.  The  drawer  snapped  back,  the; 
out  again  with  a  dram  of  gin.  Th 
"machines"  didn't  last  long.  But  a  hug 
black  market  thrived  throughout  almoi 
three  decades  of  attempted  reform. 

Parliament  passed  a  total  of  eight  gi 
acts  between  1729  and  1751.  The  laws  ai 
tacked  gin  by  raising  the  excise  on  it  and  b 
hiking  the  Ucensing  fees  for  sellers.  Yet  d( 
spite  taxes  that  climbed  a  total  of  1,200°/ 
people  kept  right  on  imbibing.  Gin  sal< 
peaked  in  1743,  then  finally  began  to  slac 
off  by  the  late  1740s.  But  the  acts  werer  hi 
the  reason.  Nor,  even,  was  a  succession  (  litt 
disastrous  harvests  that  battered  wages  ar  *( 
drove  up  the  price  of  grain.  Rather,  writ 
Warner,  "the  gin  craze  followed  the  traje 
tory  of  other  and  more  recent  drug  ep 
demies."  Drug  crazes  are  cyclical;  destroyi 
lives  in  one  generation  beget  temperan^ 
in  the  next.  "Mother  gin,"  Warner  coi 
eludes,  "had  simply  grown  old." 
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customers  i  find  prospects  thai  match.  £ree  analysis  &  25  Reg 
prospects  at  infoUSA.com, 

«Mfi^  1-800-555-5335  „.,o„ 


SMALL  ADS  BRING 

BIG 

RESULTS! 

Call:  Media  Options 

1-800-442-6441 

Forbes  Business  Classified 


Education 


FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  worl<  experience.  Bachelor's, 
Master's,  and  Ph.D.  degrees  in  most 
fields.  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans. 
1-800-951-1203  www.arrc.org 
Fax:  1  707  371  2979 


Timesliare 


T  MESHARES 


sav«  up  to... 

70 


,  BEST  RESORTS, 
PRICES  &  WEEKS 

,  GREAT  RCI  &  II 
EXCHANGES 

•  FREE  CATALOG 

CALLjmmuw 


Business  for  Sale 


HOLtDAYGROUP.c 


Investment 


For  inlormation  and 
rates  on  advertising 

in  the  next  Forbes 
splay  Classified  Section 
Call  Media  Options 
1 -800-442-6441 


Your  Own  Colorado 
Ski  Resort 

Enhance  your  active  lifestyle  and 
social  life  with  this  rr  e  opportunity. 

(303)  260-6436 

Acquisition  Services  Group,  Inc. 


•  Legal  "rax-Haven 

•  5.2  Aores  Beacfifront 

•  Asking  $1.5  million 

www.saipanbeachfront.com 
1 -(671)  472-1819 


Forbes  Subscriber  Service. ..to  order,  change  address  or  other  customer  service,  call  1-800-888-9896. 


Now,  for  a  limited  tigie,  you  ca 


(suffragiumasotas)  tablets 


In 


*.i 


f  Enzyte  and  save  up  to  40%. 


If 


L 


in  Advertising:  Lrfekey  Healthcare,  Inc.  supports  and  encourages  truth 
/ertising,  and  full  disclosure  of  all  advertising  claims.  We  will  continue  to 
(d  consumer  rights  and  demand  the  same  from  all  advertisers. 


If  you've  ever  wondered  if  natural  male 
enhancement  could  increase  the  pleasure 
of  your  love  life,  you're  not  alone. 

Maximize  the  Pleasure    Take  two  Enzyte  tablets  daily, 

and  within  just  three  to  four  weeks,  you  will  begin  to 

see  results.  For  maximum  effectiveness,  continue  to  take  Enzyte  for 

three  full  months.'  Additional  benefits  of  Enzyte  include  increased 

virility,  energy,  and  stamina. 

Proven  Results  Most  men  on  the  Enzyte  program  report  an 
enhancement  from  12-31%  with  an  average  reported  enhancement 
of  24%."  Additionally,  Enzyte  has  a  tremendous  reorder  rate  -  82% 
of  all  Enzyte  customers  choose  to  purchase  again. 

Quality  Assurance.  Enzyte  is  100%  safe  and  all  natural,  consisting 
of  the  highest  quality  ingredients.  Each  bottle  of  Enzyte  is  packaged 
to  meet  the  highest  standards  and  is  fully  backed  by  our  Customer 
Satisfaction  Guarantee  (CSG). 

Ask  your  doctor  if  Enzyte  is  right  for  you,  then  visit  us  on 
the  web  at  www.enzyte.com,  or  call  us  directly  and  get 
started  today:  1-877-4ENZYTE  (1-877-436-9983). 


Please  Print 

FORB0902 

Name 

Phone  { 

) 

Address 

Apt. 

City 

State 

Zip 

1  Month  Trial  Supply  $    69.95 


Full  3  Month  Enzyte  Program  (Regularly  $239.95) $  149.95 


7  Month  Enzyte  Supply'  (Regularly  $349.95)  

'Full  3  month  program  plus  4  month  maintenance  supply 


$  199.95 


Certified  Pack  and  Ship  Process  (CPSP") $     14.95 


Secure  Lock  System'  Assures  Confidentiality 
Sterile  Paclclnsures  No  Package  Tampering 
Sales  Tax  (applicable  to  each  state) 
Expedited  Rush  Shipping:  Product  Guaranteed 
to  Ship  Within  n  Hours  of  Received  Order 


Canadian  orders  add  SIO.OO 

All  other  international 

oraersadd  $15.00 


Total  Enclosed 

(U.S.  Funds  Only) 


Method  of  Payment:       D  MC     D  VISA     DAm.  Ex.     (H  Disc.     D  IV   ney  Order 

Exr  Oote         / 


Credit  Card  Number 


Signature 


Send  Money  Orders  (o.Lifekey  Healthcare,  Inc.,  Customer  Care-Order  Processing.Buildir    io\  42635,  Cincinnati,OH4S242 


•Individual  results  may  vary.   ''Study  results  based  on  customer  response. 

Enzyte  is  not  a  contraceptive  and  vuill  not  aid  in  the  prevention  of  sexually  transmitted  diseases. 

Lifekey  Healthcare,  Inc.,  Cincinnati,  OH   ^S  2002,  Lifekey  Healthcare,  Inc.  All  rights  reserved. 


THOIiRHTS 

On  the  Business  of  Life 


Returning  King  Zahir  Shah  to  the  top  of  Afghanistan  could  end  Russit^s  bloody  occupation 
and  remove  a  mcqor  running  sore  that  seriously  drains  relationships  between  East  and  West. 
This  solution  to  that  intractable  confrontation  has  made  red  progress  in  secret  negotiations 
between  Moscow  and  Washington.  The  king,  deposed  in  1973,  has  enough  stature  to  form  a  neutral  gov- 
ernment that  the  Kremlin  could  trust  and  that  Afghans  could  accept.  If  this  peace  plan  flies,  the  U.S.  could 
cease  sending  multimillions  in  wec^ons  and  aid  to  Afghan  ontiRed  fighters.  — MALCOLM  S.  FORBES  (1987) 


Royalty  is  a  government  in  which  the 
attention  of  the  nation  is  concentrated 
on  one  person  doing  interesting  actions. 

—WALTER  BAGEHOT 


I  have  nothing  against  the  Queen 
of  England.  Even  in  my  heart  I  never 
resented  her  for  not  being  Jackie  Kennedy. 
She  is,  to  my  mind,  a  very  gallant  lady, 
victimized  by  whoever  it  is  who  designs 
the  tops  of  her  uniforms. 

—LEONARD  COHEN 


All  the  time  I  feel  I  must  justify 
my  existence. 

—CHARLES,  PRINCE  OF  WALES 


Everyone  likes  flattery;  and  when  you 
come  to  Royalty  you  should  lay  it  on 
with  a  trowel. 

—BENJAMIN  DISRAELI 


In  a  few  years  there  will  be  only  five  kings 
in  the  world — the  King  of  England  and 
the  four  kings  in  a  pack  of  cards. 

— FAROUK  I,  KING  OF  EGYPT 


A  kingshoula  die  on  his  feet. 

—LOUIS  Will,  KING  OF  FRANCE 


/  left  England  when  I  was  4  because 
I  found  out  I  could  never  be  king. 

—BOB  HOPE 


Once  you  touch  the  trappings 
of  monarchy,  like  opening  an 
Egyptian  tomb,  the  inside  is  liable 
to  crumble. 

—ANTHONY  SAMPSON 


There  is  not  a  single  crowned  head 
in  Europe  whose  talents  or  merit 
would  tntitle  him  to  be  elected  a 
vestry:    .i  by  the  people  in  any 
parish  I    America. 

—THOMAS  JEFFERSON 


Don't  forget  your  great  guns,  which 
are  the  most  respectable  arguments 
for  the  rights  of  kings. 

—FREDERICK  THE  GRE 


We  live  in  what  virtually  amounts 
to  a  museum — which  does  not  happen 
to  a  lot  of  people. 

—PHILIP,  DUKE  OF  EDINBURC 


A  Text... 

Render  therefore  to  all  their  due^ 
tribute  to  whom  tribute  is  due; 
custom  to  whom  custom;  fear  to  j 
whom  fear;  honor  to  whom  hone 

—ROMANS  d 

Sent  in  by  Roberta  Davis,  Brooklyn, 
What's  your  favorite  text?  The  Forbes  Booi 
Quotations:  Thoughts  on  the  Business  of  La 
given  to  senders  of  Bible  texts  that  are  used 


More  than  14,000  "Thoughts,"  arranged  alphabetic 
subject,   are   available   in   a   900-page,   one-voll 
deluxe  edition,  Forbes  Book  of  Quotations:  Thoughts  o 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shipping 
$1  per  item  for  handling  (add  applicable  sales  I 
To  order,  please  call  toll-free,  1-800-876-6556. 


I  shall  be  an  autocrat:  That's  my  trade. 
And  the  good  Lord  will  forgive  me: 
That's  his. 

—CATHERINE  THE  GREl 
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